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Preface

The Arab region is in crisis and it is easy to take
a bleak view of the future. Shaken by conflicts
and instability, the region has a long history of
failed economic policies. Gaps in governance
remain stubbornly wide. Increasing pressures
on natural resources in an era of climate change
could exacerbate the situation.

Arab citizens have realized to what extent
partial and inequitable development, combined
with the stifling of dissent, undermines human
progress. They have called—and in some cases
sacrificed their lives—for new ways of
governing that are inclusive and accountable.
Such principles are also at the heart of the 2030
Agenda for Sustainable Development.

The Arab uprisings were not just about settling
past grievances, but about proclaiming resolve
to pursue a brighter and prosperous future. This
report takes its cue from those events and
embraces possibility and hope. It envisages a
day when all citizens can freely voice their
opinions and practice their beliefs without fear;
when the rule of law applies equally to rich and
poor; when every household has the security of
gainful employment, health insurance and
old-age pensions; and where basic necessities
for a decent life are affordable even for the
lowest earners.

Such a vision requires choices to be made:
whether to lay new foundations on which to
build societies blessed by growth, prosperity

and freedom, or slip into a spiral of deepening
violence, instability and recession that will
undercut development for generations to come;
whether to mend internal fissures, transform
the structures of Arab economies and political
systems, and integrate first from within, or to
continue on a trajectory leading to further
political and economic dependence.

To implement the ambitious goals contained in
this vision, the Arab region would require at
least three consecutive five-year cycles. The
report contains an analysis of the political
landscape and current conflicts, which must be
resolved before progress can be made in other
areas. We look at challenges and potential in
the region under two scenarios. The business
as usual scenario extrapolates present
socioeconomic conditions that weigh on the
region and would continue to do so. The

vision scenario explores trajectories that

could lead to tangible improvements in human
development returns. The ultimate aim of this
report is to suggest the contours of policies and
action needed to serve as a catalyst and beacon
of hope.

The Arab region has immense resources,
foremost of which are its people. Their call for
change has echoed around the world. The
region has an opportunity to make choices that
will improve governance, advance social justice
and human well-being, and transform
economies, including by deepening regional



cooperation and integration. The region can
follow a new path, guided by a new vision and,
ultimately, a development master plan. Such a
plan should be informed by the difficult lessons
of the present and chart a course to a peaceful,
prosperous future. The citizens of the region
deserve no less.

Mohamed Moctar El Hacene
Director, Economic Development
and Integration Division



Acknowledgements

This report is the result of more than four years
of research based on consultations between the
authors and a broad range of United Nations
and independent experts and revisers. This final
version, completed in the past two years, does
not necessarily reflect the views of all those
who contributed.

The core team of the report consists of Mr.
Khalid Abu-Ismail (Economic Development and
Integration Division, EDID), Mr. Tamim al-
Barghouti (Office of the Executive Secretary),
Mr. Aljaz Kuncic and Mr. Niranjan Sarangi, of
EDID. Mr. Abu-Ismail and Mr. Al-Barghouti are
the core team leaders.

The report was produced under the
management of Mr. Abdallah al-Dardari,
Director of EDID, and his successor,

Mr. Mohamed Moctar El Hacene.

The lead authors wish to acknowledge and
thank Mr. Mohamed Hedi-Bchir for his
macroeconomic modelling and forecasting
methodology, results and inputs, Mr. Vito
Intini for his forecasting methodology, results
and inputs to governance indicators, and

Mr. Hisham Taha for providing a background
paper on regional integration.

We are greatly indebted to this report’s
reviewers, Professors Ali Abdel-Gader and
Galal Amin, for their constructive review of

the first draft and for providing detailed
comments and feedback, and to the

readers of the report, Ms. Noha el-Mikkawy,
Ms. Gretchen Luchsinger, Mr. Mohamed
Mohieddin and Mr. Mohammad Pournik.

The report has benefited from research
contributions from Mr. Salim Araji, Mr. Rabih
Bashour, Mr. Rabie Fakri, Ms. Mona Fattah,
Ms. Nathalie Grand, Mr. José Pedrosa-Garcia
and Ms. Denise Sumpf. Valuable research
assistance was provided by Ms. Zara Ali, Mr.
Seth Caldwell, and Ms. Rhea Younes. We are
also grateful to Mr. Fouad Ghorra for editorial
and research support.

We would like to thank the University of
London School of Oriental and African Studies
(SOAS) for hosting an expert group meeting
of the Economic and Social Commission

for Western Asia (ESCWA) in August 2014

to discuss the report methodology.

Mr. Abdelwahab el-Affendi, Mr. Hazem

Kandil, Mr. Terry McKinley and Mr. Jan
Vandemoortele attended.

The authors are also grateful to many of our
colleagues at ESCWA for their technical
advice and feedback on an earlier draft of
this report: Ms. Naeem al-Mutawakel,

Ms. Monia Braham, Mr. Youssef Chaitani,
Ms. Carol Chouchani, Mr. Habib
el-Andaloussi, Ms. Mehrinaz el-Awady,



vi

Mr. Ayman el-Sherbiny, Ms. Naela Haddad,
Mr. Adib Nehme, Mr. Oussama Safa and
Ms. Johanna von Toggenburg.

Last but by no means least, we are greatly
thankful to Ms. Maral Tashjian for her diligent
administrative support.

This report would not have been possible
without significant contributions from this
multidisciplinary team. We have tried to the best
of our ability to incorporate all their comments
and suggestions.

Report core team leaders
Khalid Abu-Ismail and Tamim al-Barghouti



Contents

Preface
Acknowledgments

o1

DCO®mPN MOO®P -

mo oW w

moowp &

A Vision for 2030

Development challenges

The state of play and why it cannot last
Two basic issues

A new inclusive development model
Conclusion

Peace and Security
Introduction

External dynamics
Internal dynamics
Conclusion

Governance
Introduction
Governance challenges
Roads to 2030

Policy recommendations
Conclusion

Transformational Growth
Introduction

Structural transformation and resource sustainability challenges
Future scenarios: transformation or stagnation

Policy recommendations
Conclusion

Human Development and Social Justice

Introduction
Where the Arab region stands today

vii

o O 0 o1 N —

_

17
17
20
34

35
35
36
53
59
64

67
67
68
74
91
97

99
99

103



viii

C. Business-as-usual and Vision 2030 scenarios 118

D. Policy recommendations 126
E. Conclusion 134
6. Regional Integration 135
A. Introduction 135
B. The case for deeper regional integration 135
C. Where the Arab region stands today 137
D. The road to 2030 - business as usual 141
E. Vision 2030 147
F. Conclusion 153
Annexes
I. Sustainable Development Goals 155
Il. Structure of the macroeconomic model 156
Bibliography 159
Endnotes 197

List of Tables

2.1 Perception by Arab citizens of selected countries 18
3.1 State of democracy 45
3.2 The two facets of a political system 46
4.1 Main assumptions of the business-as-usual and vision scenarios 79
4.2 Sectoral growth rates in structural transformation, 2026-2035 86
5.1 Virtuous, vicious and lopsided performance of Arab countries 104

5.2 Three perspectives for assessing performance using national and subnational

development indicators for policy planning 128
5.3 Policy instruments that helped improving health standards in other developing

countries 130

List of Figures

1.1 Links between economic growth, employment and income 9
3.1 Governance indicators in Arab countries and other country groupings, 1996-2014 38
3.2 People’s perceptions regarding corruption 42
3.3 Ease of doing business: Arab region 42
3.4 Ease of doing business: regions of the world 43

3.5 Links between voice and accountability on a world and regional scale 50



3.6 Rising income but declining voice and accountability
3.7 Corruption
3.8 Government effectiveness
3.9 Political instability
3.10 Regulatory quality
3.11 Rule of law
3.12 Voice and accountability
4.1 Sectoral shares of GDP in Arab countries
4.2 Productivity growth rate
4.3 Unemployment rate across regions, 1992-2013
4.4 Total annual freshwater withdrawals
4.5 Primary energy use per capita
4.6 Manufacturing
4.7 Service activities
4.8 Growth rate in the Arab region, 2015-2025
4.9 GDP increases at the national level, 2015-2025
4.10 Per capita GDP in Arab countries compared with other countries
4.11 Unemployment rates for non-oil-producing countries
4.12 Unemployment rates for oil-producing countries
4.13 Percentage change in unemployment rates by 2025
4.14 Productivity growth and intra-Arab exports
4.15 What fuels the gap in average growth rates of Arab countries between 2015 and 2025
4.16 Vision for long-term structural transformation
4.17 Annual per capita water supply forecast for 2025
4.18 Energy intensity
4.19 Saudi Arabian oil balance on the business-as-usual trajectory
4.20 Total energy consumption by fuel type
5.1 My World Survey votes on priorities for the Arab region
5.2 Average annual HDI change in Arab countries
5.3 Poverty rates in Arab countries in line with national poverty lines
5.4 Average expenditure of different population groups
5.5 Cereal yield, world regions
5.6 Stunting
5.7 MDG index
5.8 Government budget surplus/deficit
5.9 Government gross debt
5.10 Per capita ODA for the Arab region, current prices
5.11 Labour force participation rate, 2013
5.12 Share of middle-class women by sector
5.13 Employment of middle-class youth by sector
5.14 Demographic dynamics by age group, 1980-2050

50
55
55
56
57
58
58
69
70
71
72
73
76
76
80
81
81
82
83
83
84
85
86
88
89
90
90
101
103
106
107
108
109
110
112
113
113
115
116
116
117



5.15 HDI projections for the Arab region

5.16 HDI improvement in Arab LDCs

5.17 HDI improvements in more diversified economies
5.18 Poverty in the Arab region

5.19 Under-five mortality rate

5.20 Maternal mortality ratio

5.21 Food Production Index

5.22 Undernourishment

5.23 Pupil-teacher ratio

5.24 Female-to-male labour force participation

5.25 Relationship between governance indicators and HDI

List of Boxes
1.1 Ten regional integration goals expected to be achieved by 2030 on the basis of ACCESS
3.1 Where would Yemen be if $60 billion had been invested in human development?
4.1 What Arab countries can learn from East Asia
5.1 Vision 2030: selected targets for human development
5.2 Impact of the Syrian crises on selected MDGs
5.3 Impact of conflict on poverty and hunger in Yemen
5.4 Nearest neighbours
5.5 Poverty projection methodology
5.6 Benefits of social protection programmes

119
120
121
122
123
123
124
125
125
126
128

15
41
77
102
110
111
119
122
132



1. A Vision for 2030

The Arab world is immersed in a crisis that
touches every country. Not only is there
widespread conflict and insecurity, but the
legacies of failed economic policies and gaps in
governance persist and add pressure on scarce
natural resources, which could further
exacerbate current challenges.

Yet, the region has a rich history. Its citizens
have called for the principles of freedom,
equality and accountability, and some have
even sacrificed their lives in doing so. This
report embraces hope and envisages that, by
2030, the region could enjoy a new era of
long-lasting peace, stability and inclusive
development if the appropriate policies

are pursued.

Apart from thematic areas such as energy,
water and education, little has been written on
the future of the Arab region, a gap that this
report aims to fill." Any move forward, however,
should start with acknowledging current
shortfalls and establishing priorities for
development policy. An early focus on
governance is essential, given its shortcomings
and instrumentality for progress in all other
arenas, including peace and stability. The
structure of Arab economies must be
transformed in order to make growth more
inclusive and sustainable. This will help to solve
many problems, such as the provision of decent
jobs and fiscal space for social policies.
Regional integration can play a pivotal role by

expanding employment, easing the flow of
goods and services, and underpinning
political stability.

The report advocates five critical areas for
achieving its vision for 2030: political
transformation, good governance, structural
economic change, human development and
regional integration. It does not rely on any
single methodology or indicator to gauge
development success or failure. Rather,

it calls for a complete rethink of the
development model in the Arab region and a
nuanced conceptual framework that sets
forth development constraints, levers

and accelerators.

Development constraints vary in severity.
Justice, peace and security are fundamental
for development, and their absence in some
countries is a powerful force for ‘de-
development’. Public policies are the main
levers of development and vary widely. This
report focuses on those over which Arab
countries have some degree of control.
Development accelerators increase the rate of
progress towards desired goals. Structural
change and regional integration are essential
accelerators to the Vision 2030.

These issues are interconnected and best
treated from an interdisciplinary approach.
Development cannot take place without
minimum levels of peace and security and



effective public policies. Interdependent
development goals and targets should be
pursued in combination with each other rather
than as isolated objectives. Generating decent
jobs, for instance, is the surest and fastest way
to reduce poverty, which, in turn, contributes to
peace and security.

The question of which actions will have the
greatest impact on multiple challenges is crucial
achieving the Vision 2030. Finding the right
answers will lead to a transformation of the
present situation.

The report contains policy recommendations
that hold particular promise as levers of change.
They are put forward with the caveat that
national situations differ greatly in a region with
some of the world’s richest and poorest
countries, and with many States vulnerable to
cross-border spillover and internal strife, or
suffering from conflict. Each country faces its
own development challenges and options for
progress. The recommendations are offered to
steer efforts towards reinitiating development.
Ultimately, the aim is to combine national
efforts into one regional project.

A.Development challenges

The human development performance in the
Arab region has been far from dismal. There has
been a steady rise in human capabilities,
especially among young people and women,
reflected in most national and regional
Millennium Development Goal (MDG) indicators
on health and education. The middle class was
the dominant economic group in most Arab
countries in 2010.

Nevertheless, the first Arab Human
Development Report, published in 2002,
highlighted, as did subsequent issues, deficits in
freedom, gender equality and knowledge in the
Arab region. A number of other United Nations-
led reports, including the Arab Development
Challenges Report,?2 have highlighted such
problems as food insecurity, skewed income
distribution, social exclusion, fragile and oil-led
economic growth, high unemployment, weak
trade and industrial performance, and slow
progress on the MDGs in Arab least developed
countries (LDCs).® They, and many others,
suggest diverse reasons for why the region
reached boiling point in late 2010.

First, the quality of social services in non-oil
middle-income countries has deteriorated
rapidly since liberalization began in earnest in
the 1990s.* Secondly, governance indicators are
embarrassingly poor. Some Arab States
disbursed subsidies and rents in exchange for
little or no public accountability. This democracy
deficit is accompanied by a profound gender
equality deficit, particularly in terms of power-
sharing and employment.®

Thirdly, opportunities for decent employment in
the Arab region are limited, despite the
presence of an educated labour force and
relatively high growth rates between 1990 and
2010. Over the same period, job creation
occurred in informal, low value-added activities,
mainly in the services sector. Consequently,
productivity dropped, real wages froze and, in
countries such as Egypt, poverty rates soared.
Inequality deepened, but was not reflected in
official statistics. Young Arab people with higher
educational qualifications, in particular, became
disenfranchised and increasingly sought to



migrate. However, that option became
unavailable to the vast majority after the
countries of the Gulf Cooperation Council (GCC)
changed immigration policies in favour of
cheaper labour from Asian countries.®

The surge of the middle and poorer classes on
to the streets of Egypt and Tunisia can be
explained partially by the frustration of young
Arabs, whose increased capacities have not
been translated into decent jobs, higher
incomes and broader political participation, and
the significant decline of public-sector salaries
and service delivery in many countries during
the 2000s.” In Egypt, for instance, the average
mean real expenditure per capita among
professionals, comprising mainly salaried
formal-sector employees, fell by 19 per cent
between 2000 and 2011, compared to a
negligible decline in that of the total
population.® The erosion of the Arab middle
class and growing frustration have played into
the hands of violent non-State actors.®

The resulting situation is largely a product of
poor governance and unfortunate economic
policy choices. Proponents of economic
orthodoxy maintain that, in order to stimulate
economic growth and reduce poverty, countries
must adopt liberal policies that typically involve
fiscal restraints, monetary austerity,
privatization of State-owned enterprises, and
trade liberalization. Many Arab countries that
adopted such policies, however, did not
experience faster growth. In cases where faster
growth did take place, it was mainly due to high
international oil prices or the discovery of new
oil fields. Indeed, those policies have adversely
affected employment, income distribution and,
above all, the social dimension of State

functions, especially the quality of public
education and health. Their most enduring
legacy, however, was the systematic reduction
of the State’s role in development planning, and
the crony capitalism that emerged as a result of
distorted privatization and liberalization policies.

Against this backdrop, the uprisings represented
an attempt by Arab citizens to regain
sovereignty over economic, social and political
matters, including fundamental issues of
economic and social justice, human rights and
citizenship. Five years on, the region is at a
crossroads that could either lead to growth and
prosperity, or to a new cycle of violence,
instability and economic recession that could
stifle the future of generations to come. Average
economic growth after 2010 was barely above
population growth in many Arab countries,
which may cause unemployment rates to spike
to more than 15 per cent for skilled and
unskilled labour.

The region faces five major challenges: ending
conflict and occupation; reforming public
institutions and systems of governance;
diversifying economic growth sources to
generate widespread and decent employment
without further harming the fragile
environment; meeting social justice and human
development demands in line with the
ambitious Sustainable Development Goals
(SDGs) on health and education; and ending
the destruction of Arab cultural heritage and
elevating the Arabic language to its

rightful place.

External and internal conflicts pose the gravest
threat to the region. Today, Iraq, Libya,
Palestine, Somalia, the Sudan, the Syrian Arab



Republic and Yemen are all directly affected by
conflict. Egypt, Jordan, Lebanon and Tunisia
can suffer significantly from conflicts in
neighbouring countries. A Saudi-led Arab
coalition is conducting military operations in
Yemen. The Comoros, Djibouti and Mauritania
are struggling to maintain power-sharing
formulas, avert military coups, deal with border
frictions and survive extreme poverty.

The continued settlement by Israel of
Palestinian territory, in violation of international
law, has rendered a two-State solution almost
impossible. Regional instability has been
worsened by the war in the Syrian Arab
Republic, fighting in Iraq, sectarian stand-offs
and the growing abyss across the region
between religious and secular approaches to the
affairs of State. Vast areas of the Mashreq have
been seized by radical armed militias.

The longer the conflicts in Iragq, Somalia, the
Sudan, the Syrian Arab Republic and Yemen
continue, the greater will be the devastation.
Decades of development are being undone,
adding greater misery to human insecurity.

The disastrous impact of conflict on a society is
exemplified by the Syrian war, as discussed in a
recent publication produced by the Economic
and Social Commission for Western Asia
(ESCWA)."® The Government has lost control
over large parts of the country; various States
and external parties are backing contending
factions; the cost of reconstruction is soaring;
financial and human resources are scarce; the
number of internally displaced persons (IDPs)
and refugees has risen exponentially; public
institutions have been shattered; fighting is
preventing the delivery of humanitarian aid and

medical services, causing the spread of diseases
that could affect neighbouring countries; and
terrorism and organized crime are thriving.

In short: decades of development have

been lost.

The success of armed militias in grabbing
control of one third of Iraq, including the
Euphrates valley and the city of Mosul, and half
of the Syrian Arab Republic is the clearest
example of the failure of the modern Arab
State. Libya is struggling to maintain unity in
the face of tribal, linguistic and ethnic
divisions, which, in turn, threaten the security
of Egypt and Tunisia. Separatist conflicts in
Somalia and the Sudan are linked to racial and
ethnic divisions.

With less than 5 per cent of the world’s
population, the Arab region hosts more than
53 per cent of all refugees and 37 per cent of
displaced persons."

The transformational growth scenario
presented in this report rests on the pillar of
peace and security. Although this is, to some
extent, beyond the region’s control, it is
important to determine and act upon conflict-
resolution and peace-building options that the
region can influence. In this regard, a new
formula for regional integration may be the key
to a sustained “new deal”.

An end to armed conflict and ensuing political
stability would pave the way for a new, more
inclusive development agenda championed by
Arab developmental States. Governed by new,
more legitimate and therefore stronger
institutions, they would be well placed to
prioritize social justice and seek broad



consensus for difficult strategic trade-offs and
policy choices.

Resource scarcity is another major issue. The
region is not self-sufficient in food and water,
and the situation will only worsen if current
trends continue. Unless a pattern of economic
growth is quickly adopted that relies on
efficiently used, sufficient and accessible water
resources, water scarcity may become another
source of conflict. Primary energy consumption
per capita is increasing faster than in any other
region. As a result of this unsustainable
situation, Saudi Arabia, the world’s largest oil
producer, could become a net energy importer
by 2038 unless a shift in its domestic energy
policies takes place long before then.?

The Arab region also faces a major cultural
challenge. As noted in Arab Integration: A 21!
Century Development Imperative, “the Arabic
language has been affected by a dominant
Western culture that claims to hold the keys to
modernity and knowledge”."” In an effort to
reinforce allegiance to the nation-State, some
countries have embarked on cultural policies
directing attention away from pan-Arab
landmarks and exaggerating the importance of
local symbols.

Nevertheless, a reversal of this process of
weakening the pan-Arab culture is possible
through increased socioeconomic cooperation
and development. Political economy of
exclusion lends itself to cultural and social
polarization, but an inclusive developmental
region would be characterized by the absence of
conflict between national and regional identity,
or beliefs and affiliations (religious/secular,
Arab/Kurdish, left-wing/right-wing), since an

open political space would allow diversity in the
region to be seen as a strength.

In reality, however, the region is affected by
physical destruction of its heritage. In 2003,
during its occupation of Iraq, the coalition led by
the United States of America (further referred to
as United States or US) failed to protect Iraqi
cultural heritage, and the ongoing conflicts in
Irag and the Syrian Arab Republic have led to
large-scale destruction of heritage sites.

Israel continues to systemically destroy Arab
and Islamic sites and cultural heritage, including
historical monuments and mosques, in
occupied Palestinian territory. In 2015, the
United Nations Educational, Scientific and
Cultural Organization (UNESCO) condemned the
repression in East Jerusalem and the failure of
Israel to cease the persistent excavations and
works there, particularly in and around the Old
City, and called for the prompt reconstruction of
schools, universities, heritage sites, cultural
institutions, media centres and places of
worship destroyed or damaged by the Israelis

in Gaza.

B. The state of play
and why it cannot last

This report will examine the repercussions for
the Arab region if the current situation remains
unchanged - the business-as-usual scenario.

It also provides an alternative vision of hope for
the Arab world in 2030 - the vision scenario —
and charts a course for achieving it. The 15-year
time frame was influenced by the SDGs.
Moreover, any period beyond that would have
weakened the report’s empirical projections.



In order to project the impact of stability versus
conflict on development indicators, the report
divides Arab countries into three groups. The
first faces significant development problems as
a result of widespread poverty, human
deprivation and/or conflict and occupation. It
includes the Comoros, Djibouti, Iraq, Libya,
Mauritania, State of Palestine, Somalia, the
Sudan, the Syrian Arab Republic and Yemen.™

Egypt, Jordan, Lebanon and Tunisia fall into a
second group of low- and medium-resilience
countries. They have limited fiscal space and are
exposed to potential spillover from conflicts in
neighbouring countries.

The third group of relatively high-resilience
countries (GCC countries, Algeria and Morocco)
is characterized by medium to high degrees of
development, reduced exposure to spillover of
conflict from other countries in the region
and/or abundant fiscal space.

Other classifications are used in the course of
the report, based, for example, on income
levels, labour availability, economic
diversification and geography, in order to
illustrate particular points. When tackling issues
related to employment, economic growth and
structural transformation, the report highlights
differences between countries based on their
initial level of economic diversification and
whether they are oil rich. It covers a broad
spectrum of development goals, combining
social, economic, governance and
environmental aspects.

The report maintains that targets should be set
at the country level and progress to the regional
level. Where appropriate for projections, each

country was compared to either “nearest
neighbour” countries, or selected benchmark
countries. The “nearest neighbour” countries
are those that were at a similar levels of
development in the past. Calculating the
progress of the latter yields a realistic target
value for the comparator country. National
values can then be aggregated into a common
2030 regional target.” Using nationally tailored
targets is more likely to increase domestic
ownership and the legitimacy of any regional
framework, and thus improve accountability.

Other 2030 forecasts made by international
institutions have also been reviewed.'®

1. A post-colonial view

The report’s geopolitical narrative reflects the
post-colonial school of thinking. In addition to
Palestine, which still suffers from a case of
classic colonial occupation, the rest of the
region is still experiencing the repercussions of
its colonial history.

It posits that colonialism foisted a manufactured
identity on colonized populations, and that most
local authorities were complicit in
accomplishing colonial plans. Decolonizing thus
involves throwing off such imposed cultural
identities and political systems designed to
subjugate the colonized peoples."”

It can be argued that modern Arab States were
designed to provide raw materials, cheap labour
and, most importantly, security to the colonial
powers. A large security apparatus was built up
in Arab countries, with some having more than
20 separate security organizations. At the same
time, massive bureaucracies created job



dependency on the State. Such States
structured by colonial powers are not
sustainable, and this report stresses the need
for political restructuring and highlights the
importance of regional culture. The following
chapters are predicated on those ideas.

2. The failure of liberalization

This report adopts a heterodox stance on
macroeconomic policies, reflected in its
emphasis on social and economic justice. It also
stresses that any assessment of causal relation
between economic policy instruments and
outcomes, such as growth or poverty reduction,
is meaningless outside a country’s historical
and institutional context, especially its dynamics
of distribution and structural change. This
broader conceptualization of the growth
process contradicts the narrow focus of
mainstream economic growth theories

on factors of production.

An understanding that economic structures and
policy choices produce fundamentally different
human and economic welfare outcomes informs
the report’s recommendations, explaining, for
example, the emphasis on structural
transformation as a basis for regional economic
policy, rather than per capita gross domestic
product (GDP) growth. Furthermore, this
understanding underpins the observation that
the dynamic effects of economic openness do
not always necessarily materialize in all
developing countries and that cooperation of
the State with the market assisted countries to
advance to higher levels of development in the
past.’® Without macroeconomic policies that
create (or restore) the fiscal space to fund
structural transformation of the economy, many

developing countries will simply not attain
targets such as the SDGs.

Since the 1990s, Arab countries have
significantly liberalized their economies to trade,
investment and capital flows. In the realm of
trade policy, tariffs have been significantly
reduced and most non-tariff barriers eliminated.
However, those reforms have not reflected
positively on trade performance. The region’s
overall share in world trade remains
insignificant and trade remains dominated by
highly concentrated, low-value added exports in
exchange for diversified imports. The dynamic
effects from trade liberalization have therefore
not materialized.™

3. Autocracy: a road to nowhere

The authoritarian model will be difficult to

sustain in the Arab region until 2030. More than
two thirds of Arabs prefer democracy, according
to the most recent World Values Survey results.

The argument that socially tolerated
authoritarian regimes achieved sustainable
socioeconomic transitions in other regions in
the past does not apply to the Arab region.
Sustained economic growth in East Asia
countries, for example, took place in the unique
circumstances that followed the end of the
Second World War. They were also more
concerned with structural transformation and
growth sustainability than short-term growth
mainly directed to the elite, as is the case in
much of the Arab region. Moreover, when
countries such as the Republic of Korea
launched their industrialization programmes,
they already had sufficient human resources
and a strong institutional foundation to



implement ambitious structural
transformations. This is not the case in most
Arab countries today.

Authoritarian regimes can survive by
disbursing significant rent. This may work for
some, but not indefinitely. In more populated,
low-rent countries, mediocre economic
performance is bound to lead to growing
domestic pressure as authoritarian regimes fail
to deliver on promises of growth in exchange
for limiting voice and accountability. As
opposition calls for reform become louder,
such regimes resort to more coercion to
silence dissent, thereby fuelling greater
polarization, conflict and ultimately the
collapse of the authoritarian model.

This need not be the “business-as-usual”
scenario. In a region where people have made
clear demands for decent economic
opportunities, dignity, freedom and social
justice, a vision of their future cannot be based
on trade-offs between these fundamental
human rights.

C. Two basic issues

Two issues will frame the debate on the future
of development in the Arab region.

1. Democracy and development

Evidence suggests that economic growth and
social development can be sustained by a
variety of political systems, including
autocracies, although in high-income countries
a liberal democratic model tends to be

the norm.

This report argues that development depends
on institutional and governance reform, and
diverges from other analyses by focusing on
indicators related to the rule of law and the
legitimacy of institutions.

A major point in common between the report’s
proposals and the 2030 Agenda for Sustainable
Development is the promotion of inclusive
development as a policy package, in which
achievements in one area can galvanize
progress in others. While such synergies are
beyond dispute, the exact degree of overlap is
debated. Inclusive, accountable and effective
governance and institutional capacity to oversee
and make connections can significantly reduce
the cost of achieving development goals, and
improve capacities that feed back into more
growth and prosperity.?

Effective, responsive and accountable
institutions and more just and efficient State
performance are not only ends in themselves,
but are also needed to produce a range of
positive spillovers on growth, justice, inequality
and resource sustainability. Liberal democracies
(countries with a high degree of freedom of
speech and regular, honest elections) and
autocratic systems can both spur economic
growth, but democracies generally outperform
autocracies. The common denominator is the
presence of efficient, strong and stable
institutions.

Sustained economic growth is not only an end
in itself, but would foster better quality of life,
improved health and education, and a cleaner
environment for millions of Arabs. Strong
institutions can improve the sustainability

of natural resource consumption, encourage



transformational economic growth and
strengthen social justice.

2. Avirtuous cycle

This report’s development vision assumes
peace and stability, based on stronger and
better institutions, which lead to more
inclusive and sustainable growth patterns
(with structural transformation, employment
generation and resource sustainability) and, in
turn, increase opportunities for investing in
human development. Human development
leads to further improvements in governance,
which reinforces another cycle of better
growth and human development, and so

on. This virtuous cycle naturally

strengthens pre-existing peace

and security.

Figure 1.1 Links between economic growth,
employment and income

Higher expenditure
on health, education
and skills

W development

Productive
capacity

Higherincome
ofthe poor

Employment with
rising productivity

Source: Adapted from Islam, 2004.

There is evidence that economic growth, which
increases productivity and generates decent
work, can lead to rapid reductions in poverty
(figure 1.1).2" Real wage increases from higher
productivity enhance workers’ skills and boost
their spending power, which, in turn, further
increase productive capacity and contribute to
economic growth.

The Arab region needs to focus on
employment, as the lack of decent work

is the main economic development problem
in the region. A key issue is social policy

on mass quality education. All assessments
of the underlying success factors of

the Asian economic transitions have
highlighted the importance of human
capital.

A fundamental feature of the five instrumental
freedoms of the human development approach
is that they are policy-related and that progress
in one strengthens the others.? In this report’s
vision, regional integration, which is both a
cause and an effect of economic and human
development, plays an important part in
speeding up the cycle. The economic
incentives for regional integration are
significant but its implementation

is complex.

The development cycle is itself reversible.

A vicious de-development cycle can ensue
when poor governance and weak institutions,
which slow down growth, strain natural
resources and foster social and economic
injustice, reinforce divisions that nourish
conflict and hinder social and human
development.
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D. A new inclusive development model

This report assesses development
achievements on the basis of “what it does to
the lives of human beings”, as Amartya Sen
put it.Z The enhancement of material living
conditions is an integral part of our definition
of development. At the heart of Vision 2030 is
the idea of developmental States with “the
vision, leadership and capacity to bring about a
positive transformation of society within a
condensed period of time"”.?

Arab countries have signed many agreements
under the auspices of the League of Arab States
and United Nations bodies, which could easily
form the basis of a region-wide charter of rights
and obligations, upon which individual
countries could model themselves as
developmental States.

A developmental State presupposes a
governance system based on mutual
accountability through social dialogue. By
adopting an inclusive development model, it
also enshrines within its system respect for
the values of equality, equity, rights,
participation,® and social and economic
justice.? A developmental State cannot be
characterized as socialist or free market; it joins
private ownership with State guidance, and its
Government acts as a “surrogate for a missing
capital market”,? and induces transformative
investment decisions. It subscribes to the
centrality of planning, but not necessarily to
central planning.

An Arab developmental State must be
characterized by a combination of “capacities,
visions, norms and/or ideologies”? that lead to

structural transformation and industrialization.
By cooperating with the private sector to
identify projects in which the profit motive
dovetails with national developmental goals,

it would become a “seamless web of political,
bureaucratic and moneyed influences that
structures economic life”,?® driven by
committed leadership® pursuing development
goals rather than personal enrichment or short-
term political gain.

This report attempts to show how the region
can recalibrate its trajectory. It envisages a day
when all citizens can freely voice their opinions
and practise their religious beliefs without fear;
when the rule of law applies equally to the rich
and poor; when quality services are accessible
to all citizens; when all households have the
security of gainful employment, health
insurance and old-age pensions; and when the
basic necessities for a decent life are affordable
for all.

Under the vision scenario, the impact of
colonialism will fade and autocracy will give
way to democracies in which leaders are held
accountable and justice and human rights are
upheld. The region will be shaped by the
aspirations of Arab citizens and their
contributions to national policies.
Transformative policies and deeper forms of
economic integration will contribute to a new
regional social contract. Supranational action
will help to establish Arab economic
citizenship®' and a system of common values
— a new Arab social contract.

Thus, by 2030, Arab countries are expected to
have achieved or be on course to achieving the
five strategic goals, or pillars, set forth below.



They each contain elements that affect one
another and can lead to a virtuous cycle.
Within the governance pillar, for instance, it
can be argued that strong institutions require,
first and foremost, equal access to justice

and the rule of law. Where the rule of law
prevails, the right to peaceful protest and
freedom of belief and expression are more
likely to be upheld. An environment where
justice and intellectual liberty prevail will lend
itself to greater accountability

and less corruption.

1. Peace and security

Achieving peace and security is a prerequisite
for realizing regional integration. Only then will
the region be able to transform itself through a
new Arab development model. All conflict and
occupation in the region must therefore end.
This report focuses on the Israeli occupation as
an example of external conflict and the Syrian
civil war as an example of internal conflict.
However, the conclusions broadly apply to the
many other conflicts plaguing the region.
Whether under a two-State solution or a single
democratic State within the pre-1948 borders,
peace in Palestine can only be achieved by the
full return of Palestinian refugees to their homes
and the restoration of their right to self-
detremination.

Under the vision scenario, the civil war in the
Syrian Arab Republic would end well before
2030. In the wake of a regionally brokered and
internationally sanctioned peace accord,
antagonism between religious and secular
forces would fade and regional players refrain
from arming factions.

Equally, other crises in the region would also
end. In Iraq, a degree of equilibrium could be
reached by ensuring that all groups are involved
in political processes, with prospects for sharing
power and wealth. A national unity Government
would include all of Iraq’s communities

and regions.

2. Governance

This report’s vision rests on the assumption that
Arab countries will achieve the following goals:

(a) By 2030, Arab countries will have a new
governance model firmly in place. They will
have abandoned the rent-based political
economy and implanted political, social and
administrative accountability mechanisms
based on the separation of powers, an
effective system of checks and balances,
freedom of information and transparent
policymaking;

(b) Successful democratic transitions will
ensure that citizens can freely participate in
setting policy, overseeing the
implementation of development plans and
holding leaders accountable for their
actions. Civil society and local governments
will become indispensable partners in the
developmental State. The independence,
integrity and efficiency of the judiciary will
be safeguarded, not only for the sake of a
just system, but also as a critical factor for
long-term productive investment;

(c) Increased public participation in decision-
making and transparent governance will act
as an antidote to corruption in the public and
private sectors. More effective anti-corruption
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legislation, reforms and policies should also
help.® The spillover effects of economic
growth and reduced unemployment will
lessen the incentive to engage in corruption;

(d) Institutions, particularly those responsible for
essential services such as social security,
health and education, will be reinforced. They
will ensure that all citizens, regardless of
race, religion or socioeconomic class, have
equal access to development opportunities;

(e) Countries affected by conflict and LDCs will
have significantly closed governance gaps
by 2030, and the Arab region as a whole will
approach the global average on institutional
quality indicators.

3. Structural transformation and resource
sustainability

By 2030, macroeconomic policies will be geared
towards supporting technically competitive
sectors that promote growth and generate jobs,
thereby countering the spread of informal work,
which plays a major role in social exclusion and
poverty. The focus on advanced sectors with
high productivity and value added in Arab
economies will benefit employees and nurture
growth of the middle class. As growth rises
above 6 per cent annually in the vision scenario,
unemployment will fall to around 5 per cent.
The gap in per capita GDP between the region
and high-income countries will shrink.

The period 2015-2025 will be a preparatory
phase, with little visible structural
transformation as the regulatory and technical
levers of economic growth are put into place.
However, progress will become noticeable
already in oil-producing countries, resulting in
a 4.5 per cent decrease in the share of the oil

and gas sectors and a 3.6 per cent increase in
the share of manufacturing. Between 2025 and
2030, progress in manufacturing and high
value-added services will accelerate
significantly in oil-producing and non-oil
producing countries.

Regional economic integration and
environmental sustainability will be
fundamental to welfare and the survival of
some Arab societies. By 2030, the region will
have established an integrated economic
policy model that will not be driven by the
extraction of oil and natural gas. It will be
based on sustainable production and
consumption, taking into account energy and
water issues.

To meet its energy requirements, the region will
significantly improve and internalize appropriate
technologies through local research and
development. Solar technology, embarrassingly
neglected in countries where it holds the
highest promise of return, will become the
leading sector for energy innovation and
technological advances. Harnessing the region’s
energy requirements from the sun will bring
additional benefits, even for water desalination
and agricultural irrigation.

The region will achieve universal and equitable
access to safe and affordable drinking water. It
will substantially increase water-use efficiency,
particularly in agriculture, through the use of
modern irrigation systems, and by ensuring
sustainable withdrawals and supply of
freshwater. Renewable energy will account for
20 per cent of total energy consumption, made
possible by phasing out all fuel subsidies by
2020 and improving energy efficiency.



4. Human development and social justice

By 2030, national and regional economic and
development policies will be contributing to
inclusive economic growth, poverty reduction,
and social justice and human rights.*

All Arab countries will adopt the International
Labour Organization (ILO) Social Protection
Floors Recommendation, 2012 (No. 202). As a
result, basic income security and social transfers
will reach older persons and persons with
disabilities, children, the unemployed and the
working poor; and access to essential health,
water and sanitation, education, food security,
and housing services will become universal.

The region will address food insecurity by
boosting food production, establishing an Arab
food security partnership network and creating
a strategic grain reserve in the form of a
regional food bank.3*

By 2030, the region will have eradicated
extreme poverty and achieved significant
reductions in income and wealth inequalities in
line with the following goals:

e Eradicate hunger and poverty below $1.90
per day in 2011 purchasing power parity
(PPP);%®

¢ Reduce poverty rates by at least half,
according to nationally defined poverty lines;

e Ensure regular monitoring and mandatory
reporting on wealth and income and open
access to data on household expenditure and
living conditions;

e Develop fiscal policies aimed at reducing
significant inequalities through more
progressive taxation.

By 2030, health service quality will have
improved greatly, resulting in far lower infant
mortality (12 per 10,000 live births) and
maternal mortality (50 per 100,000 births),
largely as a result of ensuring quality health
care, especially in reproductive health.
Preventable infectious diseases, such as malaria
and tuberculosis, will be eradicated; hepatitis C
prevalence will decline; and the spread of HIV
will halt with the commitment of Arab
Governments to eradicate such diseases.

The pupil-teacher ratio will decrease to 11 pupils
per teacher in 2030. This will significantly
increase the ranking of Arab students in
international education tests from low to above
average. The region will have eradicated

adult illiteracy.

Greater commitment at the national, local and
individual levels to promote gender equality and
women’s empowerment will stimulate
transformative changes, including freedom from
violence for women and girls; prevention of
early marriage; women’s equal access to
resources; and equal voice, leadership and
participation. By 2030, female labour-force
participation rates in the region will exceed

40 per cent, led by strong gains in LDCs and
conflict-affected countries.

Transformative socioeconomic changes will be
reflected in significant increases in Human
Development Index rankings, which, by 2030, will
rise to an average of approximately 0.76. Rates of
progress will be significantly higher in the
poorest countries and LDCs than in the richer and
more developed ones, where the limits of many
health, education and living conditions indicators
have already been approached.
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5. Regional integration

Given the security, social and economic
challenges facing the region, there is a strong
case for renewing efforts to promote regional
integration. Arab Integration: A 21° Century
Development Imperative has provided

us with a wealth of ideas on how

to do so.%¢

This report proposes an Arab Citizens Common
Economic Security Space (ACCESS) that would
include regional strategies and policies
designed to strengthen the above-mentioned
pillars and lead to the achievement of the
following goals:

(a) Ensure the freedom and dignity of all people
in the region by liberating it from occupation
and foreign interference, and establishing
good governance;

(b) Establish a strong and diversified Arab
production structure by replacing the weak,
inefficient and uncompetitive patterns of
Arab production with diversified industrial
structures and more flexible and
knowledge-based enterprises that add
more value;

(c) Revive Arab culture by drawing inspiration
from the greatest achievements of Arab and
other civilizations, enhance the Arabic
language, protect diversity and boost
knowledge acquisition.

ACCESS represents a new approach to regional
integration, in terms of objectives, scope,
modes, instruments and enforcement, based on
developmental regionalism. It would provide
single market conditions (in the areas of trade in
goods, services, investments, labour, industrial

development and technological innovation) and
operate in tandem with the Arab Customs
Union. For ACCESS to succeed, integration
efforts with non-Arab countries pursued over
the past two decades will need to be revised to
serve Arab regional integration rather than
undermine it.

By 2030, the economy of the Arab region will
be highly regulated, allowing development and
integration to be mutually reinforcing. As new
trade patterns emerge, the region will
consolidate economic and trade ties with its
neighbours, the African continent and other
advanced, developing and emerging
economies. It will have consolidated its
infrastructure and energy networks, with
emphasis on renewable energy; developed
new routes to enhance regional supply and
production chain efficiencies; and become
more accommodating to supranational
governance that fosters the achievement of
regional goals (box 1.1).

6. Vision 2030 and SDGs

Annex 1 sets out the SDGs, which are broadly
consistent with the goals and targets in this
report, although the latter are, in some cases,
more ambitious. Sustainable development
goals 1-5 and 10 are consistent with the
report’s targets on human and social
development. Goals 6-9 and 11-12 resonate
with the targets on structural transformation
and resource sustainability. Goal 16 especially
is in line with the report’s stance on good
governance, and goal 17 accords with its
position on advancing developmental
regionalism through deeper regional
integration.



The SDGs provide a global framework for stability, governance and economic, social,
setting national development targets. However, environmental and regional integration in a

this report’s vision goes beyond merely systematic way, relying on a firm theoretical
quantifying targets by laying out a framework foundation and analysis of what has and has not
for the Arab region that combines political worked for the region in the past.

Box 1.1 Ten regional integration goals expected to be achieved by 2030 on the basis
of ACCESS

1. ACCESS will function as an Arab single market from an intraregional perspective and as an economic
space for extraregional purposes.

2. Free movement of goods, services, capital and labour will be integral to the single market, thereby
contributing to transnational socioeconomic justice.

3. All extraregional arrangements will be adapted to the common trade policy under the Arab Customs Union
(ACU), putting an end to outlier effects.

4. Aregional industrial space, creating a level playing field across the region in terms of standards,
conformity assessment, subsidies, health and consumer protection to foster intra-industry trade and
structural change innovation.

5. Free circulation of goods and cumulation of origin within the ACCESS area, thus facilitating trade,
reducing costs and promoting clusters of small and medium enterprises; exports will bear a single mark
of origin.

6. Liberalization of services in areas such as construction, infrastructure, banking, education, water,
sanitation and health.

7.  Abasis for pursuing uniform policies to improve economic security and solve food, energy and water
bottlenecks. Key elements include the construction of electrical grids, expanded transport infrastructure,
improved digital networks and an integrated Euro-Arab power system, with Arab countries supplying
Europe and meeting their own energy needs from solar and wind resources, thereby also contributing to
the reduction of emissions.

8.  Streamlined, region-wide operations of Islamic and Arab development and investment institutions to
finance regional projects and provide trade financing, concessions and guarantees to the poorest Arab
countries.

9. Macroeconomic policy convergence (fiscal, monetary and exchange rates), paving the way for a common
currency.

10. Reform and enhancement of pan-Arab governing structures.
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E. Conclusion

The daunting challenges weighing on the Arab
region have fuelled a deep sense of pessimism
about its future prospects. However, not to map
out a path to a brighter future would mean
failing to honour the aspirations of those who
took to the streets, gave their lives and continue
to yearn for dignity, freedom, equality, and
social justice.

Certain constraints, first and foremost conflict,
could derail the process of economic and
human development and spark a descent into a
vicious cycle of de-development. Sustainable
development will only become possible when
the wars plaguing the region end.

The machinery of development, namely
institutions, economic activities, natural
resources and human capital, can be used
wisely to foster a virtuous development cycle.
In the Arab region, however, those

mechanisms have broken down. Poor
governance is at the root of most internal
conflicts and requires reform to produce
stronger institutions that can foster economic
growth, resource sustainability, social justice
and human development.

Regional integration can play a central role in
expanding markets, boosting employment and
improving political and food security across
the region.

The primary mandate of the developmental
State is to maximize synergies in order to
launch a virtuous development cycle on the
basis of the five strategic pillars of peace and
security, good governance, structural
transformation and resource sustainability,
human development and social justice, and
regional integration.

The report illustrates how Vision 2030 can work,
with chapters on each of the five pillars.



2. Peace and Security

A. Introduction

The future of development in the Arab region
cannot be studied in isolation from broader
strategic, military and geopolitical
considerations. The region is undergoing radical
changes akin to those that followed the First
World War, with potentially redrawn borders
and the rise of new forms of political
organization.

Shifts in the global balance of power, the
transfer of wealth from West to East, and
demographic changes in Arab and neighbouring
countries present the Arab region with new
challenges and opportunities. Those global
trends are not controlled by forces in the Arab
region but have an undeniable impact on it.
Arab State and non-State actors play a direct
role in conflicts between Arab countries and
external forces, inter-Arab conflicts, and
transformations towards democracy. How Arab
States approach those issues will largely shape
their future development.

This chapter takes a broad look at the dynamics
of conflicts involving actors external to Arab
countries, civil wars and communal tensions,
and transition scenarios. It does so by
concentrating on key cases of each category: the
Israeli occupation of Palestinian territory, which
is the most enduring and incendiary issue in the
Arab region; the civil war in the Syrian Arab
Republic; and uprisings that did not lead to civil

war. In the latter case, the focus is on Tunisia,
where transition has thus far been the most
successful, and on Egypt, where the outcome is
crystallizing and could have a major impact on
the rest of the region.

We look at future scenarios, whether business
as usual, which could mean status quo or even
a worsening of the current situation, or possible
ways forward if Arab Governments grasp
historic opportunities thrown up by political,
economic and demographic transformations
around the world.

B. External dynamics

Since the Second World War, the Arab region
has witnessed at least one major war every
decade, with at least one external actor.’” They
represent the most direct form of external
intervention. Other forms include proxy wars
and conflicting strategic alliances. Therefore,
relations between different external actors
must be considered in any analysis of the
region’s future.

In the early 1990s, a new unipolar world order,
marked by a dominant United States, emerged
after the collapse of the Soviet bloc. This
brought about the two US-led wars on Iraq, in
1991 and 2003. The Madrid Conference of 1991,
aimed at reviving a peace process that would
lead to pan-Arab recognition of Israel in return
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for the lands occupied in 1967, was held in that
context. The United States consolidated its
influence in the area by expanding its network
of military bases in the region, especially in the
Persian Gulf.

As a new multipolar world order takes shape,
the Arab region is undergoing major
transformations, the results of which will be
dictated by the international balance of power
and regional dynamics.

Even if the United States remains the most
influential external player in the region, the two
wars on Iraq, other military interventions since

the end of the Cold War and the failure to
achieve justice in the Arab-Israeli conflict have
weakened its ability to shape the political
agenda in the area.®

Furthermore, by invading Iraq and by
continuing to shield Israel from accounting for
its actions and meeting its obligations under
international and humanitarian law,* the United
States continues to be viewed unfavourably by
the majority of Arabs (table 2.1). The occupation
of Iraq by the United States also fuelled the rise
of other external actors, such as Iran and
Turkey, and contributed to a renewed role in the
region for the Russian Federation.

Table 2.1 Perception by Arab citizens of selected countries (percentage)

Saudi
Arabia

China

United Arab
Emirates

(Emirati
nationals
only)

Source: Zogby Research Services, 2014.

Note: Percentages may not add up to 100 per cent because of rounding and/or because responses of «not sure» are not included.



Economic factors are also contributing to the
shift in the world balance of power. The largest
transfer in history of real capital from West to
East is likely to continue over the next 15 years.
The economies of such countries as China and
India are growing faster than those of the
European Union (EU) and the United States.*
China will continue to close the gap with the
United States in terms of economic size*' and
military expenditure.*? The growth of the two
Asian giants will drive rising demand for
energy, especially oil and gas. This should
benefit the Arab region in the long term and
will be of strategic importance for its
development.®®

Demographic changes in neighbouring
countries offer additional opportunities. The
young populations of neighbouring countries
such as Iran and Turkey are maturing,* leading
to a rise in productivity and the potential value
of commercial cooperation between them and
Arab countries.* Properly managed, economic
ties between Iran and Iraq, for example, could
strengthen the latter as the economy of the
former grows. The same could apply to Turkey
and the Syrian Arab Republic.*®

The Arab region could equally benefit from
demographic changes in China and the Russian
Federation. The population of the Russian
Federation is expected to decrease from 144
million to 113 million by 2050.* Its Muslim
minority, however, is expected to grow, as it is
one of the few population groups in that country
with a fertility rate of more than 2.1 children per
woman, the rate required to maintain
population size. It is estimated that Muslims will
make up nearly one quarter of the population by
2050. That could influence Russian policy in two

ways: Moscow will oppose violent Islamist
movements in order to discourage separatist
tendencies among its Muslim populations,
especially in regions like Chechnya and
Dagestan; but it will probably adopt an impartial
or critical position with regard to Israeli
violations of the rights of Arabs, in order not to
alienate its Muslim population and to reduce the
threat of non-State actors within and beyond

its borders.*

An exporter of oil and gas, the Russian
Federation strives to guarantee maritime trade
routes. The majority of those routes in the west,
including the Baltic and North Seas, and the
Bosphorus, are controlled by member States of
the North Atlantic Treaty Organization (NATO).
Russian gas pipelines from the Caucasus to the
Black Sea and Ukraine are vulnerable to
possible unrest in Chechnya and Dagestan, and
competition from pipelines passing through
Azerbaijan, Georgia and Turkey. The military
presence and influence of the United States in
Afghanistan, Pakistan and Central Asia
complicates Russian access to the Indian Ocean.
Those factors have prompted Moscow to seek
closer ties with Iran, Iraq, Lebanon and the
Syrian Arab Republic, in order to facilitate its
access to the Indian Ocean, the Persian Gulf and
the Mediterranean Sea.

Rising energy consumption in China will result
in greater demand for oil from Arab countries,
Iran and Central Asia. China will also have
national security concerns regarding any
separatist tendencies among the considerable
Muslim minority it its western provinces. The
position of China is therefore likely to resemble
that of the Russian Federation with regard to the
spread of Islamic radicalism and the Israeli
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occupation of Arab land. The convergence of
interests between China, Iran and the Russian
Federation will help to counterbalance the
influence of the United States in the Arab
region, offering alternatives to Arab countries
that hitherto have been closely bound to the
United States in strategic, military and
economic terms.

C. Internal dynamics

Arab countries can significantly influence the
outcome of external conflicts, such as the Arab-
Israeli conflict, internal wars, such as the Syrian
civil war, and the process of political
transformation that began largely with the
uprisings of 2011.

1. The Arab-Israeli conflict

The Israeli occupation of Palestinian territory
and the discriminatory regime established by
Israel remain a burning issue. Since its creation,
Israel has been directly involved in 7 out of 11 of
the major external wars waged in the Arab
region, not counting the campaigns in Gaza in
2008, 2012 and 2014. Those wars, continued
occupation, the military imbalance of power, the
possession by Israel of weapons of mass
destruction and their delivery systems,* and
precedents for Israeli raids on Arab countries
such as Iraq, Lebanon, the Sudan, the Syrian
Arab Republic, and Tunisia, all contribute to a
widely held belief that Israel represents an
existential threat to the whole region.

The inability to liberate Arab occupied
territories, arms proliferation and the
dissemination of ideologies through new and

traditional media mean that frustration among
the Arab peoples has worrying implications for
all Governments in the region. According to a
2014 opinion poll in Arab countries, 77 per cent
of respondants view the Palestine issue as

“a cause for all Arabs and not the Palestinian
people alone”. Most Arabs oppose peace
treaties signed by Arab States and Israel
(including the Wadi Araba Treaty between Israel
and Jordan; the Egyptian-Israeli Camp David
Accords; and the Oslo Accords signed by the
Palestine Liberation Organization), and 87

per cent oppose recognition of Israel by their
Governments.®°

In recent years, Israeli officials have repeatedly
made recognition of Israel as the “Jewish
State” a precondition for moving forward on
peace negotiations with Palestinians. The
concept of the “Jewish State”, as set forth in
the 1947 United Nations Partition Plan for
Palestine,®" respected the principle of non-
discrimination. It was not intended to provide
more privileges for Jewish citizens over others,
nor did it state that the demographic majority
of one ethnic/religious group needed to be
maintained. It stipulated that the constitutions
of the Arab and Jewish States should include
provisions “guaranteeing to all persons equal
and non-discriminatory rights in civil, political,
economic and religious matters and the
enjoyment of human rights and fundamental
freedoms, including freedom of religion,
language, speech and publication, education,
assembly and association (part |, section B,
para. 10 (d))”. It also stated that “no
discrimination of any kind shall be made
between the inhabitants on the ground of race,
religion, language or sex (part |, section C,
chapter 2, para. 2)".



The Israeli concept of the “Jewish State”,
however, focuses on retaining a clear Jewish
majority. In 2003, the then Israeli Minister of
Finance, Benjamin Netanyahu, said that if
Israel’s Arabs became well integrated and
reached 35-40 per cent of the population, there
would no longer be a Jewish State.5? In May
2014, he proposed amending the Basic Law to
define Israel as “the nation-State of one people
only — the Jewish people — and of no other
people” .53

Since 1948, Israel has de facto established a
regime that discriminates primarily according to
religion with the aim of retaining a clear ethno-
religious demographic composition, in which
one group dominates all others. This entails
violations of international law, namely
regarding equality and non-discrimination.5

Israel governs everyone who resides between
the River Jordan and the Mediterranean Sea,
but it does not apply its laws uniformly. The
population is divided into four broad
categories:*® Jewish Israeli citizens; Palestinians
with Israeli citizenship; residents of East
Jerusalem; and residents of the West Bank and
the Gaza Strip. Another category, which
overlaps with the latter and makes up the
majority of the Palestinian people, is made up of
refugees. They may number 8 million or more,%®
but 5.4 million are registered with the United
Nations Relief and Works Agency for Palestine
Refugees in the Near East (UNRWA).%’

In practice, a five-tier system operates at the
institutional, legislative and policy levels,
affording different rights and legal protection for
different population categories.® Jewish Israelis
enjoy full citizenship and civil rights, and their
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co-religionists around the world have the right
of return or aliyah. Palestinian refugees are
denied that right on account of them not being
Jewish. Muslim, Christian, Baha'i and Druze
Arabs, among others, are divided into several
groups. Those living behind the Green Line and
who have never sought refuge elsewhere are
citizens of Israel, albeit with fewer rights than
their Jewish counterparts.®®

Palestinian non-Jewish citizens of Israel face
institutional and societal discrimination. In 2012,
the United Nations Committee on the
Elimination of Racial Discrimination expressed
concern that “Israeli society maintains Jewish
and non-Jewish sectors, which raises issues
under article 3 of the [International] Convention
[on the Elimination of All Forms of Racial
Discrimination]”, on racial segregation and
apartheid.® Institutional discrimination against
non-Jewish Israeli citizens is embodied in more
than 50 laws.®'

Palestinians in the West Bank and Gaza Strip
live under Israeli military rule, enjoy only the
rights arbitrarily granted by Israel’s occupying
forces and must obey laws and military decrees
on which they have no say. These laws, decrees
and other measures affect all aspects of
Palestinian life, from freedom of movement to
building homes or running businesses, as well
as severe restrictions on the use of their natural
resources.®

Palestinians with residence in East Jerusalem
have more rights than those in the West Bank
and Gaza but, unlike Arab citizens of Israel, they
may not vote and their residence status is
uncertain. Israel openly pursues what it labels a
“demographic balance” policy in East
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Jerusalem, under which laws effectively lead to
the forced displacement of Palestinians.®®

The Committee has also censured Israel for its
policies in the territories occupied since 1967
under article 3, on racial segregation and
apartheid, of the Convention.? Two United
Nations special rapporteurs on the human rights
situation in the occupied Palestinian territory
have examined the question of apartheid. Mr.
John Dugard recommended in 2007 that the
question of whether “elements of the [Israeli]
occupation constitute forms of colonialism and
apartheid” be referred to the International Court
of Justice for an advisory opinion.%® Mr. Richard
Falk later noted that the recommendation had
not been acted upon and concluded in 2014 that
Israeli policies and practices “constitute racial
segregation and apartheid”.%

Palestinians in the West Bank may elect a
legislative council and executive body, jointly
known as the Palestinian Authority, but its remit
does not cover water, electricity, freedom of
movement, or self-defence.®’

Distinctions are also made between Palestinians
in the West Bank and Gaza. Since 2007, those in
Gaza have been collectively punished through a
near-total blockade; they have been denied their
rights to food, medicine, electricity, water and
free movement, in addition to suffering from
recurrent military offensives. Palestinians in the
West Bank suffer from the excessive use of
force by Israeli soldiers, settler attacks,
settlement expansion, movement restrictions,
land seizures and detention by the Israeli
occupying forces, all of which the Palestinian
authorities and police are powerless

to oppose.®

(a) Business as usual: continued occupation

The Arab-Israeli conflict will continue as long as
the Israeli occupation does, or even if a partially
sovereign, economically dependent and
militarily vulnerable Palestinian State is
established, alongside an Israel that continues
to refuse the right of Palestinians to return to
their towns and villages, while encouraging
Jewish people from all over the world to
migrate to Israel. For a two-State solution to
bring peace, the Palestinian State must be
independent, which would entail granting
Palestinians the rights set out in the Charter of
the United Nations, including the right to
individual or collective self-defence. The

rights of return of all Palestinian refugees
should be implemented and all laws that
discriminate against non-Jewish citizens

should be abolished.®®

Israel does not accept the right of return and is
unwilling to amend laws that discriminate
against non-Jewish citizens. It justifies that
stance by the policy of maintaining the Jewish
demographic majority, thereby effectively
annulling the possibility of just and

durable peace.”

Current policies and practices indicate that Israel
has no intention of allowing the creation of a
viable and contiguous Palestinian State on lands
occupied since 1967. Those policies and
practices can be categorized as: (i) “land grab”,
including settlement activity, land confiscation
and the building of the separation wall;

(ii) population displacement, manifested in
restrictions on construction and development
activities, deportations, demolition of structures
and homes, and transfer of communities; and



(iii) systematic oppression, which includes
collective punishment, arbitrary detention, and
excessive use of force aimed mainly at
suppressing any form of resistance.”

The presence and expansion of Israeli
settlements in the West Bank is not only illegal,
but also reflects the strategy of consecutive
Israeli Governments with respect to the future of
the occupied territories. Between 1993 and 2000,
a period marked by negotiations, interim
agreements and other diplomatic initiatives,
settlement activity continued unabated. During
that time, which preceded the eruption of the
second Intifada in September 2000, the
settlement housing stock grew by 52.49 per cent
and construction of 17,190 housing units in the
settlements was approved and begun.”
Moreover, between 1996 and 1999, Israeli
settlers established more than 42 “outposts”,”
of which fewer than 10 were subsequently
dismantled.” By 2000, there were 145 official
settlements and around 200 “outposts” in
occupied Palestinian territory. By 2012, the
Israeli settler population on Palestinian land had
more than doubled since the signing of the 1993
Declaration of Principles on Interim Self-
Government Arrangements, better known as the
Oslo | Accord.

As a result, approximately 40 per cent of the
West Bank falls under the jurisdiction of Israeli
local or regional settlement councils. The Israeli
authorities have consistently refused to allocate
such land for Palestinian use. In addition, more
than 35 per cent of the land in the Israeli-defined
municipal area of East Jerusalem has been
confiscated since 1967 for settlement use, and
only 13 per cent of the East Jerusalem area is
available for Palestinian construction.”®
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In July 2014, Israeli Prime Minister Netanyahu
said that “there cannot be a situation, under any
agreement, in which we relinquish security
control of the territory west of the River
Jordan”.”® He reiterated his position during the
2015 elections.””

The implications are that any Palestinian State
that may emerge would have partial
sovereignty, at best in non-contiguous parts of
the West Bank. The right of return would not be
fulfilled, and non-Jewish citizens of Israel would
continue to face discrimination based on their
religion. A partially sovereign Palestinian State
would be economically dependent on Israel and
on the generosity of donor countries. A certain
class of Palestinians, whose interests are bound
up with those of Israel, would depend on
marketing Israeli goods in Palestine and Arab
countries or act as intermediaries, providing
Israel with cheap Palestinian labour.”® Many
poorer Palestinians would have to seek
employment in Israel. A Palestinian
administration with limited powers would be
unable to build a diversified and viable
economy providing decent employment
opportunities and ensuring the well-being of all.

Such a Palestinian State would also be militarily
vulnerable to Israel and unable to guarantee the
security of its own citizens. This has been the
prevailing logic of the peace process, under
which guaranteeing the security of Israel is seen
as a precondition for establishing any kind of
Palestinian State.

The circumstances under which the present
Palestinian Government is forced to operate,
largely deprived of real power by Israel, provide
a foretaste of what such a Palestinian State
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might look like. Despite its lack of control over
economic matters and inability to protect its
citizens from incursions by Israel, the
Palestinian Authority was asked to establish a
large police force to help to protect Israelis from
Palestinian individuals or organizations, but
cannot defend Palestinians against the Israeli
army or Israeli settlers.” The Palestinian
security forces number 110,000. It is estimated
that there is one member of the Palestinian
security forces for every 25 Palestinian civilians
in the West Bank,®® akin to the teacher-pupil
ratio in an elementary school.

Such a State, unable to defend its citizens
against invasion and yet with ample force to
establish domestic authoritarian rule, would be
unable to fulfil the aspirations of the Palestinian
people. That would inevitably lead to social
tension and increase the chances of dissent

or rebellion.

The situation would be exacerbated by the fact
that one third of West Bank and two thirds of
Gaza residents are refugees uprooted from
their cities and villages when the State of
Israel was created, and represent the poorest
segments of the population. The elimination of
the right to return, added to their economic
hardships, would only inflate the number of
opponents to that kind of a two-State solution.
In any democracy established under such
conditions, it is likely that parties opposed to
such a solution would be elected, creating a
threat to the political arrangements
underpinning the new State’s existence.

In a 2010 opinion poll, 84 per cent of
Palestinians said they would not support a
peace agreement that includes “a Palestinian
State ... [that] had to make compromises on

key issues (such as the right of return,
Jerusalem, borders and settlements)”.®'

It is thus unlikely that such a Palestinian State
would be democratic. The absence of
democratic institutions would have political
and economic consequences: repression and
corruption. Palestinians would find themselves
deprived of political dignity and economic
well-being. The Palestinian struggle, and
consequently instability, would continue on
two fronts: against Israel, on the one hand,
and against a Palestinian government
dependent on, and collaborating with, Israel,
on the other.

(b) Vision scenario

Two solutions have been mooted to end the
current impasse in Palestine: a two-State
solution in which both States enjoy full rights
and independence, or a single State in which all
citizens are treated equally and without
discrimination.

Under a genuine two-State solution, Palestine
must be truly independent and fully sovereign.
The rights and equality of all citizens in both
States must be guaranteed. Creation of a
Palestinian State would need to be
accompanied by political reform in Israel to
eliminate discrimination between Jewish and
non-Jewish citizens, especially with regard to
the right of return. Palestinian refugees should
be allowed to return to the land from which they
were forced to leave in 1948 and thereafter, and
be granted full citizenship rights regardless of
their religion. As highlighted above, this
scenario is unlikely to come to pass without
unprecedented international and regional
pressure on Israel.



An alternative might be the “simple democratic
solution”® of a single State within the pre-May
1948 borders, with equality and freedom from
discrimination for all citizens. This would be
more in line with the United Nations principles
of equality, democracy and non-discrimination,
while the two-State option on the table
essentially treats people between the
Mediterranean Sea and the Jordan River
according to their religious affliations. In
practical terms, it would be less complex in
many respects, including management of
natural resources and security. The interests of
the whole population would for once be
aligned, regardless of religious or ethnic
identity, as in any society that enjoys ethno-
religious diversity, and would have to be
managed accordingly.

This option also requires international pressure,
and the Arab countries can play an important
role in mobilizing it. The increasing likelihood
that Israel will officially be labelled an apartheid
regime, not only in the territories occupied since
1967, but also within Israel, could provide
momentum. Eventually, the discriminatory
notion of the “Jewish State”, as a State for
Jewish people alone, will have to change.

Discarding that notion will eliminate such
concepts as demographic balance, demographic
threats and the conflict over land and resources.
The question of the return of Palestinian
refugees could be more easily resolved, given
that the basis of Israel’s refusal to contemplate
the return of refugees is essentially the
demographic balance.

The new State would be accepted in the region
as one of diversity that can forge normal
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political and economic ties, especially under
“clean slate” conditions as provided for by the
Vienna Convention on Succession of States in
respect of treaties.

A one-State approach may prove inevitable.
The Arab population in Israel and the occupied
territories is growing at a faster rate than the
Jewish population. By 2025, their number will
exceed that of Jewish Israelis by nearly 1.75
million.2® The Palestinian population is younger
and has lower per capita income. It is keen to
change the prevailing political system in Israel
and has little to lose by trying to do so. Those
factors, coupled with Israel’s consistent ruling
out of a genuine two-State solution, and the fact
that settlement-building in occupied Palestinian
territory continues, could make a one-State
arrangement the only viable option.

2. Internal conflicts

According to the Office of the United Nations
High Commissioner for Refugees (UNHCR),
Afghanistan, Somalia and the Syrian Arab
Republic together accounted for 53 per cent of
the world’s refugee population in 2014;
Palestine and the Syrian Arab Republic alone
account for more than 9 million of the world’s
19 million refugees.®* By September 2015,
refugees from the Syrian Arab Republic
numbered 4,086,760 men, women and children,
while Palestinian refugees registered with
UNRWA numbered 5,149,742; almost five years
of civil war in the Syrian Arab Republic have
generated almost as many refugees as half a
century of the Arab-Israeli conflict. Arabs
represent less than 5 per cent of the world
population but account for more than half of the
world’s refugees.
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More than one third of Arab countries have
experienced at least one episode of conflict in
the past decade.® Political and, in some cases,
social order in the region is breaking down.?

(a) A new paradigm

Regular armies engaged in fighting in the region
today are either defeated by militias or spared
defeat with their help. Centralized, hierarchical
organizations based on coercion and
conscription, be they armies, police forces or
entire States, are giving way to non-hierarchical,
decentralized networks based on conviction, be
they peaceful demonstrations or armed
movements. These new networks use the
unprecedented technological advances in
communications and benefit from the wave of
rapidly increasing population to challenge the old
order. Narrative is replacing structure, networks
are replacing hierarchies, improvization from the
periphery is replacing central planning, volunteer
militias are defeating conscript armies,
demonstrators without orders are
outmanoeuvering and overwhelming police
forces. It is as though old forms of political
organization can no longer contain their peoples.

The nation-State system in the Arab world was
created with a set of structural contradictions.
On the one hand, States were created by the
colonial powers as guarantors of colonial
interests, and they were expected by their own
peoples to achieve independence and progress
on the other.

It is costly for an invading power to directly
manage a densely populated country. That
involves turning the conquering army into a
police force, the efficiency of which depends on

a considerable degree of social acceptance. The
colonial power thus relies on local elites to
provide security in return for the partial
delegation of authority to them. They run the
bureaucracy and security apparatuses, and
invent a nationalism to legitimize the existence
of both. The colonial powers entrust them with
running the colonized State because of their
relative legitimacy in the eyes of the people, but
the more they collaborate with their colonial
masters, the more that legitimacy is eroded.

Arab nation-States needed to cooperate with
unpopular colonial powers to gain international
recognition, and at the same time resist those
very powers to gain local legitimacy. To
complicate matters further, such States needed
the legitimacy of resisting colonialism for their
cooperation to be of any value. Their nominal
resistance was the precondition for cooperation,
and their dependence was the precondition for
their nominal independence.®’

After the defeat of the Ottoman Empire in the
First World War and the subsequent abolition of
the caliphate (in theory, a State for all Muslims),
a series of secular nationalist entities arose, one
of which was destined, and indeed designed, to
become a Jewish State (in theory, a State for all
Jews). That situation stirred religious forces that
would put the secular Arab nation-States under
considerable strain.

A century of reverses, starting with the French
and British mandates and culminating in the
US-led war in Iraq in 2003, as well as a string of
defeats in wars with Israel, has seriously eroded
confidence in the colonially created nation-State
as a viable form of government in the Arab
world. The current turbulence has seen States



challenged or even replaced by other non-State
entities, the role of which has come to include
conducting war and managing peace. Those
entities, whether religious or tribal, frequently
transcend borders and are more often than not
narrative-based networks. They reject not only
the Governments of their respective countries,
but even the idea of the country as a source of
identity and focus of loyalty.

Unlike opposition parties and national liberation
movements of the past, whose agenda involved
taking over the State, these movements
transcend the State rather than attempt to
control it. They conduct war, peace and
international relations and deliver their own
version of justice, as if the formal State did not
exist. For better or for worse, such conviction-
based networks are supplanting the hierarchical
centralized State and performing its functions,
thereby rendering it obsolete.

By mobilizing popular consensus, such
movements are able to neutralize the coercive
power of the State. Unarmed mass
demonstrations can effect real change, as in
Tunisia in 2011, and in Egypt between 2011 and
2013. However, when the autocracies are able to
exacerbate sectarian, tribal and other social
divisions that are sufficient to prevent such a
consensus, juxtaposing one narrative/identity
against another, armed conflict becomes a
threat, with one form of armed coercion
challenging another.

Colonial powers drew up the present borders of
countries in the region so as to perpetuate their
economic dependence and military
vulnerability. They governed through local elites
and drove a wedge between different
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components of Arab societies, favouring some
over others and leading to enduring feuds and
latent tensions.The regimes that succeeded the
colonial powers employed similar tactics to
compensate for their legitimacy deficit.
Diversity, usually a source of strength for
society, was manipulated to trigger conflict.
By keeping societies under the threat of social
breakdown or civil war, authoritarian regimes
could present themselves as the lesser of

two evils.

The failure of Arab States since 2011 to
respond positively to demands made in
peaceful demonstrations, allowing the
situation to deteriorate to the point where
independent, heavily armed entities were
established within them, underscores the
structural problems of the Arab nation-State
and the regional political order. Shortcomings
in terms of legitimacy, governance, justice and
independence are no longer just a hindrance to
development; they have become a threat to the
State’s existence.

(b) Civil conflicts and the collapse of the State

The US-led invasion of Iraq in 2003 was
preceded by 12 years of crippling sanctions, the
1991 Gulf War and Iraq’s eight-year war with
Iran. Defeated in 2003, its State institutions
were dissolved. The ensuing period was
marked by a sharp rise in sectarianism and
violence, reinforced by the interference of rival
international and regional powers, which
resulted in marginalization and consequent
frustration among a large portion of the Iraqi
population, thereby fueling sectarian tensions
that set the stage for the rise of extremist
elements.
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Yemen went through a relatively peaceful
popular uprising in 2011 and slipped into
violence in 2014. Events culminated in a
regional military intervention by a Saudi-led
coalition the following year. Even prior to 2011,
the fragile Government exercised limited control
through various tribes.®® The question of
southern Yemen had remained unresolved, with
growing apprehension among the southern
population due to perceived marginalization by
the Government.® The failure to reconcile key
internal players, and the regional contest for
influence in the country, led to the most
destructive conflict Yemen has experienced

in decades.

In Libya, the collapse of the regime of
Muammar Qaddafi in 2012 left the country with
virtually no centralized State institutions. During
the revolt, each region and town formed its own
militia and de facto governing bodies along
regional and tribal lines.*® Various armed
political and ideological groups emerged, each
with a combination of regional or international
sponsors. They failed to fill the vacuum left by
the fall of Mr. Qaddafi, allowing religiously a
variety of armed militias to gain a foothold. The
inability of rival militant groups, split along
regional (eastern versus western Libya),
ideological (Islamist versus secular) and tribal
lines to resolve their differences and resuscitate
State institutions has led to a protracted,
multipolar conflict.

Somalia has also been torn apart by civil war,
fuelled by tribal divisions and the weakness of
the State. Its strategic location on the Horn of
Africa has attracted direct and indirect external
intervention, further deepening divisions and
encouraging the emergence of radical ideologies.

Other internal conflicts of varying intensity, such
as in Lebanon, the Sudan and the Syrian Arab
Republic, reveal similar characteristics:
structural flaws in the State and social contracts
and tribal, ethnic or sectarian divisions linked to
external actors with competing economic and/or
geopolitical interests.

(c) The case of the Syrian Arab Republic

At least 250,000 people have died in the civil
war that has raged in the country since 2011,
making it by far the deadliest and costliest of all
current regional conflicts, and the most
detrimental to the region’s future.

The conflict that erupted in the Syrian Arab
Republic in 2011 goes on unabated, as each
party, with reinforcements from internal and
external allies, attempts to end it by force.
Foreign support of warring factions links the
conflict to factors beyond the country’s borders
and the people’s control. Many civil wars
around the world in the past 50 years have led
to foreign military intervention. In the Arab
region, in fact, it has been the other way around,
with foreign intervention arguably being the
catalyst for civil war and further undermining
regional security.

The underlying causes of the Syrian war are
complex but at the heart of the matter have
been the Government’s insistence on using
armed force on a large scale to repress protests
and the decision by regional and international
powers to arm the opposition. As more territory
fell to non-State actors, and the ability of the
Government to convince or coerce waned,
people fell back on their myriad religious and
ethnic loyalties as protective identities, sources



of moral guidance and social refuge in the face
of death. The fighting has reached such a
degree of intensity that it will be one of the most
important determinants of the future of the Arab
region for years to come.

China, the Russian Federation and the local
arms industry supply the Government with
weaponry, while Qatar, Saudi Arabia, the United
States and their allies arm the opposition via
Jordan, Lebanon and Turkey. Unless the
Government secures every kilometer of its
borders, arms will continue to reach the
opposition. And unless the opposition controls
all ports and airports, the Government will
likewise continue to be rearmed and resupplied.
Without a political agreement, the two
international alliances will continue to supply
weapons to their partners and the conflict will
carry on. With so many protagonists involved,
the war is unlikely to end with a clear victory for
any one side. In any event, victories in the field
can be fleeting, as all sides have trouble
persuading the people in areas under their
control, whose loyalities may be divided
between the State and one or more of the
various opposition groups, of the legitimacy of
their authority. Moreover, the interests of the
warring parties are inextricably intertwined with
those of their national, regional and
international allies. The longer the conflict goes
on, the more inflamed sectarian tensions in the
region will become and the greater the risk is of
violence spreading.

Any solution will hence require a regional
agreement with international backing. Even if
the Government reached an agreement through
national dialogue with one or other of the
opposition groups, it is unlikely that it would be

29

acceptable to all the warring parties. Equally
complex would be the process of disarming
them. Should the regime fall, it would be
equally difficult for any opposition group
coming to power to disarm loyalist militias, the
remnants of the defeated regular army and rival
opposition groups.

The reliance of various Governments involved
in the Syrian conflict on opposition networks
and sectarian militias shows that they have
accepted that non-State entities can be more
efficient than the State itself in perfoming its
functions, including war. The political order in
the region is thus contributing to its own
unravelling, nurturing ideas, discourses,
networks and organizations that can, and in
some cases already do, replace it. The
confidence of decision makers in the capacity of
the authoritarian Arab State to manipulate
ethnic, religious, sectarian and tribal networks
to their own ends has proven misplaced.

The contagion of fragmentation could spread
from the Syrian Arab Republic and Iraq to
neighbouring Mashreq countries. Old borders
may be replaced by fluid boundaries shifting in
accordance with volatile regional alliances.

(i) Business as usual: stagnation or invasion

The situation in the Syrian Arab Republic has
allowed potent non-State actors to emerge and
gain control of vast territories. This, predictably,
paved the way for foreign intervention: an
international coalition led by the United States
launched air strikes against Islamic State
positions on Syrian territory and in neighbouring
Irag. More recently, the Russian Federation
intervened on behalf of the Syrian Government
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by conducting its own air strikes. The strikes, it
was claimed, were carried out in defence of the
territorial integrity of the Syrian Arab Republic
and Irag. However, inviting foreign forces to
conduct military operations on a State’s territory
tends only to weaken the State. In light of recent
history, intervention by the United States is an
especially sensitive issue. Conflict could continue
in one of the following three ways:

¢ An all-out ground invasion by external
forces, the political and human ramifications
of which could prove dire within and beyond
the region;

e Continued air strikes that fail to dislodge the
targeted non-State actors, further increasing
their appeal to young recruits and their
ability to wage a prolonged guerrilla war;

e Protracted and inconclusive air campaigns
with sporadic ground clashes along shifting
front lines with various States joining in or
leaving according to their individual
agendas. Such a situation would deepen
devastation in the country, help to
perpetuate sectarian strife, and deplete
resources in the region, keeping it on a path
to self-destruction and leaving it open to
further foreign intervention.

A sudden collapse of the regime in Damascus,
on the other hand, might be followed by a
sectarian revenge campaign, with violence on a
scale comparable to the 1994 Rwandan
genocide. That could also lead to foreign
invasion and, in reaction, heightened sectarian
violence justified by resistance to the invader.

Israel stands to benefit most from any of the
above scenarios, as a result of which its
neighbours would be left weakened and its own

military and strategic superiority in the region
enhanced.

(ii) Vision scenario: end of the conflict
and nation-building

The path to peace will require a broad,
regionally negotiated solution. Ideally, an end to
the war in the Syrian Arab Republic would be
followed by reconstruction, the building

of a democratic society in which human rights
are upheld, the liberation of Syrian territories
from Israeli occupation, and guarantees of the
country’s independence and territorial integrity.

Most of the country’s neighbours, whether or
not they support the Syrian Government, have
a vested interest in ending hostilities. Turkey
would not allow the fragmentation of the
Syrian Arab Republic to result in the
establishment of a de facto Kurdish State.®’

Iran also has an interest in ending the war, as it
is fuelling sectarian strife in the Mashreq and
threatening its position of influence in Iraq and,
especially, Lebanon, from which it is able to
retaliate for any moves by Israel against
Tehran.?2 Cooperation between the two
regional powers is thus conceivable, especially
if Iran receives guarantees that a new Syrian
State would not be hostile to it.

Although it does not face the same issues as
Turkey or Iran, Saudi Arabia is concerned
about the rise of radical non-State actors to its
north, the war in Yemen to the south and the
pressure on the country’s alliance with the
United States.

Iraq has lost control of part of its territory as a
consequence of the Syrian war, and the national



security in both Jordan and Lebanon is under
threat. To be successful, a resolution of the
Syrian war should:

e Preserve and maintain Syrian territorial
integrity;

¢ End the fighting and protect civilians;

e Prevent partition and the displacement of
citizens within the Syrian Arab Republic and
into adjacent countries;

e Establish a just and democratic system of
government that upholds human rights;

e Prevent foreign military invasion;

e End sectarian strife in Iraq and the Syrian
Arab Republic and prevent its spread to
Lebanon and the Arabian Peninsula.

Insistence on a final military victory by any of
the warring parties or a foreign invasion would
hamper the achievement of at least some of
those goals. A temporary regional peacekeeping
force, agreed upon and formed by neighbouring
Arab countries, Iran and Turkey, should be
deployed in coordination with all parties

to the conflict.

The peacekeeping force would monitor
multicandidate presidential elections,
disarmament, border security and the release of
political detainees. Regional and international
powers supporting the peace process would be
bound to accept election results, build good
relations with the country and assist

with reconstruction.

The regional force would need to protect the
civilian population from possible revenge
campaigns in areas previously held by any of
the warring factions. It should therefore include
members from countries with ties to the various
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opposition groups, on the one hand, and the
regime and its allies, on the other. Deployment
should take into account local loyalties and
affiliations: its components should be based in
areas where the chances of hostilities between
them and the local population are lowest.

3. The Arab uprisings and democratic
transition

The 2011 Arab uprisings were the result of long
suppressed political and economic tension.
They offered a new model of political
organization, whereby ideas and convictions
replace centrally controlled structures in
affecting people’s political behaviour. An
essential part of the political culture of a
generation can be said to have been
transformed by the uprisings. People saw how
consensus among the unarmed on a common
narrative can generate enough power in the
streets to challenge the State through sheer
numbers. In Egypt and Tunisia, people
organized themselves without the guidance of
an elected body. During their demonstrations,
they established a form of independence from
State institutions. Ideas were transmitted
without any central communication structure,
and accepted on the basis of their merits rather
than for the identity or position of their source.
Majority turned into consensus, and consensus
into action. The sheer scale of the protest
movements and the fact that they took place
almost simultaneously was unprecedented in
the Arab region.

Unlike in revolutions of the past, protestors did
not attempt to occupy Government buildings; the
formal State was a trap to be avoided rather than
a prize to be won. The uprisings represented an
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attempt by Arab societies to conduct politics
outside the existing State structures, bringing
pressure to bear on the State from the streets
and hampering its activities with demonstrations
when it failed to respond to their demands. The
streets, full of protesters standing up to
armoured police vehicles, became the new seat
of sovereignty. This was a temporary state of
affairs, but its occurrence proved its feasibility,
and that strengthened the political self-
confidence of the people involved. In
unprecedented numbers and with a hitherto
unknown ability to communicate thanks to
modern technology, ordinary people only needed
that self-confidence in order to take a leap of faith
into revolution. They could no longer be
contained; if met with force, their numbers would
overwhelm the police; if fragmented in a classic
divide-and-rule scenario, the numbers of their
armed fragments would still render the country
ungovernable and the State obsolete.

Such popular movements are driven by
demands and ideas rather than specific leaders.
However, that absence of leadership becomes
dangerous if consensus is lost and rival
narratives and ideas fragment the multitude;
factions can emerge with irreconcilable
identities and ideas, giving regimes a new,
albeit temporary, lease on life.

In some countries, the uprisings, while they did
not end in violence, were stifled by a return to
autocracy. However, in some cases, substantial
steps were taken on the road towards
democracy, the peaceful rotation of power and
respect for human rights.

In Tunisia, the people ousted an authoritarian
ruler and elected a constituent assembly and

interim president. A new Constitution was
adopted and presidential elections were held
thereafter.®® Reforms in Morocco also led to a
new Constitution and more representative
Government.

In Egypt, in 2011, people committed themselves
to an unwritten social contract and common
goals that guided their movements as if they
were members of a mass organization. The
people in the streets defeated the formal State
in spite of its power. Although their
achievements were later rolled back, Egypt still
has the potential to present a new, revolutionary
form of political organization. With relative
demographic homogeneity, and a history with
little internal strife and civil war in the past two
centuries, building consensus on common
narratives leading to mass mobilization remains
possible. State coercion can be rendered
powerless if faced by the overwhelming
numbers of aggrieved citizens taking to the
streets. Democracy in Egypt would benefit that
country and the region as a whole, given the
decisive role it can play in resolving the Arab-
Israeli conflict, the Syrian civil war, and the
crises in Libya and Yemen.

(a) Business as usual: tension and violence

The continued repression of demands for justice
could place many Arab nation-States in jeopardy.

Equally, authoritarian Governments against
which people once demonstrated could return
to power with a vengeful agenda. Aware of the
risk of new uprisings, they would probably
adopt repressive measures in violation of
human rights in order to cut them short, which
in turn could unleash still more violent popular



reactions. Rulers would not be defending a
network of interests, but would rather be
fighting for personal survival, making the
struggle still more violent and costly.

Civil wars in some Arab countries have led to
the proliferation of weapons throughout the
region. Returning authoritarian Governments
would face people filled with the same levels of
self-confidence and dissatisfaction as in 2011,
with the difference that many of them would
now be armed. Moreover, the violence might
not be contained within the borders of the
countries concerned.

(b) Vision scenario: political renaissance

The lesson learned from the events of 2011 is
that a return to oppression can end only in
catastrophe. People are confident of their ability
to rebel because they have already done so, and
the availability of weapons can render
oppression ineffective. Crackdowns in such
circumstances would enrage rather than deter,
with major political repercussions. To maintain
peace and stability, it behoves Arab
Governments to grant more political freedoms,
establish democratic practices, respect human
rights, dismantle and replace oppressive
security institutions, and hold human rights
violators accountable.

It is crucial that Governments adopt a foreign
policy that protects national dignity, precluding
cooperation with such forces of foreign
domination or occupation as Israel. Peace
treaties and strategic alliances with such forces
should be submitted to referendums.
Collaboration with foreign occupiers combined
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with oppression against domestic opposition is
a recipe for disaster.

Democratization would allow the Arab uprisings
to bear fruit. People with shared convictions are
stronger and more effective than hierarchical,
national bureaucracies. Under a new democratic
model, in which public opinion wields the
largest share of power, citizens would come to
realize that building national coalitions through
mutual compromise can render societies
immune to external and internal divide-and-rule
policies.

A social contract based on shared values and
consensus-building would underpin the capacity
of the people to influence the decisions of the
State, and permit them to enjoy fully their
political, civil, social and economic rights,
whatever their differences. It would also free
Arab countries from foreign interference and
allow them to fight for more liberties at home
and abroad. The building of democracy in each
Arab country would contribute to greater
regional independence. The inevitable
restructuring of the colonially created State
system in the region can thus take place non-
violently, with the region moving towards
integration and unity rather than sectarian and
tribal fragmentation.

People who bring about a change in government
and greater democracy in their own country can
also demand change in other countries in the
region where there is discrimination, as in the
case of Israel, against certain citizens on the basis
of their religion or ethnicity. Colonially supported
despotism, foreign domination, occupation and
apartheid-like regimes share the same fate in the
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region: if one falls, the others will probably
follow. People who reached consensus on
demanding their rights to freedom and
independence while preserving cultural and
spiritual diversity will be in a position to
challenge occupation and hegemony without
succumbing to sectarian divisiveness.

D. Conclusion

In this chapter, some key security and military
challenges facing the Arab region, from
external threats through to internal tensions
and even civil conflict, have been examined.
Various potential outcomes, positive and
negative, have been considered. We have seen
that the Arab-Israeli conflict could continue or
escalate, or that circumstances could lead to a
one-State solution. Unless the concept of a
State whose citizenship is granted based on a
certain religious affiliation is abandoned across
the region, including in Israel, the region could
slip into large-scale religious war. Civil wars

could attract more foreign interference or be
resolved by regional agreement. Internal
political tensions can lead to violent revolution
and civil war if regimes insist on stifling
liberties, violating human rights and seeking
the protection of foreign powers. In such
struggles, conviction-based networks, be they
masses of unarmed protesters or scattered
groups of armed volunteers, are likely to
overcome coercion-based hierarchies.

The future of the political and social order

in the region will depend on the outcome

of such struggles.

The projections in the “business as usual”
scenario of this chapter serve as a warning.
The old order in the region is collapsing. If it
remains unreformed, the collapse will be more
violent, and it will give way to sectarian and
tribal conflicts. If it is reformed, the region will
go through relatively peaceful transformation.
Since this report is partially directed to
decision makers, the following chapters will
provide policy recommendations to that end.



3. Governance

A. Introduction

In order to discuss governance challenges
facing the Arab region, it might be useful to
break the concept of governance down into core
components, such as transparency,
accountability, effective institutions, and the rule
of law. Each can be addressed separately with
policy reforms, on the understanding that they
are interdependent.

Governance has four main pillars: structure,
process, mechanism, and strategy.’ As a
structure, it refers to institutions. Process refers
to the complex dynamics of policymaking. As a
mechanism, it encompasses control and
compliance procedures. Strategy stands for the
decisions taken by stakeholders on how to
design the remaining components.® State
capacity is central to the concept.%

One month into the Arab uprisings in 2011,
commentators already were referring to the
failure of governance as one of the main
triggers bringing students, workers, trade
unionists, lawyers, and human rights activists
on to the streets of Egypt and Tunisia.*” The
failure was linked to problems such as chronic
unemployment, endemic poverty and income
inequalities, rising food prices, insufficient
public investment, violations of human rights,
widespread corruption, and an oppressed civil
society. Self-perpetuating authoritarian regimes,
with flawed electoral systems and control by the
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elite, made it difficult to hold Governments
accountable for achieving more inclusive,
balanced development.®®

Much has changed in the political, economic
and social landscape since 2011, although not
necessarily for the better. National dialogues on
democratic governance such as in Bahrain,
Egypt, Jordan and Tunisia are important.

A combination of policy change and radical
institutional reform is needed in order for the
region to set off down a path of inclusive and
sustainable development in response to the
demands raised in the uprisings.*®

This chapter outlines a vision for improved
governance. It eschews traditional geographic
or economic country groupings, and uses the
country classifications according to conflict,
level of development and fiscal space, as
described in chapter 1, namely conflict-affected
countries and LDCs, low- and medium-resilience
countries, and higher resilience countries.

Each Arab country faces its own challenges but
some, including human rights, democracy,
constitutional and legislative matters, and
security, are common to many.

If the right choices are made, governance in
Arab countries in 2030 could look as follows:

New, more legitimate State institutions: With
strong institutions, governance in countries
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throughout the region could rise from its current
ranking, which is among the worst in the world,
to come close to or even exceed the global
average. Conflict-affected countries and LDCs, if
they achieve peace and base reform of
institutions on respect for the rights of all and
the rule of law, could achieve close to average
world institutional quality. Low- and medium-
resilience countries will outperform averages on
all measures of governance. Higher-resilience
countries will make large strides in an area that
today is especially problematic — voice and
accountability.

Corruption in all Arab countries will be
significantly reduced by 2030. First, measures
will be taken to strengthen public and private
institutions, and increase the stability,
transparency and predictability of law
enforcement. Secondly, formal justice
frameworks will be strengthened, and anti-
corruption principles based on national
legislation, preferably constitutions, will be
better enforced. Reliable and objective
enforcement institutions will monitor
implementation. Thirdly, inclusive policies will
address economic determinants of corruption,
such as unemployment and limited growth.
Finally, strong and independent anti-corruption
bodies will work to curtail high-level corruption
and crony capitalism.

Development-friendly political systems: Arab
countries will develop political systems with
checks and balances and public accountability
standards, which will help them to use all
required resources for poverty reduction and
development. They will use best practices and
introduce tools such as the open budget
initiative, and assure transparency.'®

Participatory politics: Citizens will be able to
participate in political processes, decision-
making and peaceful demonstrations, and have
the right to express their opinions freely and
without fear. This will reinforce public
accountability.

Human rights: Full respect for the Charter of
the United Nations and the Universal
Declaration of Human Rights will be enshrined
in constitutions. Security apparatuses with
records of repression and human rights
violations must be replaced and officials
responsible for such violations should be
brought to justice.

This vision is ambitious but achievable. It
requires urgent action to tackle legal, political
and economic challenges. This chapter presents
general policy recommendations for achieving
good governance. They should be adopted at a
national level, tailored to the different needs of
each country. Sound governance is not an
afterthought, but fundamental to inclusive,
stable and sustainable development.

B. Governance challenges

This chapter examines the quality of
governance in the Arab region and in specific
countries, and addresses two main political
challenges: systems and participation. It
concludes by looking at issues of particular
relevance to the region, such as human rights.

Governance indicator sets can differ from one
another in terms of coverage or basic premises.
Apart from the Arab Democracy Index, more
regional governance indicators are needed. For



the purposes of this report, we rely heavily on
global indicators, such as the World Bank's
Worldwide Governance Indicators (WGI) and
Polity IV Project scores.

1. State institutions and overall quality
of governance

Governance affects the economy, how a
State functions and society at large, and is
linked to differences in income and growth

across countries.’’

It is possible to gauge the quality of governance
in the Arab region, relative and in comparison to
the world, by looking at average values of 30
internationally comparable proxies of legal,
political and economic institutional quality for
the two decades after 1990,'°2 and clustering
countries accordingly. Clustering combines
countries that are similar in terms of
institutional characteristics and forms groups
that are relatively homogenous within, and
heterogeneous between each other. The
majority of Arab countries for which data are
available are placed in a medium-quality
institutions cluster. They do well in some
institutional variables and development
indicators, and poorly in others. The countries
grouped together on this basis are Bahrain,
Jordan, Kuwait, Morocco, Oman, Qatar, Saudi
Arabia, Tunisia and the United Arab Emirates.
Although Jordan, Morocco and Tunisia are
comparatively more participatory and have
better governance than Gulf countries, they still
have more governance similarities with other
Arab countries listed than with any other
grouping at the world level.
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In comparison with all other countries in the
world, this group of countries does relatively
well in terms of the quality of courts and
protection of property rights, but relatively
poorly on freedom of the press and civil
liberties. In terms of political institutions, they
do relatively poorly on a measure of autocracy
versus democracy, checks and balances, and
democratic accountability, but relatively well on
the perception of corruption in the public
sector.’® They also do reasonably well on the
quality of economic institutions. Paired with a
comparison of longevity, literacy rates and per
capita GDP, those findings indicate that the
countries in that group, although reasonably
well off, do not provide all civil liberties equally
to all citizens, and lack democratic
accountability and free media.'

Under the WGI, arguably the best known of
such indicators, governance is defined as the
“set of traditions and institutions by which
authority in a country is exercised. This includes
(1) the process by which Governments are
selected, monitored and replaced, (2) the
capacity of the Government to effectively
formulate and implement sound policies, and
(3) the respect of citizens and the State for the
institutions that govern economic and social
interactions among them”."%®

The WGI proxies measure six dimensions of
governance, whereby two indicators reflect each
of the above three processes: voice and
accountability, and political stability (for the first
process); government effectiveness, and
regularity quality (the second process); rule of
law, and control of corruption (the third
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process).” To a certain degree, all of the
indicators are interrelated.

Figure 3.1 displays a comparison of governance
quality in the Arab countries with that of the rest
of the world using the WGI. Scores, which range
between -2.5 (poor) and +2.5 (excellent),
suggest that Arab Governments have failed to
promote good governance or governance for
growth over the period covered (1996-2014).
The region barely reaches the 33rd percentile of
the world’s overall ranking. It often falls below
the global average of middle-income countries,
and its ranking has deteriorated over time.

Individual indicators show that the ranking for
voice and accountability has fallen in almost all
Arab countries, with scores lower than in all
other country groupings. Even high-income
Arab countries score below the world’s low
middle-income countries. Interestingly, Arab

Resource-rich countries, in general, do well on
regulatory quality, corruption, political stability,
government effectiveness and the rule of law.
Weak performance on voice and accountability
may stem from a tendency to avoid reform and
suppress debate on the use or distribution of
returns from resources.

Between 1996 and 2014, the quality of voice and
accountability in Arab countries in transition
was more volatile than in other countries in the
region, and dropped dramatically between 2000
and 2005. The variation was almost three times
that of non-transition countries. Quality
increased temporarily in Egypt in 2012 but
dropped back to pre-2012 levels thereafter.
After a rise in the same year in Libya, it also
declined, albeit to a lesser extent. Voice and
accountability has improved significantly since
the 2011 uprising in Tunisia, and exceeded the
world average in 2014.

Figure 3.1 Governance indicators in Arab countries and other country groupings,
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In terms of political stability, Arab countries
perform below the average of low middle-
income countries, and far below that of high-
middle income and high-income countries. In
recent years, Bahrain, Egypt, Iraq, Lebanon,
Libya, Palestine (under Israeli occupation), the
Sudan, the Syrian Arab Republic, Tunisia and
Yemen have all struggled with political
instability, armed conflict, violent
demonstrations, social unrest, and economic
uncertainty. This has exacerbated the risk of
national fragmentation, especially in Iraq, Libya,
the Syrian Arab Republic and Yemen. By 2014,
according to the indicator of political stability,
those countries were performing, on average, at
more than 50 per cent below their 1996 levels.
Even the higher-resilience GCC countries suffer
from greater instability than other high-income
countries that are not members of the
Organisation for Economic Co-operation and
Development (OECD).

The region’s score on government effectiveness
is below the world average, although some
countries, such as Qatar and the United Arab
Emirates, have improved. Many have been
below the fiftieth percentile of all countries over
the past decade. Beyond the GCC countries,
bureaucracies are ineffective and public
financial management is weak. In transition
countries, government effectiveness is below
that of the region’s non-transition countries and
the world’s successful transition countries. In
countries where uprisings took place,
government effectiveness has declined
significantly, and the prospects for
improvement are unclear.

The indicator on regulatory quality assesses
measures to enhance private sector performance,
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and overall growth and development. Many Arab
countries have undertaken reform in past
decades, but most still suffer from low
industrialization. State control of major
production persists, along with capital controls,
elite favouritism and a lack of competition.

Excluding Bahrain, Oman, Qatar, Tunisia, Saudi
Arabia and the United Arab Emirates, ease of
doing business in the Arab region ranks below
that of Latin America. Arab countries performed
better than Latin American countries on
competitiveness, but lower than high-income
countries. In trade liberalization, Arab countries
performed below the average of middle- and
high-income countries.

Across all Arab countries, regulatory quality has
improved over time, but significant setbacks in
transition countries have caused serious
problems, especially with regard to regulating
competition, investment (including foreign
direct investment (FDI)), subsidies,
environmental issues and trade.

Regulatory quality and government
effectiveness are crucial to attempts by
Governments to deal with high population
growth, poverty and inequality. Rapid
population growth combined with weak
economic performance is considered a factor
aggravating political instability in the Arab
region, and underlines the need to deal with
issues such as the youth bulge, rural flight to
the cities and migration.'”’

Population growth and fertility rates are
beginning to slow, but the failure to tackle
demographic challenges continues to translate
into low labour participation; limited
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empowerment of women; strains on the
environment, resulting in food and water
shortages; and infrastructure problems,
including housing shortages and inadequate
basic services.

Population trends vary greatly between
countries and country groupings. Egypt and
Tunisia have relatively stable population growth
rates that will not change dramatically in the
run-up to 2030, but low and - medium-resilience
countries, particularly Jordan and Lebanon, will
see a recognizable drop in population growth.
Gulf countries, especially Oman and the United
Arab Emirates, will also experience a sharp
decline in population change rates by 2030.

Good governance is essential to reducing
poverty and inequalities, including through
accessible and high-quality public services. The
positive impact of governance on poverty
reduction is weak at present, for reasons
ranging from ill-conceived subsidies that are
meant to be pro-poor but benefit the wealthy, to
a lack of trust in the ability of Governments to
provide services without corruption.’®

Public accountability is crucial, but little data is
available for Arab countries. In 2015, the World
Bank'® analysed elements of public
accountability in Jordan, Mauritania and
Morocco. It found that all three have laws on
financial disclosure. They also have laws on the
restrictions of conflict of interest that, except in
Morocco, are anchored in their constitutions
and reiterated in codes of conduct for most
public officials.”® Freedom of information™" is
governed in Jordan and Morocco by specific
legislation that allows public access to budgets,
annual reports, legal instruments and

expenditure information. Finally, formal
immunity provisions''? to protect officials in
performing their mandated duties appear to
have no set duration, which can be problematic.

The indicator on the rule of law shows less
variation than the others. Most Arab countries
perform at a mediocre level higher than the
average of all high middle-income countries.
Some, such as Iraq, Libya, the Syrian Arab
Republic and Yemen, perform poorly.

In Tunisia, the 2011 uprising led to a political
transition and adoption of a new Constitution
enshrining human rights in a process that was
deemed participatory. Egypt also adopted a new
Constitution that, for the first time in that
country, refers to gender equality. However,
article 204 allows for the trial of civilians by
military courts. In both countries, doubts remain
about the independence of the judiciary due to
its close ties with the executive.'

Corruption persists through the practices of
public officials, including embezzlement, non-
transparent tax collection and bribery.
Combating it is central to advancing economic
and social justice, enhancing trust in political
systems and actors, and thereby deepening
political participation. Beside Kuwait, Oman,
Qatar and the United Arab Emirates, Arab
countries on average rank low with regard to
the control of corruption. Based on the regional
average between 1996 and 2014, the Arab
region is far behind high-income countries.

Recent political turbulence has only worsened the
situation, especially in conflict-affected countries

and those in transition. In Iraq, corruption, mainly
in national defence, nearly delegitimized the State



and has been linked directly to recurrent political
crises. In Lebanon, Libya and the Syrian Arab
Republic, corruption is so widespread that it has
become accepted practice in public and private
transactions. In Yemen, it led to a dramatic
reversal in the country’s development prospects
(box 3.1). Usually, such acceptance shifts people’s
focus towards guaranteeing individual interests
and away from the problems of unethical and
illegal behaviour, and from the collective good.
The inclusion of anti-corruption principles in new
constitutions in Egypt and Tunisia'* could be a
major step towards strengthening institutions and
empowering the judiciary.

4

Quantitative analysis of the impact of corruption
on the Arab region is limited. Results of the
Corruption Perception Index'"® produced by
Transparency International show that Middle
Eastern and North African countries score on
average 38/100, compared to a global average of
43/100. Qatar and the United Arab Emirates are
seen as having the lowest public-sector
corruption, which can be seen as a consequence
of different perceptions of corruption (giving
gifts, for instance, is not seen as corrupt) and of
higher salaries and strict punishment for
offences. The Arab countries with the worst
scores are Iraq and the Sudan.

Box 3.1 Where would Yemen be if $60 billion had been invested in human development?

Yemen was one of the eight poor countries chosen by the Millennium Project for a pilot study to assess the
investment and external assistance needed to attain the MDGs in 2004. The needs and implications of halving
the rate of income poverty by 2015 were also the subject of a study led by the United Nations Development
Programme (UNDP) in 2005. It was found that Yemen required $25-30 billion from 2005 to 2015 in order to achieve

the MDGs, including the halving of poverty.

That investment boost would have led to greater public expenditure and created powerful second-round effects
on the incomes of suppliers of goods and services to the Government. Those dynamic effects, combined with
institutional and governance reforms, would have made achievement of the development goals possible and
minimized the anticipated “absorptive capacity constraints” and macroeconomic imbalances. Effective
implementation of such an ambitious development programme would have required a significant strengthening
of institutional capacity. As much as an extra $10 billion might have been needed to build the State’s capacity to

oversee implementation.

So what actually happened after 2005? The international donor conference held in 2006 resulted in pledges of
$5.7 billion, of which Yemen received little in actual aid. The per capita share of assistance and concessional
loans remained far below what was required and only one third of the average received by LDCs. The Yemeni
people were not only let down by the international community, but also by their own then president, Ali Abdallah
Saleh. According to an expert panel commissioned by the Security Council, he amassed a fortune estimated at
anywhere between $32 billion and $60 billion during his 33 years in power."

Taking into account that the estimated costs were based on a lower average international oil price than actually
witnessed between 2005 and 2015, the macroeconomic imbalances and the need for additional official
development assistance would have been minimal had there been no corruption.

It is fair to conclude that, if those billions had been invested in the Yemeni people, their institutions and
improving governance, the country’s position and future prospects would have been dramatically different. It
might, like neighbouring Oman, have become a development success story.

Sources: UNMP, 2005; Kakwani and others, 2005; and UNDP, 2010c.
*S/2015/125.
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Figure 3.2 People’s perceptions regarding corruption
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Figure 3.3 Ease of doing business: Arab region
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Overall, 84 per cent of the countries in the
region score below 50, consistent with Gallup
opinion polls showing relatively high
perceptions of corruption in government and
business (figure 3.2). The degree to which
corruption in the Government is perceived to be
a problem in the Syrian Arab Republic is
growing, which may simply mean that
respondents are expressing their views more
feely now than in the past.

Transparency helps a great deal in the fight
against corruption. Of countries in the Arab
region, only Jordan, with 57, scores above 50 on
a ranking scale from 0-100 in the Open Budget
Index. Most score less than 15: Qatar scores 0,
Saudi Arabia 1, Iraq 4, Tunisia 11, Egypt 13,
Lebanon 33 and Morocco 37. It is the
transparency and economic factors that affect
the level of corruption first and foremost, in
addition to non-economic determinants.'®

Figure 3.4 Ease of doing business: regions of
the world
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Insight into the quality of governance in the
Arab region, particularly in economic terms, can
be found in the Ease of Doing Business (EDB)
indicators. EDB ranks countries on private-
sector governance and gives overall scores and
rankings using frontier estimation on a range of
data. For example, scores on the ease of starting
a business are based on four criteria: the
number of procedures required to register a
firm, time required to register a firm, cost of
registration (measured as a percentage of
income per capita), and the minimum paid-in
capital required (measured as a percentage of
income per capita).’’

In the Arab region, performance on EDB
indicators matches up well with the country
groupings as set forth in this report’s
methodology (figure 3.3). Conflict-affected Arab
countries and LDCs score lowest in all
categories, while low- and medium- resilience
countries outperform higher-resilience countries
only on two indicators. The Arab region
performs particularly poorly in three categories:

"oou

“getting credit”, “protecting minority investors”

and “resolving insolvency”.

Ranked against other regions, the Arab
countries score the lowest in all those
categories (figure 3.4). In such circumstances, it
is difficult to encourage private sector growth.

2. Political systems and development beyond
rents and crony capitalism

Institutions and governance as a whole have
many facets that do not need to develop at the
same pace. In this section, we examine political
institutions, especially of political systems and
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their relationship to development
and social uprisings.

The Arab region has had and continues to have
more than its share of autocratic Governments
(table 3.1), and they have tended to be long-
lasting."® The root causes are complex and
include natural resource wealth, the Israeli
occupation of Palestinian and other Arab
territories, and poor policy choices.'®

Poor governance contributes to the frequency
and prevalence of conflict, whether caused by
internal factors such as non-inclusive
government or external interference.'®
Confessional systems in the region are also
prone to conflict.

Each Arab political system allows for varying
degrees of participation, and has system-
specific barriers to participation (tables 3.1 and
3.2). Polity IV scoring of political systems on a
democratic-versus-autocratic scale, where
elections, competitiveness, the nature of
political participation, and checks and balances
are evaluated, is presented in table 3.1. In the
first decade of the new millennium, the Gulf
countries, Libya, the Syrian Arab Republic and
Iraq all scored very low (although data are
missing between the early 2000s and 2010).
Some countries have, since 2010, made strides
forward, which may be a result of pressure
applied to Governments by popular uprisings.
Nonetheless, half of the Arab States are still on
the negative end of this scale today.

The causal relationship between the degree of
democracy or autocracy and economic and
social development is unclear.’?' Countries
might be on different long-term trajectories

determined by a range of variables, which, in
turn, affect the mix of development and
democracy the country gets.'?? Additionally, due
to omitted variables in empirical work and
feedback effects, it is unclear in which way the
causality runs. In any given list of economic
miracles and failures, almost all the economic
tigers and economic disasters are autocracies.
In general, democracies yield more predictable
long-term growth rates, handle adverse shocks
(such as terms-of-trade declines or sudden
stops in capital inflows) on the economy better
and produce greater stability in economic
performance. Moreover, they result in higher
wages, leading to more equitable societies and
greater investment in human capital through
health and education.'®

Nevertheless, “the potential dividends from
democracy are neither large nor automatic or
easily obtained. The dividends from democracy
seem to depend on the new political institutions
taking place within a context of good
governance, such as strong rule of law, or
delivering better economic governance
institutions”."* There are clear examples of
countries, such as China, with excellent
economic growth and development
achievements, that were or still are largely
autocratic. Interestingly, five of the top ten
countries in terms of human development
advances from 1970 to 2010 were Algeria,
Morocco, Oman, Saudi Arabia and Tunisia.'®®

Benevolent autocratic regimes can outperform
bad democracies. Literature on varieties of
capitalism does not assume that market or
strategic coordination is intrinsically better, but
distinguishes between institutions that support
one or the other, and looks for combinations



that produce the best results. “The key notion
here is institutional complementarity: put
simply, institutions across different areas must
be consistent with one another in order to
support economic development”.'?

Resource riches and social fractures are key
factors to consider when looking at the impact
of political systems on growth and economic
development in the Arab region. The interplay
between them contributes to whether a
particular political system produces good
economic and development results.

Table 3.1 State of democracy

Higher-resilience countries
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Collier and Hoeffler conclude that, in the absence
of resource rents, democracies outperform
autocracies.’” However, they also find that the
combination of high natural resource rents and
democracy reduces growth in developing
countries. This could be remedied by intensifying
checks and balances, but they are largely absent
in oil-rich Arab countries. Natural resource rents
tend to encourage corruption where political
institutions are poor and have a negative effect
on contract enforcement, which, in turn, hinders
financial development and ultimately results in
lower growth.

Low- and medium-resilience
countries

Conflict-affected countries

- 2000-2010 | 2011-2013 - 2000-2010 | 2011-2013 - 2000-2010 | 2011-2013

Algena Comoros

Bahrain

Egvm
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EEEE T T W T T P T
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Saudi S
Arabia AT .
Republic
United
Arab Yemen -2.0 1.3
Emirates

Source: Centre for Systemic Peace, n.d.

Note: The score is computed by subtracting the AUTOC score from the DEMOC score; the resulting unified polity scale ranges from +10 (strongly
democratic) to -10 (strongly autocratic).
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This so-called natural resource curse occurs
only in countries with poor political institutions.
There is no such problem, for instance, in the
oil-producing economy of Norway, which uses
the proceeds from natural resources to diversify
the economy and save for future generations.
Democracy alone is insufficient. Only inclusive
societies with effective checks and balances are
able to use resource riches to enhance
growth.'® Table 3.2 shows that Arab countries
lacking in inclusiveness (political democracy)
and with inadequate checks and balances are
experiencing a form of resource curse.

The Arab region is one of the most
homogenous in the world in terms of ethnicity
and religion, but most countries individually are
ethnically and religiously diverse. That, when
State institutions are poor and the policies of
those in Government are aimed primarily at
consolidating their hold on power, can lead to
social polarization. It gives rise to Governments
that draw their support from one group or
another and run the State on the basis of their
religious, ethnic or other particular interests.
The phenomenon has typically been

Table 3.2 The two facets of a political system

High inclusiveness
(political democracy)

Political system

High commitment
(checks and balances)

Low commitment

(checks and balances) American countries)

Use resource rents to diversify and grow
(Australia, New Zealand)

May experience curse (Greece, Latin

accompanied by crony capitalism, where
national wealth is appropriated by those in
power, their families, friends and backers. Two
examples are the former president of Yemen
(see box 3.1), and the former president of
Tunisia, Zine el-Abidine Ben Ali, under whose
regime industrial policy was used to benefit the
220 firms allegedly owned by his family.'*

Corruption takes many forms: land
appropriation at below-market prices; barriers to
entry in highly regulated markets; concessional
borrowing from State banks; privileged access
to subsidies; preferential treatment in public
procurement; ad hoc bail-out guarantees; illicit
funding of political campaigns; and a
widespread practice of bending rules in favour
of the elites. The situation has been fuelled by a
poorly conducted process of liberalization over
the past quarter of a century in a context of
autocracy and weak State institutions.

The combination of autocratic government with
fading legitimacy, favouritism and a lack of
inclusiveness produced varying results when
Governments were faced with the Arab uprisings.

Low inclusiveness
(political democracy)

May use rents to grow but political
transition remains a challenge

(China, Malaysia)

Experience curse (populous, oil-
producing Arab countries, resource-
dependent sub-Saharan African
countries)

Source: Adapted from Elbadawi and Soto, 2012.



The strategy employed by an incumbent trying
to prevent revolt may depend on the extent of
resource rents.’”® With high resource rents per
capita, rulers tend to attempt to “buy their way
out”, investing in public goods, expanding
public sector employment and extending social
transfers to the people. That is what has
happened in several Gulf countries in

recent years.

Where resource rents are not high enough,
political repression may ensue, which can lead
to a spiral of violence between the Government
and opposition. This is especially true when the
ruler, who wants to prevent democratization in
a fractured society, has strong links to or the
backing of certain section(s) of society. The
availability of resource rents hinders democratic
transition at lower values of GDP per capita, but
possibly not at higher levels or when the
country is surrounded by other democracies.
Conflict in the country or in neighbouring
countries also hinders democratic transition.
The immense problems facing the Arab region in
terms of political systems and development are
the result of a combination of lack of democracy,
social fragmentation, resource riches, the
domino effect of conflict and external influences.

3. Political participation

Most Arab countries have had some form of
election in the past decade but the results have
rarely increased trust in State institutions. Prior
to the Arab uprisings, studies showed that
citizens were motivated to participate in
elections mainly because of the expectation of
gaining access to State resources via wasta
(connections) or benefits conferred by the
elected candidates; there was little identification
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with policy issues.'" In 2002, the first Arab
Human Development Report spoke of an Arab
“freedom and democracy deficit”.

The Arab uprisings re-opened formal and
informal avenues to engage in political activity.
The political participation of women, as
exemplified by the voting turnout and their
presence as candidates

in a wide range of electoral contests, was
unprecedented. In Egypt, for example, women’s
participation as voters and candidates was
higher than ever.

One study on electoral participation in Algeria,
Jordan, Lebanon, Morocco, the State of
Palestine and Yemen used public opinion
surveys to investigate individuals’ choices and
contextual factors influencing electoral
participation, given that elections in the region
have been mostly designed to confirm or give
token legitimization to authoritarian rulers. It
found that the preferred means of political
participation was voting: 65 per cent of the
sample population chose only to vote, and not
to protest or rally. However, 24 per cent of the
population chose not to vote but to protest
instead.132 In addition, the protesting
population appears less involved in multiple
forms of political participation and to have a
different logic of participation overall. The
question remains as to what constitutes or
triggers such a different logic: short-term
incentive, degree of grievances, degree

of ability to organize critical mass, or other
factors.

Political participation also entails citizen
involvement across economic, societal and
political systems to shape policy and guarantee
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accountability for the implementation of
commitments and the fair use of resources.
Participation can, for instance, help to ensure
that the benefits of improved economic and
social policies reach all the population,
including its most vulnerable and marginalized
members.

Despite the transformative events of the Arab
uprisings, questions remain as to how citizens
can best function as agents of their own
development. The region’s history is
characterized by an “authoritarian bargain”,
whereby citizens, especially the middle class,
traded voice and participation for economic
favours that turned out to be limited and short-
lived. The pattern undercut democratic
participation,'® which over time resulted in
frustration, especially among a younger
generation intent on achieving economic
development and a voice in governing their
lives. Further complexity stems from deep-

seated identity politics, which in many instances

surpasses national identify, if it even exists.”™*
The Polity IV scores for institutionalized

democracy across the country groupings (tables

3.1 and 3.2) speak volumes about the
prevalence of autocracy in Arab countries,
leaving a lot to be desired in terms of
inclusiveness of political systems.

A demand for a new social contract between the

public and the State unleashed the Arab
uprisings. People took to the streets to express
their discontent with notions such as the
administrator as ruler versus the people as
subject, or the administrator as expert versus
the people as client.”™ They took personal risks
to demand more interactive, participatory

relationships, in which administrators are held
accountable for acting on public priorities.

There was, however, a gap between the high
expectations for democratic governance and
political reality on the ground, especially in
Egypt, Libya, Morocco and Tunisia, as measured
at different time points in the period 2010-
2014."% Initial excitement and momentum,
especially in Egypt and Libya, might have given
way to a realization that change can take time,
during which all stakeholders need to learn new
ways of thinking and acting. That is even more
the case in hierarchical or authoritarian
societies, in countries without pre-existing
social, civic and institutional frameworks to
support political participation, and/or in
countries in which the relationship between
authorities and the people is dominated by fear
and distrust.

The Arab uprisings showed that the middle
class can play a significant role in triggering
social and political transformation, but cannot
achieve it alone.”™ They also demonstrated the
key role played by women in bringing about
change, regardless of their class or educational
background.

As the “protest demographic” made clear, the
middle class is not homogenous. Lip service is
paid to the role of democracy but, when asked
in surveys to rank concepts in order of
importance, people who see themselves as
middle class still value stability and low inflation
twice as much as participating in decision-
making processes and protecting freedom of
speech. They also increasingly express a
preference for a strong leader.'® Such are the



choices that will determine the future of Arab
democracy.

Political activity is often seen as linked to
education, income and better occupations.’®
One might assume that having these would
spur more people to engage in political activity,
but in the Arab region such a development has
been hampered by the “authoritarian bargain”.
Voice and accountability, therefore, do not
improve with income (figure 3.5)."° Over time,
especially in GCC countries, the relationship
between income and voice and accountability
has even been negative (figure 3.6). Beyond the
undemocratic nature of Governments, that can
be explained by factors such as the deficit in
civic skills, which are not encouraged through
education or social norms.

Members of the middle class with higher
education™' and steady jobs may have less time
for political activity. There may also be
generational™? and gender dimensions at play.
Arab youth are better educated than decades
ago, but their unemployment rate (25 per cent
for men and 48 per cent for women)'* is high,
leaving time for political activity. Frustration
with non-inclusive political institutions grows
with increased education and lack of
employment. The skills learned in school and
university may not meet the needs of the Arab
labour market, but they may correspond to
“civic skills” that encourage political activity."*

The Arab uprisings “blurred the lines between
formal and informal political spheres”, but the
post-revolutionary Arab region is undergoing a
transition process that may not necessarily lead
to democratic consolidation.™® Political
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participation depends on the existence of
functioning political institutions that
enable/provide a direct and observable
relationship with the process of national
policymaking and access to decision makers.

Specific barriers also block political participation
by women: the prevalent patriarchal relations
that define the social roles of men and women;
institutional barriers such as lack of funding for
elections; and the view among some that
political activity by women is a foreign agenda
imposed on Arabs."6

The lack of broad-based political participation or
inclusive leadership in the region, the
“authoritarian bargain”, and the able use by
some Arab leaders of the West's focus on
preventing terrorism, energy dependence and
the Palestine stalemate to deflect pressure for
reform, have led to the “striking
underperformance of most Arab Governments
in political, economic and social terms”.'”

In 2009, the Arab Knowledge Report stated:

“Stringent legislative and institutional
restrictions in numerous Arab countries prevent
the expansion of the public sphere and the
consolidation of opportunities for the political
participation of the citizenry in choosing their
representatives ... on a sound democratic basis.
The restrictions imposed on public freedoms,
alongside a rise in levels of poverty and poor
income distribution, in some Arab countries,
have led to an increase in marginalization of the
poor and further distanced them from obtaining
their basic rights to housing, education and
employment, contributing to the further decline
of social freedoms.” '8
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Figure 3.5 Links between voice and accountability on a world and regional scale

Source: Authors’ calculations based on Kaufman, Kraay and Mastruzzi, 2014.
Note: Vertical and horizontal lines represent sample averages. Countries are designated by their ISO codes.

Figure 3.6 Rising income but declining voice and accountability

Abbreviations: EAP: East Asia and the Pacific; ECA: Europe and Central Asia; GCC: Gulf Cooperation Council; LAC: Latin America and the Caribbean;
SAS: South Asia; SSA: sub-Saharan Africa.

Source: World Bank, 2015d.



4. Human rights abuses

The notion of a trade-off between stability and
human rights is common in many countries.
The authors of this report maintain that human
rights may not be subject to any such
compromise. Human rights abuses have been a
terrible constant in many Arab countries and
have become more rampant still amid the
recent turbulence in the region.

One of the most persistent examples of
violation of international humanitarian law and
human rights remains the many actions taken
by the State of Israel in the Occupied Palestinian
Territory, as pointed out in United Nations
Economic and Social Council resolution 2013/8
on the subject. Israeli occupation has been
accompanied by institutionalized discrimination
through a range of laws, policies and military
orders. The Palestinian people are subjected to
the often arbitrary nature and application of
laws, curtailing their human rights and the
economy of Palestine: decades of potential
human development progress have been lost,
exacerbating the problems of poverty and
undernourishment. lllegal Israeli settlements
and infrastructure built on Palestinian lands for
the exclusive use of Israelis and Israeli settlers
constitute a flagrant form of discrimination
based on religion or ethnic origin.' There have
also been systematic abuses of human rights of
children in Israeli detention, where children are
“subject to physical and verbal violence,
humiliation, painful restraints, hooding of the
head and face in a sack, threatened with death,
physical violence, and sexual assault against
themselves or members of their family,
restricted access to toilet, food and water”,

and more.™®
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It is possible to assess human rights abuses in
the region quantitatively. The Political Terror
Scale (PTS) project combines the tallies of
human rights infringements reported by
Amnesty International, the United States State
Department and Human Rights Watch.'™
Another source is the Cingranelli-Richards (CIRI)
Human Rights Database. They look at torture,
extrajudicial killing, political imprisonment,
disappearance (Physical Integrity Rights Index),
as well as the possibility of foreign and
domestic movement, freedom of speech,
freedom of assembly and association, workers’
rights, electoral self-determination, and freedom
of religion indicators (Empowerment Rights
Index). They also examine women’s economic
and political rights.’? For all indicators, the
averages of 2010 up until the most recent year
are taken.

All the countries are ranked on their calculated
scores. On the Political Terror Scale, we find 6
Arab countries amongst the worst 20: the
Sudan, the Syrian Arab Republic, Somalia, Iraq,
Libya and Yemen, with the first two ranking in
the worst five countries overall. All in all, 16
Arab countries are ranked in the worst half of all
countries (180 with available data). The record
on women'’s rights is worse, with 8 countries
among the worst 20. Of all the countries with
data (173), 15 are in the worst half.

Disregard for human rights is perhaps most
blatant in the Syrian Arab Republic, where men,
women, children, detainees, the sick and
wounded, medical and humanitarian workers,
journalists, human rights defenders, and
internally displaced persons are all abused.
State and non-State actors treat civilians,
particularly those from other religious and
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ethnic groups, with brutality, and “victims of
torture and other cruel, inhuman or degrading
treatment languish in official and makeshift
detention facilities”."™

In Libya, rebels and forces loyal to the former
leader Muammar Qaddafi committed violations
of human rights and crimes against humanity.
The International Commission of Inquiry,
established by the Human Rights Council in
February 2011, cites murder, torture, enforced
disappearances and acts of sexual violence as
part of a widespread or systematic attack
against the civilian population by government
forces. Anti-government fighters carried out
extrajudicial executions, torture, enforced
disappearance and indiscriminate attacks
against civilian population.’*

In Yemen, fighting has taken a heavy toll of the
civilian population and led to breaches of
humanitarian law. Human rights violations were
occurring even before the conflict erupted, and
included alleged executions or threats of
execution of minors, and violence against
women and people of different religious

groups.'®

In the Gulf, there has been persistent
mistreatment of migrant workers, who
“experience decent work deficits and face abuse
and exploitation, including in situations akin to
forced labour”."® Similar problems are
prevalent in other States using the kafala
(sponsorship) system. In Lebanon, a survey
found that more than one third of women
migrant domestic workers had been physically,
sexually or verbally abused.™’

In several Arab countries, protests met with a
violent response from State security forces.
National and regional human rights bodies,
such as the Arabic Network for Human Rights
Information and the Office of the High
Commissioner for Human Rights, have tracked a
litany of human rights violations in the vast
majority of Arab countries.

In its latest annual report, Human Rights
Watch'® globally reviews human rights issues at
the country level and emphasizes the main
governance challenge:

“The once-heralded Arab Spring has given way
almost everywhere to conflict and repression.
Islamist extremists commit mass atrocities and
threaten civilians throughout the Middle East
and parts of Asia and Africa. [...] Many
Governments have responded to the turmoil by
downplaying or abandoning human rights.
Governments directly affected by the ferment
are often eager for an excuse to suppress
popular pressure for democratic change. Other
influential Governments are frequently more
comfortable falling back on familiar
relationships with autocrats than contending
with the uncertainty of popular rule. That
subordination of human rights is not only
wrong, but also short-sighted and
counterproductive. Human rights violations
played a major role in spawning or aggravating
most of today’s crises. Protecting human rights
and enabling people to have a say in how their
Governments address the crises will be key to
their resolution. Particularly in periods of
challenges and difficult choices, human rights
are an essential compass for political action.”



Ideally, commitments to human rights are
anchored in national constitutions, although de
facto protection of human rights can work even
without strong legal provisions, albeit mostly in
democratic systems with an independent
judiciary. Few countries in the region have gone
far with either approach, and policymakers
appear unable to translate core human rights
values into action.

In a region where traditional, discriminatory
views still predominate, abuses of women’s
rights are a particular cause for concern.
Progress in countries such as the Comoros and
Oman is overshadowed by the poor state of
women'’s rights in Iraq and Saudi Arabia.'®®
Although most Arab States are parties to the
Convention on the Elimination of All Forms of
Discrimination against Women, many maintain
reservations to it.'® Gender-based violence
remains a problem, and the “the status of
women and girls in the region continues to be
challenged by traditional discriminatory
attitudes and harmful practices”.'®"

Many constitutions in the region, such as that of
the Syrian Arab Republic, contain provisions on
human rights and equality, but they are
frequently ignored or violated in practice.

C. Roads to 2030

The report uses the WGI to project two possible
paths to 2030 — a business-as-usual scenario
and a vision scenario. A variant of benchmark
country comparison and forecasting is used,
where the Arab countries are compared to
benchmark countries that either failed to
improve their WGI between 1996 and 2013 or
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improved them considerably. In the business-
as-usual scenario, each Arab country was
compared with benchmark countries with
deteriorating governance, and in the vision
scenario, with improving governance. The
average slope of deterioration or improvement
of the benchmark countries was used to project
the expected degree of deterioration and
improvement for Arab countries between 2015
and 2030. The benchmark countries were
selected based on income per capita and

oil riches.

There are caveats to any benchmarking
exercise, such as: (a) is the governance quality
measured the same in all countries; (b) does it
correlate well with income per capita; (c) is what
constituted good governance in the past valid
for the future; and (d) how do external factors
affect progress on governance?

Governance indicators also rely on different,
mainly subjective, data sources, so the
evaluation of governance in different countries
is dependent on their culture. Nevertheless, that
does not influence the dynamics we are
interested in extrapolating. Although, in the
past, the Arab region constituted an exception
to the general rule that suggests that the quality
of governance is correlated with per capita
income (figures 3.5 and 3.6), that does not
preclude benchmarking the countries on the
basis of income per capita as well, as a proxy
for a variety of economic and developmental
variables. All WGI comparisons and matching
exercises are relative. Exogenous factors are not
taken into account, as there is no meaningful
way to determine such shocks in the future.
Forecasts for all six governance indicators are
examined below.
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Beyond Kuwait, Oman, Qatar and the United
Arab Emirates, control of corruption in the
region is poor. In individual countries,
corruption is expected to progress to -0.2 under
the vision scenario, or deteriorate to -1.15 under
the business-as-usual scenario by 2030,
depending on the rigour of reform. Figure 3.7a
depicts the projections. Starting at a level of -0.6
in 2013, countries would need to increase
institutional control and overall accountability,
and break the tight ties between businesses and
people in power to attain the -0.2 level. If they
persist with business as usual, corruption will
reach even more depressing levels.

Figure 3.7b splits the region into different
country categories. In the conflict-affected
countries and LDCs (the Comoros, Djibouti, Iraq,
Libya, Mauritania, Palestine, Somalia, the
Sudan, the Syrian Arab Republic and Yemen),
the failure to undertake serious efforts to
combat corruption will have devastating
consequences. Under business as usual, on
average, conflict-affected countries might
deteriorate to a level of -1.7 by 2030. Such high
levels of corruption are currently experienced
only in sub-Saharan African countries with
extremely low levels of development, high
poverty, low education, civil conflict, and low
overall growth. Similar concerns can be
envisaged in low- and medium-resilience
countries, such as Egypt, Jordan, Lebanon and
Tunisia. Based on projections, it is possible for
such countries to perform relatively better, and
reach 0.03 in 2030. But if no structural reforms
take place, corruption will intensify, pushing
their score down to -0.8 by 2030. Projections for
higher-resilience countries show that, by 2030,
they can advance in fighting corruption,

reaching an estimated score of 0.3. Corruption
could worsen if no structural public sector
reforms take place.

The effectiveness of government in the Arab
region could reach acceptable levels by 2030,
performing at almost -0.3, if countries improved
institutions, public administration, infrastructure
and public financial management. Without
concerted efforts, the situation could deteriorate
drastically (figure 3.8a).

There is little room for effective public policy in
conflict-affected countries, such as Iraq, Libya,
the Syrian Arab Republic and Yemen, and the
emphasis in countries such as the Comoros,
Djibouti, Mauritania, Palestine and the Sudan
is on humanitarian issues. Even in the best of
scenarios, such countries might score only
-0.9 for effective government by 2030

(figure 3.8b). If the political situation continues
to worsen, quality will plummet as low as -1.5.
If low- and medium-resilience countries slip
into conflict in the coming years, they could
find themselves on a par with countries
affected by conflict today. Higher-resilience
countries that improve institutions and
administration could reach a level of 0.3. States
such as Saudi Arabia and the United Arab
Emirates have recently taken measures such as
e-government programmes to streamline
bureaucracy. Additional work is required to
avoid the risks of deterioration presented in
figure 3.8, however.

Political instability affects the entire region. If
the situation continues on its present path, the
results could be catastrophic (figure 3.9). There
is little sign of a potential positive turn in events



Figure 3.7 Corruption
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Figure 3.8 Government effectiveness
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in the near future. Low- and medium-resilience
countries, such as Jordan and Lebanon, are
under constant threat of contagion from
conflicts along their borders, and could
experience a significant increase in instability by
2030. The situation in higher-resilience
countries, especially Morocco, could improve by
2030. Indeed, if they manage to avoid internal
turbulence, they might well be in a position to
help low- and medium-resilience and conflict-
affected countries to address political tension
and terrorism.

Regulatory quality in the Arab region is
inadequate and much must be done to
promote competition, industrialization and
financial sector flexibility, ease the conditions
for doing business, set effective tax rates, and
improve environmental sustainability. Failure

Figure 3.9 Political instability
a. Gap analysis
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Figure 3.10 Regulatory quality
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The indicator for rule of law starts off at a low
level of -0.72 in 2013 (figure 3.11a). The region
could reach 0.05 by 2030, but only if countries
strengthen and improve the quality and
responsiveness of law enforcement institutions.
Conflict-affected countries need to rebuild the
judiciary and other law and order institutions,
possibly through extensive national dialogue.
To reach a level of around -0.5 by 2030, they
would need to do much better than they are
doing now (figure 3.11b). Failure in that regard
could encourage the rise of competing factional
powers, with each jurisdiction ruled by a tribal,
religious or militia government.

Low- and medium-resilience countries could
even overtake higher-resilience countries and
reach a level of 0.5 in 2030. To do so, they
require more reforms to reduce political
interference in the judicial system and improve
access to justice. They should also strengthen
law enforcement, contract execution and

property rights in order to avoid a potentially
major deterioration under the business-as-
usual scenario. Higher-resilience countries
have excellent potential to progress by 2030,
given the current quality of rule of law. Further
reform could propel them to a score of 0.42,
but inaction could induce a decline to -0.5

by 2030.

The region can hope to catch up with the rest of
the world in terms of voice and accountability
only through concerted efforts to strengthen
democracy, freedom of speech, free media,
checks and balances, and political participation.
With the right reforms, the region might
advance to -0.6 by 2030 (figure 3.12a). Failure to
act would be harmful, especially at a time of
growing militarization. Unfortunately, political
turbulence encourages people to assume that
stability should take precedence over progress
towards democracy. The region might drop to
-1.7 in 2030 without democratic reform.
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Figure 3.11 Rule of law
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Figure 3.12 Voice and accountability
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Among conflict-affected countries and LDCs, the
status quo will lead to a level as low as -1.81 by
2030 (figure 3.12b). Efforts to move towards
democracy, daunting as they may appear,
would help such countries to advance to -1.1.
Low- and medium-resilience countries could
reach -0.5 by 2030 with additional initiatives to
enhance democratic institutions and checks and
balances. Without these, they could be dragged
down to -1.3. Higher-resilience countries,
especially GCC countries, could reach -0.7 if
they pursued reforms linked to transparency,
accountability and political participation.
Remaining on their current path, however,
would take them to a score as low as -1.5.

D. Policy recommendations

The policy recommendations set forth
hereunder are rooted in the Charter of the
United Nations and the Universal Declaration of
Human Rights.

Governance is part of the 2030 Sustainable
Development Agenda (Goal 16) and also figures
in the discussion of Arab States playing leading
roles in setting the 2030 Agenda.

Tracking progress in Arab countries, especially
those in transition, on democratic governance is
also important. Specific issues to be monitored
include the following: constitutional reform;
effectiveness of institutions; status of women;
human rights; political transformation;
instability and conflict; economic management;
and public service provision.'®

The political, economic, social, and
environmental considerations in individual
countries are more complex than the three
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broad country categories set forth in this report
might suggest.

Achieving high and sustainable growth and
inclusive development will be challenging,
especially for those Arab countries that are not
rich in natural resources. Only 13 countries have
achieved growth rates of 7 per cent or higher
annually for over 25 years, namely Botswana,
Brazil, China (including Hong Kong), Indonesia,
Japan, the Republic of Korea, Malaysia, Malta,
Oman, Singapore, Taiwan and Thailand. Their
success cannot be attributed to any one set of
policies, but they have had capable
administrations committed to growth and
economic inclusion, not as an end in itself, but
as a means of managing the benefits of
development and distributing them throughout

society.'®

Almost half of those countries set up ‘reform
teams’ of technocrats who reported directly to
top national decision makers. They have been
mainly responsible for developing inclusive
development strategies, formulating and
harmonizing policies across different sectors,
liaising with donors, coordinating with the
private sector, ensuring the effective
implementation of policies, and formulating a
vision for the future. Countries with sustained
high growth rates have made serious efforts to
combat corruption.

There can be no one-size-fits-all
recommendation but the ‘reform teams’
approach provides one option where there is
sufficient political will. All governance reform
plans need to include elements from each of the
four dimensions: good quality governance
across the board; political systems conducive to
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development; participatory political systems;
and human rights.

Conflict-affected countries and LDCs have the
worst indicators, under the business-as-usual or
vision scenarios. They need to work on basic
improvements, first in terms of security and
stability (political stability is the dimension of
governance on which they have the lowest
scores), and then address legal, political and
economic institutions. Low- and medium-
resilience countries could advance considerably
on all indicators except political instability by
2030. Higher-resilience countries start with
average or above average values for all
indicators but voice and accountability, and
could improve on all of them. They are likely to
remain below average on voice and
accountability unless they make significant
reforms, such as to end exclusion and protect
free speech.

1. Strong State institutions leading to good
governance

Higher-resilience and low- and medium-
resilience countries need to move towards a
competitive political environment and
implement public accountability reforms and
anti-corruption initiatives as part of poverty
reduction strategies. Such reforms could include
regulation of financial disclosure, conflict of
interest, freedom of information and formal
immunity provisions. Other reforms could:
improve the running of State-owned
enterprises; reform public administration;
stimulate formal labour markets to provide
more employment, especially for youth and
women; foster entrepreneurship and a business
climate with reliable rules; and mitigate the

impact of economic migration on education,
health systems and housing.

Conflict-affected countries should, after bringing
conflicts to an end, replicate, in the medium
term, measures taken by the other two groups
in the short term. In the short term, they should
also help displaced populations, rebuild
education and health systems, provide housing,
and focus urban agendas on the provision of
shelter, water and sanitation, and social
infrastructure.

Over the medium to long term, all countries
should launch inclusive growth strategies based
on broad consultative processes, rather than
relying on the advice of small groups of experts.
Management of public finances must be
reformed, and the gaps revealed by public
expenditure and financial accountability
assessments addressed.

Open budget processes that are consistent and
transparent are less susceptible to petty theft,
patronage in funding allocation and general
misuse of public assets, and are more
responsive to demands from citizens. Budget
formulation remains fragmented in many Arab
countries. The split in competencies between
ministries of planning and ministries of finance,
for example, may be justifiable in order to
protect development expenditure, but it could
hamper a comprehensive overview of

public finances.

An open budget process should entail ensuring
full integration of recurrent and capital budgets;
introducing a medium-term perspective to
inform annual budget planning; and presenting
a comprehensive and clear budget that is



closely linked to policy, for instance by means of
a budget strategy paper at the outset of the
budget calendar.

Statistical offices and analytical capacity need to
be expanded to provide more in-depth
economic analysis. A number of missing core
indicators, particularly those concerning
conditions of work and informal employment,
should be assembled. Data on company, real
estate and land ownership should be collected
and made publicly available online.

The independence of the judiciary must be
ensured, antitrust laws enforced and
independent regulatory and legal frameworks
strengthened. Regional support initiatives can
reinforce national governance, particularly in
natural resource-based economies. Online
initiatives such as Publish What You Pay and the
Extractive Industries Transparency Initiative can
help policymakers in striving for greater
transparency.

Transparency can be increased through
packages linking legislation and data provision.
One example is Project Transparency, run by
Slovenia’s Commission for the Prevention of
Corruption. It increases public accessibility to
information regarding Government-private
contacts by providing a list of contacts with
lobbyists, the financial status of members of
the Commission and, most importantly, a free
online application called Supervizor
(Supervisor). It provides information on
business transactions between public bodies
and private firms and other entities, thereby
greatly enhancing the transparency of financial
flows between the public and private sectors,
contributing to the more efficient use of
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public finances and limiting systemic
corruption.'

National anti-corruption commissions should be
set up and appropriate legislation passed.
Government officials should be required to
declare their total wealth and financial interests
to such commissions at the start and end of
their terms in office. Discrepancies unaccounted
for would then be investigated.

Better governance of the financial sector would
allow for more competition in the banking
sector by permitting foreign banks to enter
domestic markets, since they are often the first
vehicle for FDI. This should not, however, be
equated with total financial liberalization. Moves
to free up the sector should remain consistent
with a wider macroeconomic strategy, but FDI
should not be associated with loose
environmental regulation. Studies have failed to
demonstrate that weak environmental
regulation attracts FDI. Rather, it tends to result
in a race to the bottom.'®

Stricter disclosure rules, a legal framework
guaranteeing the independence of central banks
and stronger supervisory powers will also lend
solidity to the financial system. Credit
concentration needs to be reduced gradually,
and banks exposed to high credit concentration
risk should be subject to additional

capital requirements.

The poor performance on lending in the Arab
region underlines the need to build a stronger
framework governing collateral and bankruptcy.
Better access to credit history through public
credit registries or private credit bureaus should
be promoted in order to encourage disciplined



62

borrower behaviour, reduced information
asymmetries, and improved analysis of credit
risk among banks. Protecting investors at the
corporate governance level, such as through
enhanced transparency or shareholder rights,
improves the revenue and profit performance of
firms by discouraging the use of corporate
assets for personal gain. Tightening bankruptcy
regulations can help prevent premature
liguidation. Bankruptcy proceedings should be
shortened and the recovery rate for creditors
improved.'®

The region can do much to improve operational
governance. Streamlining processes for
obtaining electricity grid connections,
construction permits, paying taxes and starting
a business, and cutting the time lag and costs of
such processes, would encourage private
sector-led investment and growth.®’

Financial oversight bodies need to be
strengthened. Security market regulations can
spur competition by establishing caps on the
size of allocated bids and opening non-
competitive auctions to large public-sector
funds in order to enhance control of debt
among investors.

Inclusive decision-making in industrial policy
can be reflected in consultation with the
business community, and inter-agency
coordination would support more effective
planning. Horizontal industrial policies, which
are long-term in nature, should be favoured
over vertical ones, as they tend to adjust more
easily to changing economic conditions.
Everything possible should be done to level
playing fields across industries, increase
transparency, and discourage backroom politics

and the formation of lobbies intent on keeping
acquired privileges.

2. Development-friendly political systems

Winston Churchill once said: “It has been said
that democracy is the worst form of
government, except for all those other forms
that have been tried from time to time.” "%

The emergence and survival of democracy
depend on many factors, and democracy itself
takes a variety of forms. The institutions
conducive to development have to evolve at the
same pace in order to facilitate transition from
one political system to another.

In the short term, initial measures for higher-
resilience and low- and medium-resilience
countries, especially those rich in natural
resources, include application of the rule of
law to all, without exception, and strengthened
checks and balances in order to foster
accountability for financial windfalls acquired
through natural resources. Those checks and
balances will enable a shift in higher-resilience
countries towards more participatory
government. High-income Gulf countries, in
particular, would be suited to such a
transition.

Low- and medium-resilience countries, conflict-
affected countries, and those with considerable
resources, should start by strengthening State
institutions, placing checks and balances on
the executive, fostering an independent
judiciary, and promoting professionalism
among public servants, before moving
gradually to more participatory forms of
democratic government.



Low- and medium-resilience countries in
transition should redesign administrative
processes and structures, and change the way
in which policymakers and citizens interact.

In the medium to long term, low- and medium-
resilience countries should replicate reforms
pursued by higher-resilience countries in the
short term, and conflict-affected countries
should follow the example of those undertaken
in low- and medium-resilience ones. Both
categories could look at additional options, such
as reforming political institutions.

All Arab countries should work on improving
access to information and fostering the
constructive exchange of views, including
through independent and pluralistic media. The
formation of political parties should be allowed.
Accountability targets should be set for the
public administration.

Any democracy should be inclusive and based
on equal citizenship irrespective of religion or
ethnic origin. Beliefs and religious rights for all
should be respected and protected by law. Arab
countries should aim for parliamentary
democracy with electoral systems based on
proportional representation. Institution-building
in transition should be complemented by the
forging of a national identity and with
involvement of the middle class.

Poverty reduction should also be an objective of
improved governance. The maximum possible
social benefits should be made available to
poorer classes, who also need more of a voice
in decision-making.
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The youth bulge in Arab populations requires
policies to improve education, especially at the
secondary level. Alternative training and
entrepreneurship should be fostered in order to
combat youth unemployment and give young
people hope for the future.

National infrastructure planning is needed to
prevent segregation and the build-up of slums
arising from internal and external migration.
Water, waste management, transport and
mobility, crime and law enforcement, land
tenure, social infrastructure, and urban planning
require nimble policy responses.

3. Participatory politics

In the short term, higher-resilience countries
should: review political institutions and how
citizens engage with them to contribute to
national development; redesign administrative
processes and structures to enhance interaction
between policymakers and citizens; allow the
formation of civil society organizations, political
parties and other forms of association, and their
participation in policymaking; encourage the
public to vote; and set measurable targets for
accountable public administration.

Low- and medium-resilience countries should
create a safe environment for peaceful
activism; build trust in political systems
through increased transparency; leverage the
“protest dynamic” to involve diverse
stakeholders in decision-making; and build civil
society capacity, in particular among
marginalized groups such as women

and minorities.
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In the medium to long term, low- and medium-
resilience countries should replicate some of the
reforms pursued by higher-resilience countries
in the short term, and conflict-affected countries
should follow the example of those undertaken
in low- and medium-resilience ones. Conflict-
affected countries should foster dialogue and
the political involvement of marginalized
groups, and improve access to information.

All countries need to tackle the scourge of
unemployment, ensure economic mobility,
establish equality before the law, fight
corruption, and guarantee fairer and wider
political representation.

4. Human rights

Compliance with human rights law should not
be seen as a constraint, but rather as way of
establishing a new contract between
Governments and people in order to promote a
human rights-based approach to sustainable
development.'®

Independent national human rights
commissions should be established and, where
they exist, their independence protected.
Human rights and international humanitarian
law should be respected by all. Higher-resilience
countries should step up efforts in the short
term to participate in and report to the main
international human rights treaty bodies, and
the other countries should follow suit in the mid
to long term. Measures to promote and protect
human rights and fundamental freedoms should
be taken at the regional level.

Arab countries should adopt frameworks on
corporate social responsibility to make sure that

multinationals and foreign investors comply
with human rights instruments.

Dealing with the aftermath of public uprisings in
which lives and/or property are lost, from the
point of view of the victims and a nation trying
to move forward to a better future, is especially
difficult. Proper planning is needed for
transitional justice; discussion on it should be
public, even during the conflict.

Transitional justice is a key tool for ending
conflict and allows for trades of immunity for
political change and an end to war.
“Mechanisms and tools of transitional justice
need to be selected with sensitivity to country
context. These measures include legal
frameworks for truth and reconciliation
commissions, judicial and non-judicial
processes of truth-seeking, punishment,
amnesty and reparations.”'°

E. Conclusion

Governance reforms should ensure the freedom
of all and respect for basic human rights,
safeguard future generations from war, and
guarantee the equality of men, women and
children.

Any policy mix should lift the quality of
governance and the prospects for durable and
fair development. It must be domestically
owned and its preparation should involve all
stakeholders, with the help of domestic and
international experts and organizations when
needed.

The precondition for governance reform across
the board is the cessation of hostilities.



However, even in case of occupation and
armed conflict, limited steps can be taken with
regard to respect for human rights, in the
cause of which as much internal, external and
public pressure as possible should be brought
to bear, and transitional justice. Frameworks
for transitional justice should be established
even during the conflict, so as to be ready to
start resolving frictions immediately after
hostilities cease.

Central to governance reform are the rule of law
and public accountability, which together can
help to promote a virtuous cycle of governance
improvement. The independence of the
judiciary is sine qua non, as is a participatory
political system, whereby the ability of the
people to choose and transparency act as
drivers for accountable government.

Governments emerging after uprisings, whether
they opt for a liberal democratic or more
centralized political system, should remember
that only independent and unbiased State
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institutions will lead to successful transition and
ensure their legitimacy. Public servants,
whether judges, security officials or
bureaucrats, must resist political pressure,
uphold the integrity of their offices, and
demonstrate by their actions that the role of the
State is to serve the interests of all in equal
measure.

This chapter does not suggest one-size-fits-all
recommendations for better governance, but
aims to encourage Arab leaders to move
forward to stronger, more inclusive,
professional and unbiased State institutions, to
the authority of which they themselves would
submit.

Keeping in mind the goals of protecting human
rights and, where need be, assisting with the
coordination of State and private activities,
ministries of planning and development should
act now, perhaps by creating national reform
teams, to launch, maintain and follow up on
country-specific governance reform initiatives.
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4. Transformational Growth

A. Introduction

Transformational growth is a cumulative
process in which economic actors and
technology evolve in so as to generate
continued innovation that, in turn, contributes to
the modernization of production and the
economy as a whole, and to the restructuring of
markets.""

This report sees transformational growth in
broad terms as the way forward for economic
development in the Arab region to 2030. In
looking at how to bring this about, it takes the
following considerations into account:

(a) Trade policy is not synonymous with trade
liberalization. The latter does not
necessarily bring about structural
transformation, nor has there been
consensus on whether trade openness
alone increases growth;

(b) Although capital accumulation can spur
innovation in high-tech industrial output, its
role in generating employment is not clear;

(c) A developmental State drives
transformation through policies designed
to shift the economy to higher value, high-
tech manufacturing, and
promote the necessary productive and
technological capacities;

(d) If the main purpose of economic policy is
to achieve human development, then
transformational growth should emphasize

the links between economic growth and
income distribution, as well as
development outcomes, such as poverty
reduction.’? This report’s principal
argument is that both the rate and the
pattern of growth are crucial for advancing
human capabilities.

In the light of the SDGs, this chapter argues that
structural transformation and economic
development should be based on a sustainable,
inclusive growth plan (goals 8 and 12), with the
end result being poverty elimination and lower
inequalities within and between countries (goals
1 and 10).

Forecasting structural transformation based on
extrapolations of average manufacturing shares
for a specific group of countries does not
provide precise delineations of economic
potential. In fact, using such averages tends to
amplify the degree of deviation of the
trajectories of structural transformation, and can
mask important differences among industries.'”
The report therefore considers subsectoral
dynamics where possible.

The vision it proposes for 2030 encompasses
the following main objectives:

e The Arab region’s economy will be
concentrated in more advanced sectors,
with higher productivity and value added,
benefiting workers and creating a broader



68

middle class. Policies will focus on
inclusive economic growth, the generation
of decent value-added jobs and the
equitable distribution of benefits across
society. Priorities will include: expanding
manufacturing and exports of non-oil
commodities; and generating higher
productive capacities. Complementary
policy reforms in areas such as trade,
investment, tax systems, science and
technology, enterprises, human-resource
training and upgrading, regional
development, providing social

transfers, and expenditure will

be critical;'*

e The lack of decent work is a major problem
in the region. In the long term, economic
growth will come with technological
advances, leading to economic
transformation with higher value-added
sectors, better jobs and higher wages;

e Environmental sustainability will be
fundamental to the welfare and, in some
cases, the survival of Arab societies. An
integrated policy model will draw upon
principles of economic growth, embracing
a new development model that relies more
on cleaner and more efficient energy
sources and the efficient use of accessible
water resources. It will be based on
sustainable production and consumption
patterns.

A distinction must be made between countries
rich in natural resources (mainly oil) with
ample fiscal space, and those that are resource
poor. This chapter classifies countries in those
two categories and argues that structural
transformation is essentially a process of
delinking from oil-led growth.

B. Structural transformation
and resource sustainability challenges

The Arab region has achieved relatively high
growth rates (7.7 per cent in the 1960s, 8.1

per cent in the 1970s, 1.4 per cent in the 1980s,
and 5.1 per cent in the 1990s and the first
decade after 2000), but without the
corresponding relatively equal improvements in
the well-being of most citizens. Crises and
political instability have devastated many
countries, with the poor and vulnerable often
suffering the most. Inequality has risen and
poverty levels are high.'”®

Aside from the destruction of development
gains in recent years, key economic
development challenges include oil dependence
and the concentration of economic activity in
informal, low productivity sectors. Structural
imbalances and employment deficits have
resulted from decades of “rentier” growth.
However, with low oil prices, even Saudi Arabia,
the biggest player in the Organization of the
Petroleum Exporting Countries (OPEC), may
have only five years of financial assets
remaining at the level of current spending.’”®
Other problems include complex trade
agreements, poor integration, insufficient
energy networks and growing scarcity of water
(for most countries) and energy resources (for
oil-poor countries).

1. Volatile growth, high unemployment and
fragile economic structures

Figures 4.1a and 4.1b show the economic
structures of oil-rich and non-oil-rich countries
since the 1990s. QOil, gas and mining dominate in
oil-rich countries. Non-oil-rich countries have



more diversified structures, but their share of
manufacturing is low. Overall, more than 30 per
cent of the region’s economy is reliant on
extractive industries."””’ Since 1990, in both
groups, the share of the service sector has
increased, while that of agriculture has fallen or
remained negligible. The ballooning “other
services” category includes high and low value-
added informal jobs, but is skewed to the latter.
Nevertheless, Egypt, Jordan and the United
Arab Emirates are listed among the top 20
countries in the world for the most accessible
offshore services, according to the Global
Services Location Index, offering high levels of
education, relatively strong technology services
and low costs."”®

The region’s lack of structural transformation
has made its productivity gains the slowest in
the world (figure 4.2). Between 1991 and 2012,
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the productivity growth rate barely exceeded

1 per cent, and was particularly low in oil-rich
countries. Although GDP growth in the 1970s
shot up by 8 per cent a year, it slowed in the
following decades, ranging from 1.4 per cent in
the 1980s to 5.1 per cent in the 2000s. Higher
growth rates, however, have not yielded larger
incomes equally for people in the region.

Growth in the Arab region has suffered from high
volatility, especially in low-income and oil-rich
countries. Conflict and political confrontation
have exacerbated this instability, particularly
since 2010. Today, Iraq, Libya, Palestine, Somalia,
the Sudan, the Syrian Arab Republic and Yemen
are in crisis. The influx of refugees has had a
negative impact on inflation, employment, the
fiscal deficit and the overall economy in Egypt,
Jordan, Lebanon and Tunisia, which also face
domestic political difficulties.

Figure 4.1 Sectoral shares of GDP in Arab countries (percentage)
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Figure 4.2 Productivity growth rate
(percentage)
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Conflict in Libya has damaged energy
installations and reduced refinery output,
undercutting business and consumer
confidence and reducing public resources. To
maintain living standards, the Government
spent 22 per cent of its 2014 budget on
subsidies; a pattern that cannot be sustained
without boosting oil exports.'”® Additionally, a
series of strikes and security breaches at oil
sites has hobbled the oil sector, resulting in an
estimated contraction of real GDP by 24 per cent
in 2014, in addition to a 13.6 per cent drop in
2013. Nominal GDP thus fell by half, from $82
billion in 2012 to $41.2 billion in 2014, as did
income per capita, from $12,800 in 2012 to
$6,600 in 2014. Throughout 2015, the real
economy was affected by the fighting,
destruction of physical capital and heavy
disruptions in the oil sector on which it relies.'®

In Yemen, a recent report shows that conflict
has led to a contraction in GDP of 12.9 per cent,

arise in inflation to more than 20 per cent and a
dire humanitarian crisis affecting 12.2 million.
With a 47 per cent increase of government
overdraft since December 2014, and no buyers
for central bank treasury bills, fiscal needs
greatly exceed the potential sources.™'

The Palestinian economy continues to suffer
because of the Israeli occupation. The 2014
military operation in the Gaza Strip caused
major human and economic losses. The
destruction of tunnels on the border with Egypt
has further crippled the economy.

In Iraq, conflict has wiped out generations of
economic achievements. If the security situation
continues to deteriorate, especially in the
Mashreq, the repercussions for the regional
economy will be grave.

High unemployment, a lack of decent work and
low wages are hallmarks of the Arab labour
market (figure 4.3). The region had the highest
overall unemployment in the world before
2010, and conflicts since then have
exacerbated the situation, even in countries not
directly affected. At the end of 2014,
unemployment reached 11.6 per cent among
Saudi nationals in Saudi Arabia, 12.9 per cent
in Egypt, 12.3 per cent in Jordan and 9.7 per
cent in Morocco." The supply of skilled labour
is relatively high but demand for it is low,
given that most investment is directed at the
capital-intensive oil sector, low value-added
services, construction and real estate.

By 2013, youth unemployment in the region far
exceeded the world average of 13 per cent, with
30.2 per cent in Arab countries in North Africa
and 28.3 per cent in the rest.'®
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Figure 4.3 Unemployment rate across regions, 1992-2013 (percentage)
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The regional average of jobless young women
was 46.1 per cent, compared with 24 per cent
for men. In several countries affected by the
post-2010 crises, particularly in North Africa,
unemployment shot up in 2012 and 2013.

Around 60 million jobs need to be created by
2030 even if the current low rate of women’s
participation in the labour market continues.'
Increasing their participation rate in line with
developing country average raises the number
to almost 100 million." Those estimates do
not take into account recent violence in the
region. Investment would have to rise to
around 50 per cent of regional GDP to provide
jobs for everyone and increase women’s
labour force participation from 17 per cent to
35 per cent.'®

2. Water scarcity and energy abundance

Water resources in the Arab region are scarce.
Half of its population faces water stress and
scarcity because of infrequent rainfall, high
levels of vaporization and droughts. With the
population expected to increase to 500 million
by 2025, water availability per person is
expected to fall by 50 per cent by 2050."® In
2011, average water availability per capita
reached a worrying rate of 743.5 cubic metres
per year, below the water poverty line of 1,000
cubic metres. Twelve Arab countries face severe
scarcity at 500 m3, and seven have an average
availability of 200 m*.'® Annual precipitation is
less than 1,000 mm across all 22 Arab countries,
and less than 100 mm for GCC countries,
excluding Oman.



72

Renewable freshwater resources, measured

per capita, are only one tenth the world average
and expected to decline by one third by 2025 as
a result of population growth and climate
change. Nearly 90 per cent of the region lies in
arid, semi-arid and dry sub-humid areas. Arable
land per capita is rarer than anywhere else in
the world, ranging from as low as 0.01 hectares
in Palestine to 0.36 in the Sudan.' On average,
land for agricultural production declined from
0.24 hectares to 0.16 hectares per capita
between 1990 and 2012. By 2050, arable land is
projected to reach 0.12 hectares per capita, a fall
of 63 per cent from the 1990s."® Land
degradation and desertification are daunting
problems. About three quarters of agricultural
land has been affected by degradation,’’
including soil erosion and salinity, which will be
further exacerbated by climate change.

Moreover, freshwater supplies in many
countries originate outside their territory,
leaving them vulnerable to upstream dam
construction or redirection.'?

Seven Arab countries use water at rates
exceeding renewable supplies, and most
countries waste resources. GCC countries have
the highest per capita consumption of
domestic water in the world, namely more
than 50 per cent more per person than in the
United States. Waste in urban systems, due to
water withdrawn but not used for agriculture,
is 40-50 per cent.'®® Pollution from domestic,
industrial and agricultural waste is a further
threat.”® Annual freshwater withdrawal is
intensifying pressure on scarce supplies,
which are diminishing in most countries
(figure 4.4).

Figure 4.4 Total annual freshwater withdrawals (billions of m®)
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Figure 4.5 Primary energy use per capita
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Agriculture accounts for more than 80 per cent
of the region’s freshwater consumption, and
that figure is expected to increase by a further
40 per cent by 2020. The region has failed to
meet its water-related MDGs. Around 15 per
cent of the Arab population lacks access to

improved drinking water sources and 18

per cent lacks access to improved sanitation
facilities.”®® To reduce water consumption, some
Arab countries have resorted to importing food
or producing it abroad, thereby raising concerns
about food security (chapter 5).
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Arab oil and gas producers, particularly the
GCC countries, consume more primary energy
per capita than most other parts of the world.®
There are wide disparities in energy
consumption within the region. Although more
than 99 per cent of the Arab population has
access to modern energy services, 48 per cent
of the population in Yemen, 65.5 per cent in the
Sudan and 11 per cent in Kuwait do not."”’
Almost one fifth of the 370 million people in
the region rely on non-commercial fuels for
various energy uses.'®® In 2013, Qatar
consumed 15,020 kWh of electricity per capita,
while the Sudan and Yemen consumed less
than 212 kWh."®®

Primary energy use per capita in the region is
increasing faster than in the rest of the world
(figure 4.5), except for East Asia and the Pacific.
Arab countries importing fossil fuels face
growing demand for energy at high prices. Fossil
fuel exporters are using national supplies to meet
energy demands, thus reducing export stocks.

Some have now found that domestic demand
outpaces production, creating a gap that must
be filled by imports. Kuwait and Dubai import
liquid natural gas from Gulf and other countries,
as increased electricity demand in the summer
has outstripped their natural gas production.
Algeria, Iraq, Libya, and GCC countries, are the
most energy intensive in the region and among
the most energy intensive in the world. Bahrain
and Libya, for instance, have five times the
energy intensity of Hong Kong and more than
twice the intensity of most non-oil-rich and
European countries.

Energy inefficiency is increasing, making the
region the only one where energy intensity rose

from 100 kg of oil equivalent per $1,000 in GDP
in 1990 to almost 116 kg in 2011. East Asia and
the Pacific, the only region that has outrun the
Arab region in consumption growth of primary
energy, witnessed a 43 per cent decrease in
energy intensity.

Energy in the Arab region is produced almost
entirely from fossil fuels, with little
diversification since the 1990s. As a percentage
of total primary energy supply, fossil fuels
increased from 94.5 per cent in 1990 to almost
95 per cent in 2013.2°° The Arab region provided
48 per cent of global energy subsidies and
continued to use environmentally harmful and
non-renewable energy sources.?"

A regional shift to renewable energies would
help to eradicate poverty through increased
access to energy. Improving access to energy,
particularly in a region where around half of all
countries have a rural electrification rate below
50 per cent, would provide a lever for future
economic growth.?? In energy importing and
exporting countries, fossil fuel reliance,
inefficient energy consumption and increasing
demand threaten energy security.

C. Future scenarios: transformation
or stagnation

This section projects the future growth,
productivity and employment prospects of Arab
economies by presenting two growth scenarios:
business as usual and Vision 2030. The
transformational growth narrative is based on
practices that have influenced past growth in
developing economies. Given the set-up of the
model used in this chapter, most of the



projections are until 2025, although some
extend beyond 2030. They are, nevertheless, in
line with Vision 2030 and the strategic planning
necessary to achieve it.

1. Choice of transformation

In a typical developing economy, structural
transformation takes place over a long period.
Progress is measured by changes in the relative
contributions of different economic sectors,
typically involving a decline in the share of
agriculture and increases in importance of
industry, services and manufacturing.?® A key to
the Arab transformative economic vision will be
identifying the kinds of manufacturing and
services, and subsectoral activities that will
drive growth.

Past experience can offer insight. In successful
East Asian economies, increases in the overall
share of manufacturing were matched by a
decline in two activities known for their lower
value-added and productivity growth, namely
the textiles and food industries (figure 4.6a). In
Malaysia and the Republic of Korea, machinery
and other manufacturing activities, which
include high-tech consumer durables, constitute
the bulk of manufacturing output.

Manufacturing activities benefit from economies
of scale and can therefore rapidly increase
output, but they can also quickly exhaust their
ability to create jobs. Over the past two decades,
jobs in developing countries have been created
mostly in the service sector,?® but with varying
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results. Employment and productivity growth in
the service sector occurred simultaneously in
the successful economies of East Asia and the
Pacific; for the rest, jobs were created at the
expense of efficiency.

Although most countries increased their
services share, there are different pathways to
structural transformation. The Republic of
Korea, unlike the other countries, increased its
share of construction, which is generally a low
value-added sector, and saw a significant
reduction in its social services share.
Malaysia, however, increased its share of
social services, wholesale and retail trade and
tourism. The latter stagnated in Tunisia and
declined in the Republic of Korea. All three
countries, however, increased their share of
transport, communication and financial
services, which are generally assumed to
include a higher concentration of high value-
added service activities. The combined share
of these high value-added services has, in
most cases, greatly exceeded the average
growth rate for all other services, as
illustrated in figure 4.7.

Arab countries do not necessarily need to
pursue the same path. However, it is not
sufficient to promote manufacturing growth
without clearly identifying leading industries
and considering how their expected
contributions will drive shares of aggregate
sectors. Economic planners must also

focus on subsectors and activities

within them.
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Figure 4.6 Manufacturing
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Figure 4.7 Service activities
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2. The macroeconomic model
(a) Model components

The three main components that underpin the
business-as-usual and vision scenarios are
political stability and good governance (chapter
3), manufacturing-led growth and regional
integration (chapter 6).2%°

Studies on the growth impact of governance
shifts have shown that a 1 per cent increase in
the standard deviation of a governance indicator
on institutions results in a 1.9 per cent increase
in the growth rate of total output.?®® With regard
to manufacturing-led growth and structural
transformation, this report argues, in the light of
the East Asian experience (box 4.1), for the
promotion of emerging industries, capital
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subsidies, public investment, and research and
development. Greater regional integration offers
enormous growth potential for the Arab region.

This modelling exercise divides Arab countries
into three groups: the Maghreb, GCC countries
and Mashreq. Egypt is dealt with separately,
given its demographic weight. However, due to
the nature of the analysis, much of the data
presented is displayed using other country
groupings, or at the individual country level.

(b) Business-as-usual scenario

The business-as-usual scenario is based on
the assumption that the region’s lack of
political stability will continue, negatively
affecting production, governance and
public investment.

Box 4.1 What Arab countries can learn from East Asia

Asian policymakers nurtured infant and other industries that would have failed if left to the free market. Amsden”
points out that government intervention “led the market”, which was “getting the prices wrong” on its own. She
suggests that interventionist features can be viewed as a natural response to late industrialization, when
enterprises in developing countries have to compete with more technologically advanced firms in developed

countries.

The Asian approach comprises the following four main features:

(a) Massive public investment: growth was supported by a significant increase in savings and investment rates

driven by public investment;

(b) Protection of emerging industries: their technological development was assisted, allowing them to produce

globally competitive products;

(c) Capital subsidies and targeted credit for productive sectors: capital subsidies granted exporters access to
raw materials and technical equipment at the lowest cost, while directed lending policies, monitored by
specialized financial authorities, were crucial in achieving export goals;

(d) Research and development as a central driving force of innovation: manufacturing support policies
accompanied higher levels of spending on research and development.

* Amsden, 2001.
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Public investment will shrink by about half in
Egypt, the Maghreb and the Mashreq, as weaker
financial positions will limit their ability to
borrow in international markets and cause
interest rate hikes. Most of those countries, with
the exception of Algeria and Libya, already
suffer from limited fiscal space. Continued
instability could result in populist spending
policies with little return on productivity.

GCC countries, which enjoyed inflated financial
surpluses from higher oil prices in the past and
can still finance their fiscal expenditures
through accumulated oil funds regardless of
price falls, will keep their investment rates at
levels predating the Arab uprisings, so as to
sustain economic activity and contain any
potential social unrest. Spending on research
and development and policies to protect
manufacturing-led growth will be stifled, while
further fragmentation in the region will drive up
the cost of shipping between Arab countries by
about 50 per cent (table 4.1).

(c) Vision scenario

The vision scenario assumes conditions that will
enable an economic take-off. First and foremost,
armed conflict will cease in 2016, governance will
improve and regional integration will deepen.

Qil-producing countries will increase public
investment rates and achieve strategic growth
objectives (table 4.1). Public investment will rise
by about 50 per cent in GCC countries, Algeria
and Libya, and by 20 per cent in Egypt. The
Mashreq’s limited fiscal space and large public
debt in some countries, such as Jordan and
Lebanon, will hinder additional investment, so
rates will remain at the same level as before the

Arab uprisings. Declines or increases in public
investment are necessarily always viewed as
relative failures or successes. However, under
this model and due to the needs of the region,
increased public investment is seen as

strictly positive.

To drive industrialization, oil-producing
countries will back investments in
manufacturing to achieve a competitive
advantage in international markets. Spending
on research and development will increase by
up to 50 per cent in all Arab countries as a result
of a regional initiative to fund an Arab strategy
for joint research and industrial development.
Arab countries will adopt uniform standards to
protect emerging industries and provide them
with appropriate public support.

From 2015 to 2025, the region will reap growth
benefits, but the main focus will be on reforming
institutions by putting in place better economic
governance structures and implementing
regional integration. Those measures will not
yield immediate results. Investment in scientific
research, for instance, even if properly linked to
industrial capacities, will take years to translate
into productive sector competitiveness. Likewise,
governance reforms cannot be implemented
overnight; a shift in behavioural attitudes and
accountability systems will occur gradually.

A more pronounced structural transformation
will thus take place between 2026 and 2035.

Countries with financial abundance, mainly GCC
countries, or those able to secure the necessary
funding to advance rapid industrialization and
regional integration, will initially lead progress.
That does not, however, exclude industrial
policy support in the non-oil-rich countries,



where active macroeconomic policies should be
encouraged. It will depend on the measures
they take and their ability to attract foreign
capital, including from GCC countries.

In short, the first development decade of Vision

7

©

structural transformation outside GCC
countries. The focus will be on regional
integration policies to align incentives and
business environments. Spillover effects from
early movers in GCC countries are expected
to produce a regional development domino

2030 will be one of adjustment, with little

effect.

Table 4.1 Main assumptions of the business-as-usual and vision scenarios

Component

Second

Governance

Countries
Maghreb
GCC
Egypt

Business as usual
Significant decline
Medium decline

Significant decline
Maghreb 50 pgrpentdecllne in
public investment

Egypt 50 per cent decline in
public investment

Mashreq
No support

Public
investment

<
o
»
=5
o

Maghreb
GCC
Egypt
Mashreq
Maghreb
GCC
Egypt
Mashreq
Maghreb
GCC
Egypt
Mashreq

Investment
support

Research

No change
and development I

Protection of
emerging
industries

No change

Maghreb . .
50 per centincrease in

transport costs
between Arab
countries

Regional G
integration

o
o

Egypt
Mashreq

Vision 2030
Significant improvement
Medium improvement
Significant improvement

Medium improvement

50 per cent increase in public investment

20 per cent increase in public investment
10 per cent increase in public investment
Support investment in manufacturing
sectors by approximately 10 per cent

No support

Increase expenditures on research
and development

Customs protection policies
for all Arab countries

Decrease of transport costs
between Arab countries by 50 per cent

Arab Customs Union

Adopt an integration policy
to meet labour demands

Source: Authors.
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3. Macroeconomic model results
(a) Economic growth

In the business-as-usual scenario, the absence of
regional integration and poor governance will
lead to a drop in growth of GDP, with the
greatest burden borne by non-oil-exporting
countries (figure 4.8). By 2025, non-oil-producing
countries will have an average growth rate of
around 3 per cent, and oil producers will lag
behind with a growth rate below 2 per cent.

In the vision scenario, economic growth doubles
for the region as a whole and is relatively
equally distributed between oil-producing
countries, which will grow at an average annual
rate of 6.2 per cent, and non-oil-producing
countries (6.1 per cent).

Poor economic performance in the business-as-
usual scenario will lead to a modest 26 per cent
increase in total regional GDP (figure 4.9), with
the lowest growth in Bahrain and Saudi Arabia.
The vision scenario produces an 85 per cent
increase in total regional GDP.

These growth projections have implications for
the size of the income gap between Arab
countries and the rest of the world. Figure 4.10
shows the ratio of per capita GDP in both
scenarios in the Arab region compared to the
per capita GDP of a selected country. In the
business-as-usual scenario, the gap continues
to widen. In the vision scenario, the gap
narrows, especially in comparison to Turkey.
Only in China does projected growth exceed
that of Arab countries even in the vision
scenario.

Figure 4.8 Growth rate in the Arab region, 2015-2025

a. Non-oil-producing countries

=== Business as usual —\[isiOn

> =3
= = =
o~ o b==1

i
i
0%
04
005

=
=
=
o~

Y
2019

b. Oil-producing countries

= BUsiness as usual m—\/isiON

é

2015
2016
0
2018
2019
00
a0
02
202
04
0%

Source: Authors’ calculations using the Mirage Model (Bchir and others, 2002).

Note: Averages are GDP weighted. Non-oil-producing countries are Egypt, Irag, Jordan, Lebanon, Morocco, Tunisia and Yemen; and oil-producing
countries are Algeria, Bahrain, Kuwait, Libya, Oman, Qatar, Saudi Arabia and United Arab Emirates.



81

Figure 4.9 GDP increases at the national level, 2015-2025 (percentage)
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Figure 4.10 Per capita GDP in Arab countries compared with other countries
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(b) Employment

Under the business-as-usual scenario, faltering
employment demand, internally due to low
growth and externally due to poor regional
integration, will raise the regional
unemployment rate by around 8 per cent. Non-

oil-exporting countries will be more vulnerable,

with unemployment reaching 21 per cent for
unskilled labour and 18 per cent for skilled
labour. In oil-producing countries,
unemployment in both categories will reach 14
per cent and 13 per cent, respectively. In the
vision scenario, productivity enhancements
and increased demand for Arab labour in oil-
exporting countries will enable the region to
reach full employment by 2025.

In the business-as-usual scenario, Saudi
Arabia and Egypt will record the largest

increases in unemployment: 8.8 per cent and
6.75 per cent for unskilled workers, and 7.38
and 6.02 per cent for skilled workers,
respectively. In the vision scenario, Tunisia
and Egypt will record the largest drops in
unemployment, by -10.89 per cent and -7.74
per cent for unskilled workers, and -11.12 per
cent and -7.19 per cent for skilled workers,
respectively.

(c) Productivity, trade and sources of growth

Productivity growth will decline in the
business-as-usual scenario, particularly in GCC
countries; Bahrain, Qatar and Saudi Arabia will
record negative total productivity growth
between 2015 and 2025. Conversely, in the
vision scenario, productivity enhancement will
be noticeable in all countries, particularly in
the Maghreb.

Figure 4.11 Unemployment rates for non-oil-producing countries
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Figure 4.12 Unemployment rates for oil-producing countries
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Figure 4.13 Percentage change in unemployment rates by 2025
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Figure 4.14 Productivity growth and intra-Arab exports
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Figure 4.14a shows the gains in productivity
growth in the vision scenario. Arab countries
will benefit from regional trade policies that
give maximum preference to products
manufactured in the region. Figure 4.14b
shows the ratio between intra-Arab exports for
both scenarios. Slower productivity and
economic growth in the business-as-usual
scenario will obviously translate into a decline
in exports. Under the vision scenario, exports
will rise by more than 200 per cent in several
countries. Saudi Arabia will nearly triple its
exports to Arab countries by 2025. Qatar and
the United Arab Emirates will increase exports
to Arab countries by 290.8 per cent and 241.2
per cent respectively. The rest of the Arab
Mashreq, Egypt, Morocco and Tunisia, given
their more diversified economic base, will
more than triple exports to Arab countries, as
compared to the business-as-usual scenario.

When analysing growth sources, as shown in
figure 4.15, productivity differences explain
much of the gap between the vision and
business-as-usual scenarios (1.7 percentage
points). In the vision scenario, the
manufacturing sector (industrial policy) is the
most important growth driver in oil-exporting
countries; it contributes 2.3 per cent of
additional growth per year. In oil-importing
countries, its contribution will be far lower (0.2
percentage points); this is offset by the higher
contribution of improved governance indicators,
which raises growth by about 1.2 per cent
compared to 0.2 per cent for oil-exporting
countries.

(d) Structural transformation

By 2025, the vision scenario assumes
considerable improvements in the



effectiveness of institutions, public investment,
fiscal space, scientific research, and
policymaking. Closer regional cooperation will
promote joint projects in research and
development as the engine of industrial
transformation. Given that industrial
development and macroeconomic policies are
closely tied to fiscal space, growth in the
manufacturing sector will be triggered first in
countries with financial abundance and those
able to secure funding for economic
advancement, while making use of labour skills
and expanded regional markets. Open capital
accounts, with policies aimed at attracting FDI,
will assist in bridging the capital gap in
countries with tighter fiscal space.

Figure 4.15 What fuels the gap in average
growth rates of Arab countries between
2015 and 2025

Regional
integration

m Governance

m ndustrial policy

17 12

0 0=

Arab countries Oi-exporting Non-oil-exporting
countries countries

Source: Authors’ calculations using the Mirage Model (Bchir and
others, 2002).

85

The business-as-usual scenario leaves economic
structures in most Arab countries unchanged,
except in Bahrain and Qatar, where the share

of manufacturing will grow significantly. In
contrast, under the vision scenario, the
manufacturing share will increase moderately,
by 2.69 percentage

Points, in Tunisia, with smaller increases in
Algeria, Libya and the rest of the Mashreq (Iraq,
Jordan, Lebanon and Yemen). However, in
aggregate, sectoral distribution in non-oil-
producing countries will change little. In the oil-
producing countries, the share of the oil and gas
sector will contract by 4.5 per cent, while
manufacturing will increase by 3.6 per cent.
Manufacturing in Qatar and Saudi Arabia will
expand by 5.9 per cent and 3.9 per cent.

More importantly, the first decade of the vision
scenario lays a foundation for establishing
economies with higher value-added sectors and
activities after 2025. Asian countries provide
some insights. Benchmark Asian countries for
the oil-rich Arab countries are Indonesia and
Malaysia. For the non-oil-rich countries,
benchmarks include the Republic of Korea,
Turkey and Viet Nam.

For each benchmark country, the best structural
transformation decade was identified.?’” Taking
average growth rates of sectoral shares and
recalculating them into yearly growth rates
yields the results in table 4.2, where the growth
rates of sectoral values are shown for the period
2026-2035. Although all sectors will grow in
terms of their absolute values, sectoral shares of
oil, gas and mining will shrink in oil-producing
countries, and agriculture and other services
will contract slightly in non-oil-producing
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countries. Following this methodology, oil- cases, the manufacturing sector will grow
producing countries will increase their total considerably, by 9.3 per cent for non-oil-
value added by 5.7 per cent, and non-oil- producers and 10.9 per cent for oil-producers,
producing countries by 5.3 per cent. In both on an annual basis from 2026 to 2035.

Table 4.2 Sectoral growth rates in structural transformation, 2026-2035 (percentage)

Total value added 5.73

Non-oil-producing countries

Agriculture 3.70

Source: Authors’ calculations based on data from United Nations, Department of Economic and Social Affairs, National Accounts Main Aggregates
Database. Available from http://unstats.un.org/unsd/snaama/Introduction.asp (accessed 20 June 2014).

5.17

© | oo e
w | o w
@ | & S

Figure 4.16 Vision for long-term structural transformation
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Applying these sectoral growth rates of the two
groups of countries and their sectoral shares?®®
yields an additional developmental decade of
structural transformation, as seen in figure 4.16,
which builds on existing structural
transformation under the vision scenario for
2025. Qil-producing countries could boost
manufacturing shares from 27 per cent in 2025
to 37.6 per cent in 2035, by increasing the value
added of manufacturing and reducing the share
of oil, gas and mining by more than eight
percentage points. Structural transformation for
non-oil producers would also be strong, with
the manufacturing share rising by almost 8

per cent and agriculture falling by 3.5 per cent.
A mixture of low (such as wholesale and retail
trade) and high (such as financial mediation)
value-added services would decrease by 1.3
per cent in the case of oil producers and by 4.5
per cent for non-oil producers. However, this
hides variations within the service sector, which
should lean towards higher value-added
services, especially in oil-producing countries.

4. Water and energy

The business-as-usual scenario assumes a
continuation of historical patterns of water
availability and demand, and of energy
consumption and production, resulting in water
shortages and unsustainable energy intensity.

In addition to water insecurity owing to natural
aridity, climate change will make the region
increasingly vulnerable to drought. If current
conditions prevail, the quality of water services
will decline as a result of increasing demand
and weak infrastructure.?® According to the
World Bank, the region will face a severe water
shortage in the next 10 years; 20 per cent of the
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gap will result from climate change and 80 per
cent from population pressures and rising per
capita consumption.?'® The recent Paris
Agreement on climate change should, however,
alleviate the pressure.?"

As people move to urban areas, where the
population is expected to increase from 57 per
cent of the total in 2011 to 70 per cent by 2030,
water infrastructure will come under
considerable pressure. The gap between water
supply and demand, estimated at more than 43
km? per year in 2009, is expected to reach 127
km? per year by 2030.2'? Desalinated water,
mainly found in GCC countries, is projected to
increase from 1.8 per cent of the Arab region’s
water supply to 8.5 per cent by 2025. “Arab
countries are expected to desalinate about 19
billion m®in 2016 and about 31.4 billion in 2025
— 30 per cent of unmet demand”.?"® Arab
climate predictions for the end of the twenty-
first century indicate an even warmer and drier
climate, emphasizing the need for immediate

measures.?

Projections for GCC countries indicate that total
annual demand for water will rise from 26
billion m3in 1995 to 49.4 billion m® by 2025.
Agricultural demand will continue to dominate.
However, in 2025, projected availability of water
in GCC countries stands at 18.2 billion m3. The
water deficit in GCC countries, currently
estimated at 15 billion m?, will continue to
increase, reaching around 31 billion m?® by 2025
on present population and consumption trends.

Figure 4.17 shows the extent to which per capita
water supplies in the region will have fallen by
2025 compared with 1960. Many countries are
already tapping non-renewable groundwater
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sources. Overexploitation of groundwater will
continue, accelerating the depletion of aquifer
reserves, the deterioration of water quality and
the growing salinity of agricultural land. Under
such circumstances, large-scale food imports
will be unavoidable.?'

Primary energy demand has mostly been met
by the region’s two chief energy resources:
crude oil and petroleum products, and natural
gas. Combined, they account for more than 98
per cent of regional energy consumption.
Burning crude oil and fuel oil in the summer to
overcome shortages in domestic supplies of
natural gas in some Gulf countries has become
the norm, with vast losses in revenue. They will
soon have to consider whether they can
continue consuming rising shares of finite
energy resources at the same rate.

Under the business-as-usual scenario, energy
demand will rise due to rapidly increasing
population, increased travel and widespread
energy subsidies. Energy intensity will increase
in most Arab countries.?'® Total energy
consumption and energy consumption per capita
will grow at an annual average of 3.7 per cent
and 2.1 per cent.?’” Energy intensity, already high

Compared to other regions, is set to deteriorate
(increase) even further in several Arab States
(figure 4.18). Domestic oil consumption in the
Arab region could reach European Union (EU)
levels before 2030, even though its population
is expected to be half and its economy only
one fifth the size of those of the EU.?"® If Saudi
Arabia does not curb domestic energy demand
and diversify its electricity generation profile, it
could be a net oil importer by 2038

(figure 4.19).

Figure 4.17 Annual per capita water supply
forecast for 2025
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Looking forward along the business-as-usual
path, forecasts on energy consumption are
telling. The starting point mix of energy in the
region is completely reliant on liquids and
natural gas, while quite diversified in the world
as a whole. Expected dynamics are even worse,
as the consumption growth for the region for
liguids and natural gas is almost twice as large
as global growth in those two energy sources.
The share of renewables on the global level is
expected to reach almost 6 per cent by 2030, but
stay below 1 per cent in the Arab region (figure
4.20). This consumption pattern is neither
efficient nor sustainable.

Several proposals have been put forward for
achieving sustainable water and energy
consumption, including from the Arab High-level
Forum on Sustainable Development, held in
Amman in April 2014, and the Arab Ministerial
Council Meeting on the Sustainable Development
Goals, held in Sharm al-Sheikh in October 2014.
The following proposals refer to the water sector:



(a) Achieve universal and equitable access to
safe and affordable drinking water for all
by 2030;

(b) Substantially increase water-use efficiency
across all sectors and ensure sustainable
withdrawals and supply of freshwater to
address water scarcity, and substantially
reduce the number of people suffering from
water scarcity by 2030;

(c) Integrate water resources management at all
levels, including through transboundary
cooperation as appropriate by 2030.

With regard to the energy sector, the following
is suggested:

(a) Ensure access to sustainable energy for all
and raise the share of renewable energy to
20 per cent of total energy consumption in
the region by 2030;
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(b) Phase out all fuel subsidies by 2020;

(c) Ensure universal access to affordable,
reliable and modern energy services
by 2030;

(d) Double the global rate of improvement in
energy efficiency by 2030;

(e) Strengthen resilience and adaptive capacity
to climate-related hazards and natural
disasters in all countries.

Even with natural gas playing a larger role in the
energy mix, particularly in North African
countries, failure to substitute oil in the power
sector will be damaging. Maintaining today’s
fuel mix will mean an extra 2 million barrels per
day of oil used in the region’s power sector by
2035, representing a financial drain on the
region’s fiscal balances (although partly
alleviated if oil prices increase correspondingly)
and a drop in its oil exports.2'

Figure 4.18 Energy intensity (ton per $1 million 2005 GDP)
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Figure 4.19 Saudi Arabian oil balance on the business-as-usual trajectory
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Figure 4.20 Total energy consumption by fuel type
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Note: Countries included are Bahrain, the Islamic Republic of Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia, the Syrian Arab
Republic, the United Arab Emirates and Yemen.



D. Policy recommendations

Potential for structural transformation in the
Arab region is linked to the global economy,
and the institutions and rules that govern it. This
section considers how macroeconomic policies
can be used to promote structural change.

1. Macroeconomic and sectoral policies

Macroeconomic policy should be used to
advance economic growth, industrial
development and diversified employment,
rather than to favour a minority through rent-
oriented activities.??® The global sustainable
development agenda provides an important
reference point for charting such a course.

A number of policy ingredients and other
conditions characterize countries with
consistently high growth rates, including
macroeconomic stability achieved through
manageable fiscal deficits, relatively low or
moderate inflation, manageable debt, high
savings and investment rates, sound domestic
markets, integration in world markets, the
adoption of new technologies, and mobile
labour and capital. Deeper regional economic
policy coordination can contribute to industrial
growth and sectoral development.

(a) Quality public investment, financial incentives
and structural transformation policies

Government capital expenditure should play a
significant role in investment. In the early 2000s,
public investment in East and South-East Asia
reached 24 per cent of total investment (32 per
cent in Viet Nam). Public spending can have a
“crowding-in” effect on private investment by
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loosening supply constraints on long-term
growth and creating the fundamentals, such as
infrastructure, for a market economy to prosper.

Crowding-in multipliers can be substantial,
helping to increase labour productivity and
capital. In contrast, there is little evidence of the
“crowding-out” of private by public investment
through changes in interest or exchange rates;?”'
crowding-out is minimized when moderate
monetary expansion accompanies increased
government investment. Public resources can
also help to redirect investment to poor regions
and groups that otherwise might remain outside
market reach. China invested in its poorer
western regions under its National Poverty
Alleviation Strategy, and Indonesia helped
spread the benefits of urban manufacturing
growth into rural areas.??

Public investment in the Arab region is higher
than in other developing regions and the OECD
average. Nevertheless, it is essential to make
careful choices for optimal investment levels
and allocations across sectors in order to boost
economic growth that benefits broad sections of
society.??® Investments that promote structural
transformation and shift labour from low to high
value-added sectors are particularly beneficial.
Evidence from 52 developing economies
suggests that, between 1990 and 2013, countries
that have experienced growth by moving
toward high-value added sectors such as
manufacturing, trade and transport, and
communications have made significant

progress in reducing poverty.?%

In many cases, public investment in the region
should branch out from large-scale projects into
smaller initiatives, especially in rural areas, and
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aim at increasing social impact and improving
opportunities for the poor. More must be done
to relax credit policies for private enterprises
that provide high quality jobs, and for small and
medium enterprises,?® which are the backbone
of many economies. Public investment in
research and development will spur innovation
at reduced costs, with potentially large spillover
benefits. Public-private partnerships can
leverage private-sector financing and
participation in larger projects, especially in
infrastructure.??®

High national savings are needed for public
investment in critical areas such as
infrastructure, health and education.
Liberalization and deregulation should be
approached with caution. States should
consider industrial policies covering directed
credit, trade protection, export subsidies and tax
incentives. More importantly, they should
encourage public-private sector cooperation,
which does not mean creating protected
bubbles vulnerable to crony capitalism.
Industrial policy should emphasize the policy
process as one of discovery, “where firms and
the Government learn about underlying

costs and opportunities and engage in strategic
coordination”.?’

(b) Monetary policy

Mainstream economic doctrine calls for low
inflation, at close to 2 per cent, but there is little
empirical evidence to suggest that inflation
rates above that level, or even above 10 per
cent, hamper growth in developing countries.
Threshold values for inflation differ between
developed and developing countries, with
values for industrialized countries around

2 per cent and exceeding 19 per cent in non-
industrialized countries.??®

Arab countries need more independence in
monetary policy that can control inflation
sufficiently to protect poorer groups from its
worst effects, while allowing it to rise enough to
promote rapid economic expansion and
structural transformation.

The choice of an exchange rate regime depends
on country specifics. Monetary measures can be
used to manage flexible exchange rates in
response to adverse demand or supply shocks.
This also remedies the risk of companies being
priced out of a market because of drastic
exchange rate changes. A more flexible
exchange rate is especially effective before
export diversification. After export
diversification and more regional integration,
using monetary policy to stabilize the exchange
rate can become more useful.

(c) Technology development and building
productive capacities

Total investment in research and development
in Arab countries is half that of Singapore and a
quarter of what is invested by Israel.?®
Economic and development strategies in the
region should therefore aim to boost such
investment significantly.

Part of the solution lies in creating centres of
excellence and coordinating Arab scientific
research programmes. The region can learn
from the EU, whose member States have
adopted a coordination plan, created the
European Joint Research Centre together with
the Massachusetts Institute of Technology



Foundation, and adopted a programme for
research and technological development.?*°

Specific industrial policies may be needed to
promote agro-industry and rural non-farm
activities.?®' Policies aimed at positioning
industrial firms at the right stage of global value
chains (GVCs), so they can profit from increases
in international trade in intermediate and semi-
finished products, are crucial, as is
infrastructure development. The Arab region
could capitalize on its natural resources through
commodity-based industrialization, whereby
upstream linkages are used to replace raw
materials as exports with more highly valued
processed goods in the same branch. There are
several examples of this in Africa: Botswana has
added value to diamond exports by conducting
high-level processing internally; in Ethiopia, 95
per cent of leather exports are now processed
domestically; South Africa has taken advantage
of its mining sector to enlarge the
manufacturing sector through the production of
mining equipment.?*

Refining capacity in Arab countries rose
between 1973 and 1990 from 2.7 million to 5.2
million barrels per day, but has since stagnated.
However, as domestic demand increases,
renewed interest has been shown in
establishing new refineries and expanding old
ones.? Building upon this initial value addition
to crude oil, the region can move further into
other related high-value industries and so
achieve long-term transformation.

(d) Knowledge economy and growth

In the long term, high-income Arab countries
(oil exporters) need to break the shackles of oil
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dependence, while their low and middle-income
counterparts need to move away from
traditional labour-intensive industries. By
enhancing education and research
opportunities, the region can ensure that the
human capital needs of high-tech industry and
services are met. Progress in service sectors will
also improve prospects for entrepreneurship
and economic growth in other sectors, as
financial market distortions decrease and the
matching of finances to productivity-enhancing
activities improves.?®** The Arab region could
benefit from service-sector clustering in
burgeoning cities through information sharing
and local innovation networks.?® Education
policy needs to include the long-term aim of
reducing reliance on external sources for
technological expertise in the region.

The Saudi experience provides some useful
indicators on how to proceed. In 2007, a five-year
communications and information technology
plan was launched to help build the knowledge
economy. Basic legal and regulatory frameworks
on intellectual property rights and patents were
brought into line with international standards.
Educational reforms, focused on ICT-related
human capital, have been designed to meet
growing demand for technical workers. The
Government is investing in ICT infrastructure and
encouraging more widespread use of broadband
Internet and smart phones. In 2011, the Saudi
Arabian General Investment Authority built upon
these efforts to develop a 20-year plan for ICT
investment. The country already controls much
of the region’s telecommunications and
information technology markets, and aims to
push growth through further investment in state-
of-the-art infrastructure and support for e-
commerce activities.
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(e) Employment generation

Greater social dialogue and policies are needed
to stimulate job creation, increase the quality
of jobs and introduce universal social
protection. Reforms are needed to facilitate the
formation and growth of small and medium
enterprises, including through access to credit
and financial services. Labour market policies
to establish employment and job counselling
services and to support small and medium
enterprises, will help to meet market demand
and better integrate certain groups, such as
young people and women.

The use by GCC countries of low-cost migrant
labour dampens labour productivity and
wages, and encourages nationals to seek
employment in an increasingly bloated public
sector.236 Macro and sectoral policies
favouring greater productivity and the creation
of high-wage jobs attractive to nationals
should be implemented. Balances in social
costs and benefits should be considered under
migration policy.

To achieve full employment by 2030, the non-
oil-producing Arab countries would require
total investment of $4.4 trillion (in constant
2005 prices), substantially higher than available
domestic savings in these countries. In the
Vision 2030 scenario, complementarities in
growth and employment between oil-poor and
oil-rich economies are essential since, with
stronger regional integration, the former are
provided with demand for their surplus labour,
and the latter have an opportunity to upgrade
their economic structure and use the expanded
Arab market to promote emerging industries.

Most Arab countries have achieved gender
parity in education but need laws prohibiting
discrimination against women and removing
barriers to them in the labour market.?¥’

2. Water and energy policies
(a) Efficientusage

Modern irrigation methods cover only 27 per
cent of irrigated land in Egypt, 16 per cent in
Morocco and 11 per cent in Tunisia.?®
Broadening their use will reduce water loss and
increase productivity. High-density vertical
growing systems, for example, are well suited
to desert environments; Arab countries with
limited arable land must look to them if they are
to feed a population expected to double in the
coming 40 years. Producing saltwater tolerant
varieties of strategic crops, particularly in low-
lying parts of northern Egypt and other coastal
areas, where salinity is rising, could prove
crucial.®®

A regional research and development fund with
a long-term budget could be the best
agricultural investment for the region. Greater
integration and a regional farming policy could
make food self-sufficiency feasible, at least to a
certain degree.

(b) Water pricing

Efforts should be stepped up to bring water
prices closer to actual cost, establish
decentralized water management associations
and encourage traditional water conservation in
rain-fed areas. Price incentives can improve
irrigation efficiency. Morocco and Tunisia have



reduced irrigation subsidies and are using
volumetric pricing, thus charging farmers by the
amount of water used instead of the number of
cultivated hectares. Jordan has imposed a
graduated tariff on water supply services. Such
steps can only slow the rate of resource
depletion; other fundamental interventions,
such as reuse of treated wastewater and
improved water governance, are necessary.

(c) Water desalination and reuse

Large-scale desalination has been taking place
in the Arab region for more than 50 years and
the most commonly used techniques are
considered efficient and reliable. The region
produces 44 per cent of the world’s supply of
desalinated water, and this is expected to rise.?*
In 2013, Algeria, Kuwait, Libya, Qatar, Saudi
Arabia, and the United Arab Emirates were
among the top 10 desalinating countries
globally.?*

However, they are all oil rich and their
desalination processes require costly energy
from petroleum and natural gas, although new
technologies are driving the cost down. In the
long term, solar energy will become one of the
cheapest sources of power and increase
capacity for desalination.?*? The cost of
desalination will also decrease as techniques
become more efficient.?*

Treated wastewater reuse has great potential.
Around 55 per cent of total wastewater in the
region is treated and 15 per cent is treated and
reused in agriculture, landscape irrigation,
industrial cooling and environmental protection.
Water reuse helps recharge groundwater in
some countries. Egypt, Saudi Arabia, the Syrian
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Arab Republic, and the United Arab Emirates
are the largest gross users, accounting for 75
per cent of regional domestic water reuse.
Jordan, Kuwait, Qatar, the Syrian Arab Republic,
and the United Arab Emirates were the top five
Arab countries in terms of water reuse per
capita in 2010. However, economic, institutional,
health, and environmental problems restrict the
sustainable and safe reuse of wastewater.
Concerted efforts, supported by regional and
international organizations, are required to
boost the volume of treated water that is
reused.?

(d) Water governance

Reforms are needed to better redistribute access
to water. Ensuring sustainable use requires a
policy shift from increasing supply to managing
demand.?*® Measures could include metering
and tariffs on groundwater extraction.
Regulations, institutional reform, tax
exemptions, pricing subsidies on technology,
and capacity-building for farmers could
encourage the adoption of water-efficient
agricultural techniques.?*® Public-private
partnerships are used to manage water supply
networks in Jordan and Morocco, and construct
water supply and sanitation systems in Algeria,
Egypt, Qatar, Saudi Arabia and the United Arab
Emirates. Raising public awareness of water-
saving practices in agriculture, industry and
households can bring about considerable
savings in water consumption.

Further improvements in water governance
require greater national, regional and
international cooperation. Two thirds of water
resources in the region are transboundary. Arab
countries with international rivers, such as
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Egypt, Iraq, Jordan, the Sudan and the Syrian
Arab Republic, need adequate agreements with
other riparian countries, particularly those
upstream.?*” The Arab Ministerial Water Council,
established in 2008, has attempted to
implement region-wide programmes for water
and sanitation monitoring and a unified strategy
for shared water. It has failed to address the
issue of fair utilization of shared resources.?*®

A lack of good governance has inflamed conflict
between Israel and Arab countries, since the
Jordan River, shared by Israel, Jordan, Lebanon,
Palestine and the Syrian Arab Republic, has
been mostly controlled by Israel since 1967.%4°

(e) Renewable energy and fossil fuel subsidies

The Pan-Arab Renewable Energy Strategy 2030
has projected increases in renewable energy
from 12 gigawatts of power generation capacity
in 2013 to 75 gigawatts by 2030. Arab countries
have reached broad consensus on a long-term
renewable energy target, in partnership with the
private sector, but it does not go far enough.®°

Europe also needs a secure, affordable and
clean electricity supply, suggesting potential for
the two regions to develop an integrated power
system. The idea that renewable electricity
could be produced in areas with optimal
resources and exported to regions with high
demand has become known as the Desertec
vision.?®' Europe could source some of its
electricity production from the southern
Mediterranean deserts, which have excellent
solar and wind resources and are sparsely
populated. By importing up to 20 per cent of its
electricity from renewable energy resources in
Arab countries, Europe would meet a carbon

dioxide emissions reduction target of 95 per
cent in the power sector.

Arab countries could supply this market and
meet their own energy needs from abundant
solar and wind resources, while reducing
emissions in the power sector by 50 per cent,
even with a massive increase in demand.
Exports could be worth up to €63 billion
annually. Europe and Arab countries would
profit from a 40 per cent drop in the marginal
cost of emission reductions in the power
sector.??

To stimulate the use of renewable energy
resources, the region should phase out fuel
subsidies and use part of the resulting savings
to support renewable projects and subsidize
related research and development. Removing
subsidies would also curb problems such as
wasteful consumption and encourage the switch
to renewables. If fuel subsidies are phased out
by 2020, there will be more opportunities for
growth, taking into account that some
compensatory measures may be required to
facilitate the process. A recent ESCWA study
explored renewable energy growth in Jordan,
driven by public-private partnerships.??

(f) Nuclear power

In 2012, the United Arab Emirates started
building the region’s first nuclear power plant.
Egypt has also begun building such a facility.?*
Algeria, Jordan, Libya, Morocco and Saudi
Arabia are studying the nuclear option. Growing
demand and higher standards of living justify
interest in nuclear power, which could also be
used for desalination. In Saudi Arabia, for



instance, around 9 per cent of total annual
electricity production is used for desalination
and groundwater extraction.?®

(g) Regional energy solutions

Structural transformation of the energy sector is
best tackled at the regional level. The Arab
Ministerial Council for Electricity, established in
1994, developed the Pan-Arab Strategy for the
Development of Renewable Energy 2010-2030,
but cooperation remains weak. There are only
two regional natural gas pipelines, the Dolphin
and Arab Gas Pipelines, and cross-border
electrical connections provide exchanged
energy of only 2.7 per cent of total electricity
production. Studies indicate that, by 2020, an
increase of 135 gigawatts of generating capacity
will be required to meet the region’s growing
energy needs; with an integrated approach, only
102 gigawatts would be needed.?®Enhancing
regional cooperation to supplement shortfalls in
non-renewable energy would also stimulate
progress on the use of renewable energy
resources.

E. Conclusion

Rentier economics and oil dependency have
largely doomed past economic policies in the
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region to failure. Structural transformation is the
only viable way out of many of the region’s
problems. Reliance on extractive resources
holds back Arab countries from inclusive and
productive growth, resulting in import-based
economies with predominantly low value-
added, service-based activities. They are unable
to benefit from technological change and do not
have the incentive to invest in dynamic
industries that generate high-skilled labour and
well-paid jobs.

Arab States will need to play a more active
policy role and ensure a larger revenue base in
order to finance capital expenditure and
generate employment. The multipliers for public
investment can be substantial if it boosts the
productivity of labour and capital.
Manufacturing-led economic policies should go
hand in hand with efforts to improve
governance and deepen regional integration.

The business-as-usual scenario is economically
and environmentally unsustainable. Oil
dependency leads to a highly energy-intensive
pattern of production and consumption.
Tackling energy waste and water scarcity is a
matter of economic survival. Structural
transformation, technological progress and
development of renewable energy sources will
mark the way forward.
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5. Human Development and Social Justice

A. Introduction

Advancing economic growth has been at the
centre of public policy since the establishment
of the gross national product (GNP)
measurement. Although designed to measure
economic progress only, it was also used as an
indicator of general well-being until 1990. The
limited application of economic growth to
human lives was revealed by the human
development concept and its associated human
development index (HDI). The HDI is a summary
of achievements in health, education and
income, where the latter is seen as a means
rather than as an end in itself.?” The concept of
human development is broader than the HDI
and encompasses crucial aspects of human life,
such as dignity, freedom, equity, sustainability,
and opportunities, all of which are absent

in GNP.

The HDI challenged the notion that economic
growth is a sole prerequisite for improvements
in human well-being in terms of health and
education. Cross-country evidence during 1970-
2010 shows that, although HDI improvements
and income growth across countries are
associated, there is no definitive pattern linking
income growth to improvements in non-income
dimensions of HDI (education and health).*®#
That implies that improvements in health and
education are possible without high income
growth. Sen?° compared GDP per capita and life
expectancy at birth in Brazil, Mexico and the

Republic of Korea (each with incomes above
$1,500 and a life expectancy of 63-65 years) with
China and Sri Lanka (with incomes of $290 or
less and a life expectancy of 64 years or more),
utilizing data from 1980. He argued that “if the
Government of a poor developing country is
keen to raise the level of health and the
expectation of life, then it would be pretty daft
to try to achieve this through raising its income
per head, rather than going directly for these
objectives through public policy and social
change, as China and Sri Lanka have both
done”.?°

Development patterns across the world indicate
that wealthier countries in terms of GDP per
capita are not necessarily better off in terms of
human development.?' Belonging to a “non-
poor” household does not guarantee avoiding
malnutrition or receiving an education,
particularly in places with few or no public
services.?®?

The link between HDI and income needs to be
understood conceptually.?®®* Economic growth
contributes to human development through
consumption growth in core indicators of HDI,
such as nutrition and education. High economic
growth can lead to high human development
only if the former is distributed to benefit the
poor. The transfer of high human development
to high growth occurs through the enhancement
of productivity and research and development.
For example, improved health and nutrition
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have been shown to have direct effects on
labour productivity, especially among poorer
people.?®* Education is associated with
additional earnings, whereby the rate of return
varies with the level of education,?® and plays a
crucial role in research and development.?®

The stronger the link between human
development and economic growth, the more
pronounced the virtuous cycle, with growth
feeding into human development, which, in
turn, promotes further growth.?’ The weaker the
link, the stronger the propensity to enter a
vicious downward cycle in which growth may
not be sustainable. In the absence of a cycle,
countries can enter situations of “human
development lopsidedness” (only possible in
resource-rich countries, where resource income
is lavished on education, health and other areas
of human development), with relatively strong
human development but weak economic
growth, and “economic growth lopsidedness”,
with relatively weak human development and
strong economic growth. Neither situation is
sustainable in the long run.

Social, economic and environmental
sustainability are underlying principles of
human development. Limited food, water and
energy resources, and continued reliance on the
unsustainable extraction of fossil fuels for
economic growth, are major problems for the
region. Sustainable production and
consumption patterns are essential for
balancing human activities and environmental
sustainability.

Human development is also tied to the concept
of social justice, which includes equal rights and

access to resources and opportunities for all. In
the Arab region, human development is
undermined by discrimination, social exclusion,
conflict, occupation and corruption. People in
the region have risked their lives in violent
protests, demanding an end to segmented
social classes, exploitation, political repression,
corruption and nepotism. Social justice must be
an integral part of any vision for Arab human
development.

Quality education, decent jobs, good health
care, and honest and responsive governance
were the top four priorities of the Arab people
for the post-2015 period, according to an online
My World Survey on the future they want
(figure 5.1). The results reflect demands for
basic State services. National consultations in
2013-2014 identified critical areas for
consideration,?®® including governance,
accountability, peace and security, rights,
international partnerships, addressing
inequality, and sustainability in all its
dimensions. The meeting of the Council of Arab
Social Affairs Ministers identified

15 regional development priorities and
associated targets in their 2014 Sharm al-Sheikh
Declaration.

Although the authors have been guided by the
SDGs, data limitations have compelled them to
select only a few human development indicators
for the projection exercises in this chapter. They
are set out in box 5.1, along with normative
indicators that do not require exercises. Vision
2030 encompasses the following three
interconnected objectives that conform to
several SDGs, in particular goals 1-5, 8, 10, 12,
and 17.
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Figure 5.1 My World Survey votes on priorities for the Arab region
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1. Committing to ending poverty and hunger

Ending extreme poverty by 2030, measured by
a poverty line of $1.90 per day (2011 PPP), is the
bare minimum. However, that does not cover
most poor people in the middle-income
countries of the region. Assigning different
poverty lines to countries grouped by their
standard of living, such as the level of
expenditure per capita, can provide more
accurate information about the true scope of
poverty.?® The use of national definitions of
poverty is therefore a priority. Harmonized data
and measurement methodologies across the
region are also important to enable comparison
of progress between countries.?”°

Non-income aspects of poverty include:
inadequate access to electricity and clean water;

social exclusion; a lack of decent employment;
and conditions that prevent people from fully
developing their capabilities.?’” Hunger and
undernourishment are on the rise, despite
improvements in income poverty until 2010 and
economic growth. Goals for 2030 include
adequate food for all, reduced malnutrition and
the eradication of stunting.

2. Ensuring equity and environmental
sustainability essential for quality growth
and human development

Greater emphasis should be placed on making
economic growth more inclusive and sharing
benefits equitably. Provision of social protection
and redistributive expenditure policies can
protect incomes and promote social mobility.
Sustainability needs to be factored into
production and consumption patterns, and
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consumers need to be aware of the costs and countries have invested heavily in education and
benefits of those patterns, which can affect health using oil and gas revenues. Arab LDCs,
long-term development paths. however, and several developing countries in the

region face severe fiscal constraints in combating
3. Promoting convergence and regional poverty, child and maternal mortality, and
integration undernourishment. Inequality between Arab

countries is high and has increased since 2000.272
Arab countries should aim for regional For more on the Vision 2030 approach to regional
convergence in human development. Oil-rich development, see chapter 6.

Box 5.1 Vision 2030: selected targets for human development

Eradicate extreme poverty
Reduce poverty by at least half, according to national definitions

Implement nationally appropriate social protection systems and measures for all, and ensure complete
coverage for the poor and vulnerable

End hunger and guarantee access for all to safe, nutritious and sufficient food all year round

End all forms of malnutrition, with special attention to eradicating stunting and wasting in children under the
age of b

Establish sustainable food production systems and implement resilient agricultural practices
End preventable deaths of newborns

Reduce under-5 mortality

Reduce maternal mortality

Eradicate AIDS, tuberculosis, malaria and tropical diseases, and combat hepatitis and waterborne and
communicable diseases

Ensure access to health, including sexual and reproductive, and psychological care for all
Provide free, equitable and quality primary and secondary education for all

Provide quality early childhood development care and pre-primary education for all
Improve the pupil-teacher ratio

Ensure that all young people and adults achieve literacy and numeracy

End all forms of discrimination and violence against women and girls

Ensure the full and effective participation by and equal opportunities for women at all levels of decision-
making in political, economic and public life

Improve the ratio of female-to-male labour force participation
Ensure equal opportunities and reduce inequalities of outcome
Adopt effective fiscal and wage policies and progressively achieve greater equality

Source: Authors, based on the SDGs and related targets, and the Sharm al-Sheikh Declaration on the development priorities of the Arab region

under the post-2015 development agenda.



B. Where the Arab region stands today
1. Human development since the 1990s

The Arab region has seen consistent
improvements since the 1960s in literacy and
school enrolment of boys and girls. The average
years of schooling for adults (15 years and
above) rose from 1.3 years in 1960 to 5.4 years
in the 2000s, and illiteracy rates were halved.?”®
There were significant improvements in higher
education. In 1940, there were only 10
universities in the Arab region; in 2014, the
number of higher education institutions had
risen to nearly 1,000.77* Child mortality has
declined significantly and health outcomes have
improved since the 1980s.7”® Per capita income
has increased, although its growth rate is much
lower than it should be, given relatively high

103

average economic growth since the 1970s.7¢
Better education, increased life expectancy and
higher income have led to improved capabilities
and greater socioeconomic mobility, reflected in
a rising HDI score between the 1980s and the
early 2000s.

However, the rate of HDI progress has slowed
significantly since 1990.#7 In the periods 1990-
2000 and 2000-2013, a fall in this rate, measured
by the average annual percentage change in the
HDI score, was recorded in 11 out of the 14 Arab
countries for which an HDI trend was available.
A similar pattern was registered for 7 of 13
countries in 1980-1990 and 1990-2000. During
the most recent period, 2010-2013, HDI growth
was marginal for most countries and negative
for conflict-affected countries, such as Libya and
the Syrian Arab Republic (figure 5.2).

Figure 5.2 Average annual HDI change in Arab countries (percentage)
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Table 5.1 Virtuous, vicious and lopsided performance of Arab countries

| 1960-1970 1970-1980 1980-1990 1990-2001 2001-2013*

; Af Economic growth Human Growth average
Algeria Vicious :
lopsided

development improved; HDI pace
Economic

lopsided slowed
growth lopsided

Vicious

Growth average
slowed slightly; HDI
pace slowed
sharply

Economic growth

lopsided e

Vicious

Growth average
improved sharply;
HDI pace slowed
sharply

Human
development
lopsided

Human
development
lopsided

Human
development
lopsided

Human
development
lopsided

Human
development
lopsided

Human
development
lopsided

Growth average
improved sharply;
HDI pace slowed

Economic .. .
m growth lopsided --

Human Human Growth average
development development improved sharply;
lopsided lopsided HDI pace slowed

Economic
growth lopsided

Economic growth

lopsided e

Vicious

Economic
growth lopsided

Saudi Arabia sligucd
lopsided
Human
development
lopsided

Human
development
lopsided

Syrian Arab
Republic

Virtuous Virtuous

Human
development
lopsided

Human
development
lopsided

Growth average
slowed; HDI pace
slowed sharply

Economic
growth lopsided

.. Economic growth
Tunisia :
lopsided
Human
development
lopsided

Human
development
lopsided

Human
development
lopsided

Negative growth
average; HDI pace
slowed sharply

United Arab
Emirates

Source: Ranis and Stewart, 2005.
* The column on 2001-2013 is based on authors’ calculations.

Analysis of economic growth and the human
development data shows that, by 2001, seven
of nine selected Arab countries were
experiencing human development
lopsidedness, and two were caught up in a
vicious downward cycle (table 5.1). No country
entered the virtuous cycle or experienced

economic growth lopsidedness in 1960-2001.
Egypt and Morocco were economic growth
lopsided in the 1960s and 1970s, but shifted
into vicious cycles in the 1980s and 1990s. This
suggests that the benefits of reasonably high
economic growth did not translate into human
development. In the 2000s, the HDI pace



slowed for all countries in the sample, despite
improved growth rates, indicating vicious
cycles. For example, economic growth in
Egypt slowed slightly from 2.7 per cent in the
1990s to 2.5 per cent in the 2000s, but HDI
growth slowed from 1.3 per cent to 0.7 per
cent over the same period. Taking into account
the period 2005-2011, Egypt exhibited a
paradox of high growth but increasing

poverty.?®

By 2001, oil-rich countries such as Algeria,
Kuwait, Saudi Arabia and the United Arab
Emirates were in the human development
lopsided category, given that they could
sustain heavy expenditure financed by oil
revenues. Interestingly, Jordan, the Syrian
Arab Republic and Tunisia were in this
category too, and among the top MDG
performers until 2010, as per the Arab MDGs
report 2013.27° Oman and Tunisia were among
the top 10 global achievers in human
development between 1970 and 2010.%°
However, the fact that uprisings took place in
some of those top performers in 2010-2011
indicates that MDG and human development
assessments have ignored significant
development deficits and injustices.®'

2. Poverty, inequality and social
protection

(a) Rising poverty since 2010
In most Arab countries, much of the

population is concentrated between the global
extreme poverty line of $1.25 a day and $2.75
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a day (in 2005 PPP). By shifting the poverty
line from $1.25 to $2 and then to $2.75,
poverty rates for the region increase from 4
per cent to 19 per cent to 40 per cent,
respectively.®? Such spectacular increases are
a distinct feature of the Arab region.?®

The global extreme poverty line, based on
living conditions in the world’s poorest
countries,®* is inappropriate as a benchmark
for living conditions in the Arab region. The
poverty rates are much higher when judged by
national poverty lines. The report uses two
poverty lines at national levels — lower and
upper poverty lines.?®® People below the
national lower poverty line are considered
“poor” and those between the lower and
upper poverty lines are “vulnerable” to
poverty. Applying this method, 21.3 per cent
and 19.5 per cent of people in the region were
poor and vulnerable, respectively, based on
data prior to the 2011 crises.?®®

Figure 5.3a shows the incidence of poverty
according to the latest available household
surveys, and figure 5.3b presents estimates
taking into account the crises in the Syrian
Arab Republic and Yemen. In the former,
armed conflict has increased poverty from
12.3 per cent in 2007 to 43 per cent in 2013. In
Yemen, even before hostilities broke out,
prolonged recession had lifted poverty from
34.8 per cent in 2006 to 54.4 per cent in 2011;
the number of vulnerable people in both
countries has risen. In Egypt, poverty rose
from 16.7 per cent in 2000 to 25.2 per cent in
2011, despite high economic growth rates.
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Figure 5.3 Poverty rates in Arab countries in line with national poverty lines (percentage)
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Source: Authors’ calculations based on data from national household budget surveys of respective countries.

Note: The poverty and vulnerability rates in figures 5.3a and b are based on the latest national household surveys by using a consistent methodology
across countries (in line with national lower and upper poverty lines). The poverty rate in the Syrian Arab Republic (2013) and in Yemen (2011) are
authors’ estimates, taking into account the impact of crises. Jordan'’s official poverty rate was 14.4 per cent in 2010, in line with the upper poverty line

(or vulnerability line) as shown in figure 5.3b.
(b) Widening gap between rich and poor

Disparities in income and wealth across
economic classes have increased significantly
over the past decade in the Arab region. In
Egypt, the Gini coefficient for wealth was 0.8 in
2014, having rapidly increased since 2010.%%” The
20 or so largest companies in the region are
owned either by the State or by private family
concerns.” Unfortunately, high inequality is not
reflected in typical household survey
expenditures. The Gini coefficient for
expenditure remains moderate in Egypt and in
most other Arab countries, ranging between
0.30 and 0.45.2% Lack of reliable data on

accounting wealth and expenditure makes it
hard to estimate inequality measures accurately.
However, the large difference between wealth
and expenditure inequality, such as in Egypt,
indicates that expenditure surveys fail to
capture top incomes. The large and growing
divergence between private final consumption
expenditure, given by national accounts, and
survey-based household expenditure
substantiates that hypothesis.?*

By combining information on expenditure from
national accounts and household surveys, the
disparity between the average expenditure of the
rich and other population classes shows high and



increasing inequality (figure 5.4).2°" For instance,
in 2011, per capita expenditure of the rich in
Egypt was more than 16 times higher than that of
the poor, 11 times higher than that of vulnerable
groups, 7 times higher than that of the middle
class and 2.5 times higher than that of the
affluent class. A similar situation was noted in
Tunisia in 2010. Furthermore, the average
expenditure ratio has increased significantly in
most countries over the past decade. In Yemen,
the ratio of the average expenditure of the rich to
the average expenditure of the middle class
doubled between 1998 and 2006; in Egypt, it
increased from 5.7 to 7.4 between 2000 and 2011;
and in Jordan, it rose from 2.9 to 3.4 between
2000 and 2010. In Tunisia, the ratio was stable at
around 4 between 2005 and 2010.

(c) Social protection

Lack of adequate social protection is a major
issue that the region needs to address in order
to fight poverty and rising inequality. Two broad
categories of social protection exist in Arab
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countries. The first consists of social insurance
based on formal employment, which applies to
30-40 per cent of the workforce. The second
comprises social assistance, which mainly
covers cash transfers and subsidies for energy
and food. On the sidelines, civil society
organizations provide relief to the poor and
destitute through zakat funds, for example.

However, social protection in the Arab region is
neither universal nor rights-based. Three-
quarters of the population do not receive any
assistance, a rate similar to sub-Saharan Africa
and South Asia.?? According to the Arab NGOs
Network for Development,?®® social protection
has shrunk in most Arab countries because of
financial constraints. Arab countries have failed
to adopt important international social
protection laws. For instance, Tunisia has not
ratified the ILO Social Security (Minimum
Standards) Convention, 1952 (No. 102). In
Jordan, a number of international conventions
are being ratified, but the right to health and
housing are absent from the Constitution.

Figure 5.4 Average expenditure of different population groups
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3. Food insecurity and undernourishment

Tackling food insecurity is another major
challenge for the Arab region. Low agricultural
productivity is one of the critical barriers, in
particular. For instance, cereal yields in the
region are at half the world average (figure
5.5). Other factors, such as the scarcity of
arable land and water resources, and low
rainfall (chapter 4), make it difficult to produce
enough food for a growing and increasingly
urban population.

The region depends heavily on food imports,
exposing it to fluctuations in agricultural
commodity prices, as was the case in 2008.
Dependence on cereal imports, high and
fluctuating international food prices, and export
restrictions in crisis situations put pressure on
household and national budgets. The poor
suffer most from price shocks, given that they
spend 35-65 per cent of their income on food.
Climate shocks may add to price pressure in the
future unless preventive regional initiatives are

taken. Conflicts and political instability have
further undermined food security.

Nearly one quarter of people in the region were
undernourished in 2014; it is the only region
where the prevalence of undernourishment and
the number of undernourished have increased.
The latter rose from 9.7 million in 1990 to an
estimated 22 million in 2015.%*

Those numbers do not include Somalia and the
Sudan. Estimates from the Food and Agriculture
Organization (FAO) for 2009-2011 indicate that
one quarter of the population in the Sudan and
two-thirds of the population in Somalia were
undernourished then. Including estimates for
those two countries would double the total
current number of undernourished people. The
rate of undernourishment is particularly high in
conflict-affected countries and LDCs. According
to estimates in 2015, the rate was 15.9 per cent
in Djibouti, 19 per cent in the Syrian Arab
Republic, 22.8 per cent in Iraq and 26.1 per cent
in Yemen.?*®

Figure 5.5 Cereal yield, world regions (kg/hectare)
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Figure 5.6 Stunting (percentage)
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Across the region, the proportion of underweight
children aged under 5 increased from 14.5 per
cent in the 1990s to 15.3 per cent in 2010.2%¢ In
Arab LDCs, more than one in three children are
affected. Chronic malnutrition among children,
measured by stunting, has risen in many
countries, particularly conflict-affected countries
and LDCs such as the Comoros, Djibouti, the
Sudan and Yemen (figure 5.6). Stunting is also
high in Egypt, Irag and the Syrian Arab Republic.
On average, 22.2 per cent of Arab children were
stunted in the year closest to 2014.%%’

4. The impact of crises on MDG gains and
fiscal space

(a) Reversalsin MDG gains

Crises in the Arab region have exacerbated
poverty and other aspects of human
development. No section of the population has
remained untouched. In some countries, the
middle class in particular has suffered. If the
middle class accounted for 47 per cent of the
region’s population in the first decade of the

twenty-first century,®® by 2013 it had shrunk to
36.7 per cent, largely as a result of the conflicts
in the Syrian Arab Republic and Yemen.?*

Crises have undone much of the region’s
development progress. By 2010, the Syrian Arab
Republic had achieved many MDGs, including
those on reducing extreme poverty, extending
access to primary education and achieving
gender parity in secondary education. It had
also made remarkable progress towards other
goals, such as cutting malnutrition and infant
mortality rates, and boosting access to
sanitation. Those achievements have been
undone since 2011. Poverty, measured by the
national poverty line, increased from 12 per cent
in 2007 to an estimated 43 per cent in 2013. The
country now struggles to provide health care,
food security and education (box 5.2). According
to an MDG achievement index, the Syrian Arab
Republic was among the high achievers in the
Arab region in 2010.3° [n 2013, it trailed behind
the Sudan, one of the poorest MDG performers
(figure 5.7).
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Box 5.2 Impact of the Syrian crises on selected MDGs

1. Poverty and hunger: Applying the $1.25 poverty line, poverty in the Syrian Arab Republic declined from 7.9
per centin 2007 to 0.2 per cent in 2010, but increased to 7.2 per cent in 2012-2013. Using the lower national
poverty line, it rose from 12 per cent in 2007 to 43 per cent in 2013. The percentage of undernourished people
climbed to 19 per centin 2013, compared to a low of 5 per cent in 2011. The percentage of underweight
children is estimated to have increased from 10 per cent in 2011 to 12 per cent in 2013.

2. Primary education: The percentage of children enrolled in primary schools fell from 98.4 per cent in 2011 to 70
per centin 2013, which is the same as in the 1980s. Almost half of those enrolled drop out of school.

3. Child and infant mortality: The conflict has derailed the MDG on under-5 mortality, with the rate increasing from
21.4 per 1,000 in 2011 to 25.1 per 1,000 in 2013. Infant mortality is estimated to have risen from 17.9 per 1,000 live
births in 2011 to 23.3 in 2013. Child vaccination rates have plunged from 99-100 per cent across provinces. For most
types of vaccines, rates now range between 50 per cent and 70 per cent, and in some areas are near zero.

4. Maternal health: The maternal mortality rate was 52 per 100,000 live births in 2011. It is estimated to have
reached 62.7 per 100,000 live births in 2013 due to damaged infrastructure and health facilities and a lack of
medicine caused by falling domestic production. Births attended by skilled health personnel fell from 93
per centin 2011 to 72 per cent in 2013. The international blockade and a lack of road safety, particularly
between the countryside and cities in some provinces, are complicating the situation.

5. Diseases: Health, hygiene and environmental indicators have all declined, allowing for the re-emergence of
nearly eradicated diseases. For example, after more than 14 years, poliomyelitis has reappeared among
children, mostly in the northeast. Infectious and non-infectious diseases are on the rise, including a steady
increase in cases of acute diarrhoea, particularly in the countryside around Damascus, Homs, Idlib, Aleppo
and Deir al-Zor. The number of measles, typhoid and parotid gland hepatitis patients has also increased. The
growing incidence of leishmaniasis, with 41,000 recorded cases in the first half of 2013, stems from heavy
pollution and poor hygiene, particularly in the province of Aleppo.

Figure 5.7 MDG index
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Note: The MDG index reflects national performance in meeting 12 MDG targets by 2015, with 1990 as the base year. If the MDG index is zero, a country
is on track to meeting the targets; if the index is higher than zero, the country is an early achiever; if it is less than zero, the country has not yet
achieved the target. This index is based on available data at two points in time, the year closest to 1990 and the latest year. They cover the following:
children under 5 moderately or severely underweight; undernourished proportion of the population; total net enrolment ratio in primary education;
literacy rates of 15-24-year-olds; gender parity in primary level enrolment; gender parity in secondary level enrolment; children under 5 mortality rate;
infant mortality rate; maternal mortality ratio; births attended by skilled health personnel; proportion of the population not using improved drinking
water; and proportion of the population not using improved sanitation.
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Box 5.3 Impact of conflict on poverty and hunger in Yemen

It is estimated that poverty in Yemen today affects more than 60 per cent of the population, and emergency
humanitarian relief is needed to deal with hunger and malnutrition. In 2014, the World Food Programme (WFP)
found that 10.6 million people, or 41 per cent of the population, did not have food security. Almost half were in
severe need of food assistance. The conflict that erupted in 2015 has pushed many more Yemenis into hunger.
According to one estimate, more than 12 million Yemenis face food insecurity and that number is likely to increase

following an escalation in violence.

Of the 22 governorates in Yemen, 18 are affected by fighting. Telephone land lines and cell phone networks in
parts of Aden and Abyan no longer work. A ban on shipping in Yemeni waters is worsening a severe fuel shortage
that could be devastating for public health. More than half of the population, around 16 million people, needs
humanitarian aid and has no access to safe water. The cost of water has more than tripled, from $13 to $43 per
tank, equivalent to one quarter of an average monthly salary. Consequently, large-scale migration from Yemen is

expected over the coming months.

Sources: United Nations News Service, 2015a and 2015b; UNHCR, 2015c; Dyke and Mojalli, 2015; and WFP, 2015.

Poverty in Yemen has risen from 34 per cent in
2006 to more than 60 per cent in 2015, due to
economic recession and conflict (box 5.3). The
unemployment rate in Gaza in the first quarter
of 2014 stood at 40.8 per cent. Even as the
global community is setting new goals on
sustainable development for the post-2015
period, people in these Arab countries are
struggling for basic survival.

(b) Fiscal challenges

The macroeconomic and fiscal situation in Arab
countries, especially those in political transition,
is daunting. After three years of transition,
economic growth has plummeted, fiscal
accounts have deteriorated and debt has risen.
All Arab countries have been affected to varying
degrees, either directly or indirectly. Libya,
Tunisia, the Syrian Arab Republic and Yemen
have experienced internal political crises.
Economic growth in the Arab region had
reached 4.4 per cent on average in 2000-2010
(population weighted), compared to only 1.6

per cent in 2011-2012 and 3.5 per cent in 2013.3
Since then, the region has lost around 3 per cent
of its economic growth because of political
instability. Some countries increased public
spending during the uprisings to satisfy
protestors’ demands for wage increases,
subsidies and expanded social assistance.
Those commitments have become difficult to
reverse for political reasons and increased
pressure on government budgets.

Low tax revenue is a significant fiscal constraint
for most Arab Governments. Taxes comprise 62
per cent of government revenue worldwide, but
only 37 per cent in the Arab region. Tax revenue
as a percentage of GDP is around 15 per cent
globally; in the Arab region, it varies from as
little as 1 per cent in Kuwait to 23 per cent in
Morocco. In Algeria, Libya, the Sudan, the
Syrian Arab Republic and Yemen, the share is at
or below 10 per cent.**2 Government revenues
fell during the uprisings. Between 2010 and
2011, revenues declined from 25.1 per cent of
GDP to 22 per cent in Egypt and from 31.5 per
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cent to 30.6 per cent in Tunisia.®® In the oil-rich
countries, the fiscal balance is declining, mainly
due to the recent drop in oil prices (figure 5.8a).
Most non-oil-rich countries have huge fiscal
deficits, particularly due to the lack of fiscal
adjustments in expenditure and revenue
mobilization (figure 5.8b). Consequently, non-oil
rich countries have experienced high and rising
public debt, especially since 2010 (figure 5.9).

Official development assistance (ODA) from
Development Assistance Committee (DAC) and
non-DAC countries to the region, excluding oil-
rich countries, which are net donors, declined
from around $11 billion in 1990 to $3.3 billion in
2002. Thereafter, it picked up slowly, reaching
around $9 billion in 2012. In 2013, ODA
increased to $16 billion, mainly due to an
increase in aid flow to conflict-affected countries
such as the Syrian Arab Republic and Palestine.

The share of DAC ODA to total ODA has
declined sharply from 92 per cent in 2010 to 54
per cent in 2013. ODA per capita in the non-oil-
rich countries was $73 in 1990. It dropped
sharply in the early 2000s and had recovered to
$68.2 by 2013 (figure 5.10). ODA to six Arab
LDCs has been on the rise, particularly since
2002, and reached $3 billion in 2013 (up from
$0.66 billion in 2002). ODA fluctuation reflects
the political stance of donors and conflict, as
was the case in Iraq after 2002, and Lebanon
and Palestine after 2007. An increase in aid to
Jordan, Lebanon and the Syrian Arab Republic
in 2013 could have been related to the crisis in
the latter, and the increasing number of
refugees in neighbouring countries. In some
Arab countries, ODA represents a sizeable
share of foreign capital inflows, but it is
unlikely to be sufficient to meet the challenges
they face.?

Figure 5.8 Government budget surplus/deficit (percentage of GDP)
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Figure 5.9 Government gross debt (percentage of GDP)

a. Arab oil-rich countries b. Arab non-oil-rich countries

=== Bahrain === Iraq === Kuwait === Libya === Oman m= foypt == Jordan === lghanon === Morocco
- m— (atar === Saudi Arabia = United Arab Emirates == Sufan  =—Syria Tunisia == Yemen
4
0
0
180
160
14
10
100
80
il
]
2

0 0)

009 QX
01

0 @ ©
013

04 O
2005

2006

007

2008

209

2010

011

012

013

014

Source: IMF, 2015.

Figure 5.10 Per capita ODA for the Arab region (excluding oil-rich countries),
current prices
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5. Gender equality

The region lags behind on gender equality,
highlighted by shortfalls in women'’s
participation in the labour market and political
decision-making. Progress towards education
parity at the primary, secondary and tertiary
levels has not translated into job parity. In
2013, the female labour force participation rate
was only 21.6 per cent, compared to a global
average of 51.3 per cent. The female labour
force participation rate rose in the two
decades before 2010, but declined from 26

per cent in 2012 to 21.6 per cent in 2013 (figure
5.11). Crises in many countries and associated
uncertainties in the labour market may explain
the drop. Under normal circumstances,
numerous factors already contribute to the low
participation rate of women in the labour
force, including the lack of day care and

public transport, and cultural and religious
reasons.

Unemployment is higher for women than men,
particularly among young people. In 2013, the
rate among young educated women was

46 per cent, compared to 23 per cent for

young men.

Differences are also reflected in the types of
jobs women do. For example, they hold less
than 20 per cent of paid jobs outside the
agricultural sector, compared to a global
average of 40 per cent. Analysis of middle-class
households suggests that, in Egypt, Iraq, the
Sudan and the Syrian Arab Republic, most
women are in agriculture-based occupations or
“other services” within the service sector, which
tend to be largely informal and low value-added
activities. In Jordan (2010) and Lebanon (2005),

60-76 per cent of employed women held jobs in
“other services”. In Tunisia, in 2010, however, a
reasonably large share of women was
employed in the industrial, trade and transport
sectors (figure 5.12). It is therefore reasonable to
conclude that, in general, women in the Arab
region, excluding certain countries and despite
significant advances in higher education, are
engaged in jobs that are largely informal and
low value-added in nature. Such limited
opportunities undercut their rights and
prospects for well-being.3®

Women’s representation in parliaments is
rising, but the region is far behind the rest of the
world. Their share of seats rose from 2.6

per cent in 2000 to 12.7 per cent in 2013,
compared with around 20 per cent globally and
18 per cent in other developing regions.

Globally, women occupy only 25 per cent of
senior management positions, but this number
is significantly lower in the Arab region.® In
countries with available data, the highest share
is in Kuwait, at 14 per cent. In most other Arab
countries the share is below 10 per cent. Yemen
has the lowest rate, at 2 per cent.

Violence against women and girls remains a
major problem. Statistics on violence are
scarce, but some surveys show that incidence
is high. A 2011 global survey provided data on
Egypt, Jordan and Morocco, in which 33.2
per cent, 20.6 per cent and 6.4 per cent of
women, respectively, reported having
experienced violence.*” Demographic health
surveys in Egypt, Djibouti, Somalia and the
Sudan reveal that female genital mutilation is
widespread, affecting more than 90 per cent
of women.3®



Figure 5.11 Labour force participation rate,
2013 (percentage)
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6. Education and the knowledge society

In general, enrolment rates in the region are
relatively high, but the quality of education is
low. Several countries, such as Algeria, Bahrain,
Egypt, Kuwait, Morocco, Oman, Qatar, Tunisia
and the United Arab Emirates, are close to
universal primary enrolment, with a net rate
above 95 per cent. Education quality has not
kept pace, however, including in terms of
equipping people to compete in the labour
market, fostering innovation in research and
development and creating a knowledge
economy.3%®

Quality in education is hard to monitor, but one
indicator is performance in international
assessments. Results confirm that Arab countries
fall far below international averages. According
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to the Trends in International Mathematics and
Science Study (TIMSS) 2011, none of the 14
participating Arab countries reached the
international achievement level of 500.3'° Results
of the Programme for International Student
Assessment (PISA) revealed that performance in
participating Arab countries, namely Jordan,
Qatar and Tunisia, was generally poor.

Higher education does not guarantee
employment; acquired skills must be relevant to
the labour market. In Tunisia, only 33.6 per cent
of university graduates were employed in 2013,
although this may be partly due to the fact that
the economy is dominated by low-skill
industries.?" According to Malik and
Awadallah,®'? the skills and preferences of
graduates, particularly in oil-rich countries, are
geared to jobs in the public sector; the private
sector relies mostly on expatriate workers, who
are more willing to be part of a competitive job
market. Such segmentation in labour markets
has profound implications, particularly for
private-sector development.

Socioeconomic status, wealth, sex, poverty, and
inequality determine access, or the lack of it, to
education. In Egypt, only 20 per cent of the
poorest children receive primary education, but
100 per cent of the richest complete secondary
school.?”® Low-income and conflict-affected
countries face particular problems. In the Syrian
Arab Republic, for example, the percentage of
children enrolled in primary school fell from
98.4 per cent in 2011 to 70 per cent in 2013.

To prepare future generations for a knowledge
society,*" which is the cornerstone of
sustainable development, the region must
ensure equal opportunities in education and
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provide young people with a comprehensive set  “youth in their work for the good of humanity
of skills accompanied by values that guide and society”.%'®

Figure 5.12 Share of middle-class women by sector (percentage)
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Figure 5.13 Employment of middle-class youth by sector (percentage)
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Young people in the informal sector

In the decade prior to the 2011 uprisings, the
Arab region achieved fairly high rates of
economic growth and relatively fast employment
creation. However, the impact on quality of life
was less evident, particularly because of a lack of
decent jobs for educated young people; jobs
were largely in the informal, low value-added
sectors.®'® According to the latest available
household surveys, 35.5 per cent of young
people from middle-class households in Egypt in
2011 worked in “other services”; 22.6 per cent in
the Syrian Arab Republic in 2007; 58.2 per cent in
Jordan in 2010; and 30.7 per cent in Tunisia in
2010 (figure 5.13).3" Such a pattern results from a
lack of economic structural transformation and
low productivity,®'® as argued in chapter 4 of

this report.

1. Population growth, young people and
urbanization

The region’s population will continue to grow,
but at a slower rate over the period 2012-2025
compared with 1980-2012. It is estimated to reach
half a billion by 2030. The fertility rate is expected
to remain high; by 2030, just under half of all
Arab countries will reach their replacement level
of fertility, while many will surpass it. Arab LDCs,
however, will not reach their replacement level
before 2050.3"° Consequently, the shares of the
working age population and young people are
growing. Estimates show a slight decline in the
percentage of those aged 15-24, from 18.2 per
centin 2015 to 17.5 per cent in 2030. However, in
absolute terms, the number of young people will
rise. The working age population, aged 25-64,

is expected to continue to rise until 2050

(figure 5.14).
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Figure 5.14 Demographic dynamics by age
group, 1980-2050 (percentage)

m Aged 014 m Aged 154w Aged 2564 = Aged 65or above

3 4 1 W

38
0] 15)

484

—_

504

=

eSSl eSS s 5 06 o o o o

o R

1980
2010
2015
2030

Source: Based on ESCWA, 2013a.

By 2030, half of the region’s population will be
in the working age group, which could boost
economic growth and prosperity if effective
socioeconomic policies are implemented.

A rise in the Arab world’s old-age dependency
ratio is also expected, from 7 in 2015 to 10 in
2030 and to 18 by 2050.32° Social protection
expenditure for the elderly is therefore
expected to increase. Inclusive social

policies need to consider these changing
demographics in order to cater for the needs
of various population groups. Urbanization
levels in the region are well above world
averages. By 2025, all Arab countries will
experience significant shifts of population to
urban areas. In the region as a whole, over 60
per cent of the population will reside in urban
areas.®”
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Future population growth and demographic
shifts can represent barriers or opportunities,
depending on whether policies are adapted to
the evolving needs of the Arab population. For
instance, food security will be affected by the
widening ratio of urban to rural populations, but
the concentration of people in cities will provide
a chance to enhance access to services
previously unavailable or of lesser quality in

rural areas.’?

C. Business-as-usual and Vision 2030
scenarios

Vision 2030 envisages a life in dignity for all by
2030. Full achievement of the vision targets will
depend on how countries act. Lessons from
other countries, particularly “nearest
neighbours” to the Arab countries in terms of
development stages and trajectories, indicate
varying possible levels of performance.
Understanding their experiences can be an
entry point for creating a vision road map, along
with indicators to guide progress.

Given data availability, selected targets were
projected for a business-as-usual scenario and
vision scenario. For each indicator, ten “nearest
neighbour” countries were selected for
comparison, such as those for projecting the
HDI (box 5.4). The average development
achievements of the top five performers were
used to model Vision 2030. The average of the
bottom five shows the business-as-usual
scenario, which reflects the situation for Arab
countries in 2030 if they maintain the status
quo, and if conflicts in some countries end in
2015. If conflicts continue, the business-as-usual
scenario might deteriorate.

1. Human development

Human development is difficult to measure
given the complexity of dimensions such as
freedom, empowerment and sustainability. HDI
provides a summary of three dimensions that
are more readily measurable and capture
achievements in basic human well-being:
health, education and income. The HDI varies
between 0 and 1, with 1 indicating the highest
levels of human development.

HDI scores diverge significantly across Arab
countries. In 2013, countries rich in natural
resources, such as Bahrain, Kuwait, Qatar, Saudi
Arabia and the United Arab Emirates, had HDI
scores above 0.800. Low-income countries,
including Djibouti, the Comoros, the Sudan and
Yemen, had scores of less than or equal to
0.500. The regional average was 0.660.

Under the business-as-usual scenario, average
HDI for the region could improve to 0.733 in
2030 (figure 5.15). Much of the improvement
has to come from low and middle-income
countries. Most high-income countries have
already achieved very high HDI levels, so further
increases will be incremental. However, this
business-as-usual scenario will not be
achievable if current crises deepen, because low
and middle-income countries are
disproportionately affected by them.

Under the vision scenario, where Arab countries’
performance in achieving development
outcomes is as strong as the five top performing
nearest neighbours, the HDI average could reach
0.765. That is a significant improvement, given
that change at the upper end of the HDI is
sluggish because it is capped at 1.



19

Box 5.4 Nearest neighbours

HDI for Egypt was 0.682 in 2013. The table below lists 10 countries that, in 2000, had scores closest to the HDI for
Egyptin 2013. Looking at HDI growth over the period 2000-2013, in order of performance, the scores of Venezuela,
Mauritius, Kazakhstan, Sri Lanka, and Brazil rose faster than the other five countries. The average growth rate of
those top five countries can be used as a trajectory for the vision scenario, whereas the average change of the
bottom five countries shows the business-as-usual scenario.

Projecting HDI by using the performance of nearest neighbours: Egypt

] Growth rate of HDI
Nearest neighbours HDI in 2000 2000-2013

Venezuela 129
Mauritius 124
Kazakhstan
Sri Lanka

Belize
Tonga
Dominican Republic

Source: Authors’ calculations.
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Figure 5.15 HDI projections for the Assuming an end to hostilities, conflict-affected
Arab region countries can make rapid HDI improvements,
given their low base. Improvements in the HDI
— Bsiness as usual — ision 2030 among low-income countries, such as the
Comoros, Djibouti, the Sudan and Yemen, are
EJE 0165 expected to be moderate; they will remain
]

trapped below the high human development
level. The difference between HDI growth in the
vision and business-as-usual scenarios is not
significant enough to lift these countries into
high human development (figure 5.16), because
of structural and fiscal constraints.** High HDI

gains are expected in countries with more

diversified economies, stronger and more

educated workforces, and a large middle class,

such as Egypt, Jordan, Lebanon and Tunisia
(figure 5.17). In the vision scenario, these
countries, excluding Egypt, are all expected to

Source: Authors’ calculations. pass the 0.790 HDI mark by 2030.
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2. Poverty

In the business-as-usual scenario, extreme
poverty persists in Arab low-income countries. In
middle-income countries, much of the population
will remain trapped between the globally defined
extreme poverty line of $1.25 per day and $2.50
per day (2005 PPP), the latter being closer to the
national poverty lines of several countries in the
region. Poverty incidence has risen since 2010,
particularly in countries that had previously
witnessed significant reductions in poverty.
Under the vision scenario, the aim is to eradicate

Figure 5.16 HDI improvementin Arab LDCs
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extreme poverty and reduce poverty rates by at
least half, according to national definitions. The
first aim is normative: extreme poverty threatens
survival and countries must respond to it with
appropriate strategies to ensure that nobody dies
of poverty. The second refers to poverty as
defined by national authorities, which often
classify poverty rates based on lower and upper
poverty lines. The lower poverty line represents
higher levels of deprivation. Projections

for the business-as-usual and vision scenarios
use national lower poverty lines to measure
poverty rates.

b. Djibouti
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Poverty projections: 2014-2025

This report has conducted poverty projections
based on three different scenarios: business-as-
usual, vision with growth only, and vision with
growth and a 1 per cent reduction in inequality.
The methodology is described in box 5.5. Figure
5.18 shows poverty projections for the region,
based on available data from seven countries.?*
The regional aggregate shows that poverty under
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the business-as-usual scenario will be 21.2

per cent in 2025, a marginal decline from 21.9 in
2014. If they achieve the vision growth scenario,
the poverty rate in 2025 will be 14.7 per cent.

If they reduce inequality by at least one
percentage point by 2025, the poverty rate will
fall further to 12.9 per cent in 2025, an annual
reduction of about 4.8 per cent over time.
Following that trajectory, the region will go
beyond halving national poverty rates by 2030.

Figure 5.17 HDI improvements in more diversified economies
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Box 5.5 Poverty projection methodology

Following the approach of Son and Kakwani (2004), change in poverty is affected by growth and income
distribution. Assuming that AlnPt is the expected percentage change in the level of poverty for the year t (based
on the national lower povertv line), AlnYt is the expected percentage change in per capita gross domestic product
(GDP)? for the year t, and 2l:1L js the expected percentage change in the distribution of income, the projected
poverty rates are based on the following equation:

AlnF() = 0= E AlukFe + PI— 1) £t L Alnlt « P - 1)
In case of neutrality of distribution, or if A=0

AlE( = 0 = EAlu¥t « P(L— 1)

g is the growth elasticity of poverty, which is assumed constant over time, A is the inequality elasticity of
poverty,” which is also assumed constant over time, and P(t-1) is the level of poverty in the year t-1. In the case of
developing countries, targeting inequality in terms of a number is more complicated than targeting poverty as an
outcome. Using the framework of Son and Kakwani, this report also examines the extent of poverty reduction,
assuming a 1 per cent drop in inequality in respective countries by 2025. It equally divides the 1 percentage point
drop in inequality between the period up to 2025 and the latest point of available data.

Source: Authors’ calculations.

2Theoretically, GDP is related to poverty, but the component of GDP that has a directimpact on poverty is per capita final consumption expenditure,
which is impacted by growth distribution. We tried to address this issue in the vision scenario by taking into consideration a hypothetical change
in income distribution.

® Due to a lack of inequality data for Arab countries, we applied the + average inequality elasticity of poverty (from consumption expenditure) at
2.0 for all countries in the sample. See Fosu, 2010.

Figure 5.18 Poverty in the Arab region There are variations across countries, however.
In Egypt the national poverty rate increased

Aggregate poverty rate from 16 per cent to 25 per cent between 2000

e BUSINGSS e Vision (growth Vision (growth and 1 per cent and 2011. In the business-as-usual scenario
as usual only) reduction in inequality) . i ) "

) poverty is expected to increase, despite positive
n0 growth.®® In the vision scenario, poverty will

‘ o =012 decline to 20 per cent by 2025 from an
00 estimated 24 per cent in 2015. A 1 per cent
180 reduction in inequality by 2025 will cause the
0 poverty rate to fall further to 17 per cent, which

‘ " suggests that Egypt will be unable to halve its
140 poverty rate by 2025.
00 129
100 Tunisia, Jordan, Morocco and Oman are expected

to reduce their national poverty rates significantly

00
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=
under the vision scenario. However, in conflict-
Source: Authors’ calculations. affected countries such as Iraqg and Yemen,

Note: The aggregate poverty rate is derived as a weighted average of . . .
national poverty rates. poverty reduction will remain a challenge.




3. Health

This report provides projections on two key
health indicators: the under-5 child mortality
rate per 1,000 live births and the maternal
mortality ratio per 100,000 live births, both
indicating the quality and accessibility of health
services.

(a) Under-5 mortality
Figure 5.19 shows that, under the business-as-

usual scenario, the average regional under-5
mortality rate is expected to fall from over 30

per 1,000 live births in 2014 to 21 per 1,000 live

births in 2030. In the vision scenario, it is
expected to reach 12 per 1,000 live births, a 60
per cent reduction compared with the present
situation. That would still fall short of the SDG
on ending under age-5 mortality by 2030326

Figure 5.19 Under-5 mortality rate
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Figure 5.20 Maternal mortality ratio
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Countries with the highest mortality rates are
expected to make the most progress, but when
relative reductions are examined, the better
performers are likely to be higher-resilience
countries like Morocco and the oil-rich States.
The smallest improvements in absolute and
relative terms can be expected from low- and
medium-resilience countries.

(b) Maternal mortality rate

Figure 5.20 shows the average decline in the
maternal mortality ratio in the region under the
business-as-usual and vision scenarios. In the
former case, the rate declines to 97 per 100,000
per live births in 2030 from 125 per 100,000 per
live births in 2014. In the latter, it falls to 49 per
100,000 live births, ahead of the global target of
reducing maternal mortality to less than 70 per
100,000 live births.?*” Achieving that SDG target
could thus be well within the region’s grasp.
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The largest reduction by 2030 in absolute terms
is expected in conflict-affected countries, which
currently have the highest ratios, if fighting
ends. Higher-resilience countries will see the
smallest decreases.

4. Food insecurity and undernourishment
(a) Food insecurity

Rapid population increases and limited arable
land raise concerns about the future of food
security in the Arab region. Total cereal demand
is expected to have risen by more than 70 per
cent over the 30 years to 2030.3%® Egyptian
demand for imported cereals will increase by an
estimated 137 per cent over the same period.
Based on a model by the International Food
Policy Research Institute (IFPRI), even if cereal
production increases by over 80 per cent, the
total amount of imported cereal will still rise

by 55 per cent.

Figure 5.21 Food Production Index
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The FAO Food Production Index (2004-2006 =
100) includes edible and nutritious food crops;
crops such as coffee and tea are excluded
because they have no nutritional value. Figure
5.21 shows that the region’s Food Production
Index is expected to deteriorate from nearly 120
at present to 89 in 2030 under the business-as-
usual scenario, following a drop in productivity
and severe water shortages aggravated by
conflict. Production in almost all countries is
expected to decline, with Djibouti, Jordan and
Yemen suffering the most. If the region improves
agricultural productivity and pursues sustainable
consumption of water and energy, the index
could reach 135 in 2030 under the vision
scenario. Production will improve more in non-oil
rich countries with large tracts of arable land than
in the oil-rich countries. Resilient systems for
sustainable food production are needed to
counteract the pressure of growing population.
The wide gap between the business-as-usual and
the vision scenario outcomes underscores the
need to enhance agricultural productivity.

(b) Undernourishment

In contrast to other developing regions, the Arab
region is suffering from increased rates of
undernourishment, mainly in low-income and
conflict-affected countries, such as Djibouti, Iraq,
Mauritania, Somalia, the Sudan, the Syrian Arab
Republic and Yemen. Obtaining reliable data on
undernourishment is especially problematic in
countries such as Somalia and the Sudan.
Excluding them, nearly 30 million people could be
undernourished in the region under the business-
as-usual scenario by 2030. The vision scenario
aims to end hunger, ensure uninterrupted access
to safe, nutritious and sufficient food for all
(figure 5.22) and eliminate all forms



of malnutrition, focusing on stunting and wasting
in children under the age of 5, by 2030.

5. Quality of education

Based on available data, this report projects the
pupil-teacher ratio in primary schools, a crucial
indicator of quality education for all (figure
5.23). The ratio could improve to 14 or 11 pupils
per teacher on average by 2030 under the
business-as-usual and vision scenarios
respectively. Already low pupil-teacher ratios
are expected to fall further in higher-resilience
countries. The ratio will fall somewhat more in
low- and medium-resilience countries such as
Lebanon and Tunisia. Conflict-affected countries
and LDCs with the worst ratios are expected to
achieve great improvements, although they

will not reach the same levels as higher-
resilience countries.

Figure 5.22 Undernourishment
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Figure 5.23 Pupil-teacher ratio
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6. Gender inequality

Ensuring gender equality is imperative for
sustainable development in all its forms.
Projections in this chapter indicate the ratio of
female-to-male labour force participation, a key
indicator of women’s empowerment.

Gender equality accelerates development and
economic growth. Men's labour force
participation is currently 30 per cent higher than
that of women. The business-as-usual scenario
envisages marginal improvements to 33.5 per
cent by 2030. Under the vision scenario, the rate
could rise to 42.5 per cent by 2030 (figure 5.24).

The female rate will still remain far below the
male rate, but it will be closer to the global
average. Improving the rate of participation by
women in the labour force to parity with men
could boost regional GDP by 20 per cent and
annual per capita GDP by $770. GDP could thus
grow by 12 per cent in the United Arab Emirates
and 34 per cent in Egypt.®*



126
Figure 5.24 Female-to-male labour force
participation (percentage)
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D. Policy recommendations

Public policy should be geared towards
improving people’s well-being and achieving
sustainable development, not just ensuring
higher economic growth.

1. Inclusive economic growth

A combination of economic growth and
redistribution policies is essential for inclusive
growth; countries cannot sustain high growth
for long periods without healthy and well
educated populations,**® and if social inequality
is rife.*' Recent evidence from cross-country
analysis suggests that “lower inequality is
correlated with faster and more durable growth,
for a given level of redistribution”.3*? Advancing
inclusive strategies, such as wage-led growth
and cash transfers to the poor, can help to boost

economic growth. Wage growth can support
demand through consumption effects and
induce higher productivity growth.®* One study
argues that keeping real wage growth below
productivity growth to increase the international
competitiveness of the EU has had detrimental
effects, particularly in increasing inequality,
lowering the share of wages in national income
and supporting an unsustainable growth
model.?* These are good lessons for the Arab
countries, which have experienced declining
wage shares in national income over the past
decade, and where inequality is one of the root
causes of conflict.

Arab countries must focus on structural
transformation that generates decent jobs to
absorb the growing labour force, particularly
young people. A recent study on growth and
poverty in developing economies shows that
changes in productivity and employment
intensity across sectors had a major impact on
the extent to which growth contributed to
reducing poverty between 1990 and 2013.%%®
Countries that underwent structural
transformation, particularly toward high value-
added sectors such as manufacturing, trade,
and transport and communications made a
major dent on poverty.

The large mining and utilities sectors account for
only 2 per cent of employment in the Arab
region.>*® A more diversified economic structure
is needed to spread growth benefits more
equitably across society. Environmental
considerations, particularly with regard to the
production and use of energy and water, must be
addressed so that development does not harm
future generations. More must be done to favour
the formal over the informal economic sector.



The State must play a central role in allocating
resources to promote human development and
social justice. The three critical expenditure
shares that influence human development are:
the public expenditure ratio, defined as the
proportion of income spent by the various levels
of Government; the social allocation ratio, or the
proportion of total government expenditure on
human development; and the priority ratio,
which is the proportion of total human
development sector expenditure allocated to
priorities. Even if the public expenditure ratio is
the same between two countries, a higher social
allocation ratio and, in particular, a higher
priority ratio to human development sectors will
boost human development.®*’

Policies for the fair allocation of resources
should take into account the concerns of
disadvantaged population groups and those
who face discrimination and social exclusion,
such as persons with disabilities, young people,
older persons, migrant workers and refugees.®®
Public services in growing urban areas need to
be scaled up, but policies must also be put into
place to prevent the deterioration of service

quality in rural areas.®

Measuring connections between governance and
human development is complex.3* Figures 5.25a
and b, which plot a control of corruption index
and a rule of law index against the 2014 HDI for
Arab countries and the average of high-income
OECD countries, show a positive association
between HDI and control of corruption and rule of
law. The OECD average represents high human
development, greater control of corruption and
better rule of law. The countries scoring low on
control of corruption and rule of law, such as
Djibouti, Iraq, the Syrian Arab Republic and
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Yemen, also have low HDI scores. Therefore, a
key aspect of governance reforms in the region is
to ensure economic growth with equity.

2. Modernizing statistics and monitoring tools

Monitoring progress is an important aspect of
policymaking. Development indicators must
capture short-term impacts and reflect human
development priorities and principles, and reveal
disparities in terms of gender, geography,
ethnicity, income, and multidimensional poverty.
For example, assessment of the short-term
performance of health and education policies
could draw on several indicators, including the
teacher-pupil ratio, years of schooling among
those aged 15-24, technical education among
those aged 15-24, nutritional status and out-of-
pocket expenditure on health. Fukuda-Parr and
others®' developed the following framework for
such assessments, known as the “three
perspectives” that can be applied to any
policymaking exercise (table 5.2):

e Average perspective, showing overall
progress in a country;

e Deprivation perspective, showing progress
by the most deprived group;

¢ Inequality perspective, showing progress in
narrowing inequalities.

Applying this framework also helps to generate
disaggregated data to ensure that policy is based
on accurate evidence. Data must be broken down
into subgroups, across space or population
groups, in order to inform effective policymaking.
However, monitoring will only be efficient if it is
backed by rule of law, thus requiring reporting of
all wealth and income and open access to all data
on household expenditure and living conditions.
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Figure 5.25 Relationship between governance indicators and HDI
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Source: Based on data from World Bank, 2015e; and the United Nations Anti-Corruption for Development database, available from
http://www.anti-corruption.org/index.php/en/ (accessed 30 November 2014).

Note: Countries are designated by their ISO codes.

Table 5.2 Three perspectives for assessing performance using national and subnational
development indicators for policy planning

Average perspective | Deprivation perspective Inequality perspective
- What is the national Who are the most deprived by What is the disparity between the

One period

average? the following: following:

Income quintile Bottom and top quintile
Multidimensional poverty Females and males
Gender Worst-off and best-off

Region/province regions/provinces (by
income/multidimensional poverty)

Rural and urban

Worst-off and best-off ethnic
groups (by income/multidimensional
poverty)

No education and higher education

Rural or urban
Ethnic group
Educational level

How have disparities between
population groups changed — have they
widened or narrowed?

Has the national How have the most deprived

Over time average changed? population group progressed?

Source: Authors, based on Fukuda-Parr and Shivakumar, 2003.



Under the SDGs, the assessment of human well-
being will focus on quality rather than just
quantitative progress. Although the HDI takes
into account health and education, in addition to
income, it fails to consider other important
qualitative dimensions of human development,
such as freedom, human security and the
environment. Such assessments are rendered
more complex in times of crisis. Falling income
caused by conflict would be noted, but the
difficulties people face during transition or
resettlement in terms of education and medical
care, would not.

There is a clear need for a data revolution in the
region. Household surveys need to combine
income and non-income aspects of well-being,
such as health, education, employment and
social protection. A pan-Arab multipurpose
survey (PAMPS) could be effective for
harmonizing household surveys and
methodologies.?*?

Effective monitoring of human development
indicators and the SDGs requires better
statistics. Statistics bodies need new survey
tools and techniques, training on new concepts
and measures, modern tools of analysis and
access to technology for greater data outreach.
National surveys need to take into consideration
new demands of data and social accountability.
Deeper involvement by citizens can lead to
more effective monitoring of government
performance. Social accountability is
particularly relevant for Arab countries
undergoing democratic transitions.

3. Ensuring quality health care

Access to quality health-care services, including
for reproductive health, is essential for reducing
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child and maternal mortality rates. Wealthier
people can pay for care, but the poor depend on
the State. This explains the high child and
maternal mortality rates in Arab LDCs and
among low-income households. Skilled care for
mothers during pregnancy, and during and after
delivery, improves the survival chances of
mothers and children. Moreover, when mothers
are educated, child mortality declines.

Bangladesh and Thailand demonstrate how the
commitment to provide public health care for all
in developing countries has significantly
reduced under-5 and maternal mortality, as
shown in table 5.3. Increased vaccination
coverage is key to reducing diseases that are
major causes of death among children;
preventing infectious and chronic diseases is
cheaper than treating them 3%

Malnutrition and obesity are problems. Egypt,
Irag and the Syrian Arab Republic have high
rates of adult obesity and child stunting.
Countries must develop nutrition support
programmes and health awareness initiatives to
tackle those issues.

Quality health care entails stronger service
monitoring and regulation, such as accrediting
health-care facilities and professionals. Some
high-income countries are establishing
regulatory bodies, such as the National Health
Regulatory Authority of Bahrain, and the Health
Authority of Abu Dhabi and Dubai Health
Authority in the United Arab Emirates.3*

4. Advancing education for a knowledge
society

The Arab region needs to ensure equal education
opportunities for all, so that girls and boys,
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especially from poor families, can complete development is vital for creating a knowledge

primary and secondary school. Although the society and economy.

region has done well in primary education, many

children do not reach secondary school because The State should aim policy at promoting

of the high cost of education. respect for freedom of thought, opinion and
belief; equality in rights and duties; and a

Technical and higher education are essential for healthy family atmosphere to form balanced

developing a skilled labour force whose personalities. Such enablers will be the

members can respond to the labour market and cornerstone for sustainable development, and

contribute to innovations throughout their lives. Arab societies thus need to generate dialogue

Countries should focus on reforming curricula on how to create efficient knowledge societies.
and investing in education for all and skills Institutional reforms should be undertaken to
training programmes for young people, the assess the performance of students and
elderly and persons with disabilities. Increasing teachers, and implement quality assurance
access to higher education related to ICT, systems, on-the-job training and skills
entrepreneurship, and research and enhancement.

Table 5.3 Policy instruments that helped improving health standards in other developing
countries

Health policy instruments: Thailand

Under-five mortality rate
37.1 per 1,000 (1990)

22.5 per 1,000 (2000)
13.5 per 1,000 (2012)°
Maternal mortality ratio
42.0 per 100,000 (1990)
40.0 per 100,000 (2000)
26.0 per 100,000 (2013)¢

Over several decades, Thailand has gradually developed its public
health system, focusing on delivering primary health care through
the 1971 Social Security Act of 1971.

The 2002 Universal Health Coverage Policy reaches the whole
population through three health insurance schemes: the Civil
Servant Medical Benefit Scheme, the Social Security Scheme and
the Universal Coverage Scheme.?

Health policy instruments: Bangladesh

Fifth goal of the 2011 national health policy: undertake programmes Under-five mortality rate
to reduce child and maternal mortality rates to an acceptable level 143.7 per 1,000 (1990)
within the next five years. 88.1 per 1,000 (2000)

Gradual improvement of basic health and nutrition services have 41.1 per 1,000 (2013)°
generated a sharp fall in under-five mortality.® Maternal mortality ratio
Progress in reproductive health and maternal mortality outcomes 550 per 100,000 (1990)
has been achieved through antenatal care, skilled birth attendance, 340 per 100,000 (2000)

and postnatal care.’ 170 per 100,000 (2013)"

2 Thailand, Ministry of Public Health, 2006.

b United Nations, Department of Economic and Social Affairs, n.d.a.
¢ Ibid.

4 See http://bdhealth.com/App_pages/Main/NationalHPB.aspx.

¢ El-Saharty, Zunaid-Ahsan and May, 2014.

fIbid.

9 United Nations, Department of Economic and Social Affairs, n.d.a.
" Ibid.



5. Poverty and social exclusion

Regional income and multidimensional poverty
indicators are needed in order to measure
poverty and inequality more precisely. Standard
global extreme poverty measures on money-
metric and multidimensional poverty fail to
reflect the extent of the problem in the Arab
region. Developing consistent household
surveys and other measurement methodologies
across countries is essential in order to produce
comparable national poverty assessments.3#
Better information on money-metric poverty can
be arrived at by assigning different poverty lines
to country groupings on the basis of their
standard of living, such as level of expenditure
per capita.®*® A new multidimensional poverty
index (MPI) used to provide more accurate
information on multidimensional poverty in
Iraq, Jordan and Morocco, can be applied
equally to other middle-income countries.®¥’

Policy should address the concerns of persons
with disabilities, young people, older persons,
migrant workers and refugees. A universal,
rights-based approach to social policy is key to
achieving social justice.?*® Comprehensive social
protection systems®* are essential to
safeguarding poor and vulnerable groups
against natural and human-induced shocks,
disaster risks and economic insecurities

(box 5.6). ILO Recommendation No. 202 could
guide national efforts.

6. Agricultural productivity and food security

Investing in rural areas and agriculture,
including through scientific research and
innovation, is essential to boosting agricultural
production and rural non-farm activities.
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Increasing agricultural productivity in several
Arab countries could be done with no, or little,
environmental cost. Environmentally friendly
technologies need to be explored, especially
those that maximize water-use efficiency.
Effective water management would improve
water-use efficiency in agriculture by 15-30 per
cent, which could boost agricultural production,
increase farmers’ income and conserve non-
renewable groundwater for future
generations.*° Investment in wastewater
facilities would increase reuse, and subsidies
and loans would expand water-saving
technologies.

Policies are needed to stabilize food prices and
respond to food emergencies. Immediate
options may include the direct provision of
food, food vouchers and subsidies. Food aid is
essential for responding to sudden declines in
availability and market failures; it also plays a
key role in conflict-affected countries and LDCs
in keeping food prices low and increasing
access, even for those outside the aid
distribution system, to avoid displacement.

Combating food insecurity in the Arab region
requires more inter-Arab cooperation, as
highlighted in the 2008 Riyadh Declaration. The
ambitious Arab Food Security Emergency
Programme 2011-2031, launched by the Arab
Organization for Agricultural Development, is
designed to provide relief during food shortages
and emergencies, reduce hunger and
malnutrition, and boost productivity.®'
Estimated investment commitments by
Governments are $14.3 billion until 2016, rising
to around $28.5 billion until 2021, and $31.5
billion by 2031. The programme is expected to
receive $12 billion in private-sector funding too.
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Box 5.6 Benefits of social protection programmes

Over the past 10 years, social protection and cash transfer programmes have flourished, mainly in Latin America.
Their popularity stems in part from their relatively cheap cost, around 1-2 per cent of GDP.

Evaluations consistently show that cash transfers have a positive impact on education and health. Brazil's Bolsa
Familia and Mexico’s Oportunidades programmes have led to increased school enrolment and attendance rates,

and reduced child labour. Both achieved successes in education owing to additional cash incentives for
enrolment, and have been associated with a 2.7 per cent decline in income inequality.

In Bangladesh, monetary incentives for female students, under the Female Secondary School Stipend
Programme, have increased enrolment rates by 23 per cent. The Malawian Social Cash Transfer Programme,
targeting households with children, boosted school enrolment by 5 per cent among children aged between 6

and 17.

With regard to health, Bolsa Familia has brought about an increase in the number of visits to health clinics by
beneficiary households. Red de Oportunidades, the cash transfer programme of Panama, provides cash to female
household heads provided that they use health and education services; the State, in turn, has committed itself to
delivering those services. Access to primary care and vaccinations is free for children under five, as are birth
control and care for pregnant women. The Colombian Familias en Accion programme has reduced illness and
improved childhood growth rates by supplying nutritional supplements to children.

The Zambian social cash transfer programme in the district of Kalomo has helped to increase food and non-food
consumption by the poor, reduce illness, increase asset ownership, and boost business investment. In Ghana, the
School Feeding Programme, which covers more than half a million pupils, and the Livelihoods Empowerment
Against Poverty targeted cash transfer programme have reduced poverty levels, food insecurity and malnutrition.
The latter benefits over 35,000 households across 54 districts, mostly farmers who have suffered from droughts

and floods.

Source: UNDP, 2010b.

1. Promoting gender equality

Commitment at the national, local and
individual levels is needed to end violence
against women and girls; prevent early
marriage of girls; ensure that women have
equal opportunities to develop their
capabilities and access resources; and increase
their participation in decision-making
processes.

Countries should develop programmes to
provide basic services and offer new

opportunities to women. More concerted efforts
are needed to strengthen integrated sexual and
reproductive health and HIV services. Laws
should be passed to address past gender
injustices and advance women'’s rights,
including through quotas for political
participation.®?2 Discriminatory legislation
should be repealed.

Development policies based on existing
statistics are mostly “gender blind” because of
a lack of data disaggregated by gender.%® For
instance, statistics capture women in paid work,



but do not offer a complete picture of their
economic contribution, especially unpaid
household work. Countries must therefore
strengthen the capacities of the statistics offices.

8. Fiscal space for human development

Given high fiscal deficits, high public debt, and
low ODA and FDI flows to the region, options
for raising development finance from public
sources are limited, particularly in non-oil-rich
countries. These countries need to prioritize
human development expenditures to make the
most of limited resources.

In 2011, it was estimated that a basic social
protection floor package®®* for selected Arab
countries®® would require 1.4-2.5 per cent of
GDP for child benefits, 0.2-0.7 per cent of GDP
for unemployment benefits and 0.9-2 per cent of
GDP for pensions and disability. The total costs
would range from 3.1 per cent of GDP in Saudi
Arabia to 4 per cent of GDP in Tunisia.**® Adding
essential health care, based on previous costing
exercises, would amount to 1.5-5.5 per cent of
annual GDP,*” making the cost of the total
package for Arab countries 4.6-9.5 per cent of
GDP. The total cost of financing a basic package
between 2015 and 2030 would be $2.2-4.5
trillion.®® However, the predicted rise in
dependent elderly populations may further
strain social services and increase the ratio of
GDP for social protection.

Average government social expenditure in Arab
countries was 8 per cent of GDP in 2011,
although part of this may have been spent on
social expenditures other than those integral to
the social protection floor. Assuming that all
social expenditures currently spent on health

133

and education and other social services will be
allocated to the basic social protection floor, the
average Arab country would only need to add
around 1.5 per cent of GDP to finance the most
basic social protection floor unassisted,
excluding education and other non-basic
services. However, there are large variations in
financing gaps across Arab countries. Some are
already spending enough on various social
services, while others are off the mark by as
much as 7 per cent of GDP.

In terms of affordability in the short term,
countries can be grouped into the following
three categories: those with a reasonable fiscal
situation, in particular oil-rich countries, which
should mainly focus on the role and efficiency
of social policy; countries with severe fiscal
constraints in the short term, coupled with high
social protection costs owing to demographic
pressures, such as Egypt, the Syrian Arab
Republic and Yemen, which might need external
financial assistance; and countries such as
Lebanon, Morocco and Tunisia, which can
afford a basic social protection package and
should review current expenditures and initiate
reforms to increase domestic resources.

Many Arab countries must reform subsidy
policies for food and fuel, which are a large
drain on Government expenditure and generally
benefit wealthier groups more than the poor.
Energy subsidy rates, for example, range
between 50 per cent and 85 per cent,
representing 3-14 per cent of GDP. In Egypt,
energy subsidies are 9 per cent of GDP,
equivalent to 27 per cent of Government
expenditure, or more than $20 billion. The
richest groups in Egypt capture 46 per cent of
energy subsidies, compared with only 9 per cent
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for the poorest groups.®° Iraq spends 13.3
per cent of its GDP, or $11.3 billion, on energy
subsidies, which is much higher than the
amount spent on health or education.

Reforming tax systems is another mechanism
for increasing social protection resources. Tax
mixes should focus on redistributive effects,
taking into account equity concerns.®®

The Arab region should also reduce military
spending, which at 3.7 per cent of GDP in 2013
was among the highest in the world, in favour
of greater expenditure on economic
diversification and social protection policies.

E. Conclusion

The first Arab Human Development Report,
published in 2002, identified the following three
priorities to overcome the human development
crisis in the Arab region: full respect for human
rights and human freedoms; complete
empowerment of Arab women by building their
capabilities; and knowledge acquisition and its
effective use.®®' Over a decade later, these
shortcomings still persist and several new
concerns have emerged. Development
objectives are severely impeded by
longstanding armed conflicts and crises,

and poverty, hunger and health concerns

are pressing challenges in many countries.
Large-scale displacement, internally

and internationally, has spread hunger and
undernourishment at alarming rates. Across the
region, lack of quality education and
opportunities for skill development are strong
barriers to the labour market. Young people and
women suffer most from lost opportunities
because of a lack of industrial diversification;
both groups generally hold poor quality service
jobs. Many Arab countries, especially those in
political transition, face high and rising fiscal
deficits and public debts.

The gaps between the business-as-usual and
vision scenarios on selected human development
indicators are remarkable, thus emphasizing the
need for transformative policy intervention.

A developmental State that promotes socially
inclusive and economically just policies and
programmes is a prerequisite for achieving the
Vision 2030. Malaysia, the Republic of Korea and
Thailand, among other countries, provide
examples of State policies and actions that the
Arab region should consider.

Advancing quality education is critical for
driving countries towards a knowledge society
and building productive economic capacity that
can lead to a virtuous cycle of growth and
human development. Other key development
priorities include: guaranteeing quality health
care, reducing poverty and social exclusion,
boosting agricultural productivity and food
security, promoting gender equality, and
mobilizing fiscal space for human development.



6. Regional Integration

A. Introduction

At a time when the Arab region is caught up in
unprecedented turmoil, it is worth re-examining
regional integration as one of the few options it
has to confront its myriad security and
development conundrums. That premise
prompted ESCWA to release its 2014 flagship
report, Arab Integration: A 21°" Century
Imperative.

The establishment of an Arab Citizens Common
Economic Security Space (ACCESS) could
consolidate the visions outlined in the preceding
chapters and the ideal of Arab unity. By
combining efforts at the regional level, Arab
developmental States could set off a virtuous
developmental cycle.

This chapter examines the potentially beneficial
effects of regional integration on development,
challenges to current regionalization and Arab
integration initiatives and the way forward to
2030. Thereafter, the conceptual framework for
a regional integration initiative (ACCESS) is
presented. It rests on the idea of developmental
regionalism, or the extrapolation of actions
taken by developmental States in pursuit of
their national agendas to the regional level.
Ultimately, ACCESS provides a possible
pathway to fulfil the aims of Arab
developmental regionalism and ultimately the
ideal Arab Unity.
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B. The case for deeper regional
integration

The fragile security situation in the region (see
chapter 2), which has long been wracked by civil
conflict, foreign intervention, occupation and
forced migration, appears to undermine
chances of deepening integration. However,
conflict resolution has been a central motive for
the conclusion of regional trade arrangements
around the world.?*? The recognition that
instability in certain countries may threaten an
entire region can galvanize it to strive for
greater integration. It has been asserted by
some that membership of regional trade
arrangements can reduce the likelihood of
disputes between members by 15 per cent and
of military conflict by 50 per cent.*? Others
consider that evidence for such claims is
inconclusive.*®* Nevertheless, the literature
generally supports the view that regional
integration leads to measurable decreases in the
number of conflicts.3¢®

By abandoning plans for an Arab defence and
economic union in the 1950s, the region is seen
by some as having aggravated insecurity. The
headlong rush to establish the Arab Customs
Union in 2015 demonstrates that the issue of
regional integration, especially in the context of
the security situation, remains of key concern,
even as Arab States sign up to mutually
exclusive extraregional arrangements for a
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variety of political, security, socioeconomic and
even cultural reasons.

Regional integration also influences the quality of
governance (chapter 3) and provokes institutional
transformation at the national level.*® Similarly,
high-quality institutions at the national level can
stimulate intraregional trade. Countries are more
likely to experience institutional improvements
when the institutions of their trading partners
and neighbours are of high quality.*®” The EU
experience highlights the endogenous relation
between regional integration and changes in
governance structures, as successive expansions
in EU membership have been associated, albeit
with the help of pre-accession financial support,
with improvements in the governance
performance of some new members.

Conversely, without good governance at the
regional level, the fruits of integration may not
materialize.®® The developmental State model
argued for in chapter 1 acquires new
dimensions when viewed through the broader
prism of regional integration. Measuring
governance from a regional integration
perspective is conceivably a game changer,
especially when the balance and mix of
governance components function under a
transposed modus operandi operated by
supranational institutions. Countries that
endorse uniform regulatory frameworks and
upgrade institutional quality tend to witness
increased trade flows with the effects becoming
self-reinforcing.

Structural transformation has been advanced as
a prime accelerator of development (chapter 4).
However, most, if not all, of the measures that

fueled transformational growth in East Asia are

now regulated, or have been prohibited, by the
World Trade Organization (WTQ).3®® The
rationale behind industrial policy may still be
valid; what changed is how its tools are framed
and what is admissible. Achieving
transformational growth is not all about
“pushing the technology frontier, but rather
changing the production towards higher
productivity”.*° That is where regional
integration comes in, providing options for the
pooling, transfer and diffusion of technology
and, as a result, potential to improve
productivity and growth.®”

Technological change is essential for tapping
the transformational potential of regional
integration. The contemporary model of
technology transfer capitalizes on the various
industrial cumulation schemes that operate
within regional trade arrangements. It benefits
from the fragmentation of production processes
under global value chains (GVCs) as well as
developing regional ones. Multilateral and
regional initiatives to liberalize services,
information technology and environmental
goods, along with the technological spillovers of
FDI, provide new avenues to induce
technological change. The transfer of
technology along traditionally overregulated
channels, such as the compulsory licensing of
intellectual property, may still be necessary to
make transfer of technology a reality.

It is not possible merely to latch on to GVCs
without factoring in intra-Arab and extraregional
trade arrangements or the international
obligations of member States of WTO.
Multilateral trade rules and preferential trade
arrangements can limit the traditional drivers of
structural transformation. Matters are



complicated by regional trade arrangements,
with their liberalizing goals and rules of origin,
concluded over the past two decades between

some Arab States and non-Arab trading partners.

If the developmental State model includes the
private sector, civil society and quasi-public
authorities in the State’s efforts to plan, finance,
implement and evaluate national development
and social justice policies (chapter 5),
developmental regionalism involves the State
sharing or ceding aspects of its development
policy to intergovernmental or supranational
institutions in order to implement a region-wide
strategy. Such a strategy can be set against the
SDGs, which would be adapted to the realities
and priorities of the region.

The Arab High-Level Forum on Sustainable
Development recognized that achievement of
the SDGs requires deeper forms of integration
in the Arab region. It also reiterated the positive
impact of the ACU on the three main
dimensions of sustainable development. Trade
features prominently among the 169 proposed
SDG targets.®’2 Developmental regionalism can
resemble other forms of development
cooperation expressed in terms of specific
goals, including health, education, water,
environment, and infrastructure, which have
positive effects on human development.

Much research has been devoted to quantifying
the potential effects of intra-Arab regional trade
liberalization, but few attempts have been made
to assess its socioeconomic impact, the
interplay between trade, regional integration
and developmental regionalism, or the overall
potential benefits of Arab proposals for deeper
regional integration. Such research would need

137

to factor in global, regional and national
socioeconomic conditions, and the multilateral
disciplines governing trade (goods and services)
investment, environment and labour standards
operating under dynamic global monetary,
banking and fiscal governance. Those factors
heavily influence how regional integration
evolves and trade arrangements are negotiated
and enforced. However, quantitative tools and
the assumptions upon which they rest can
undermine their precision.

C. Where the Arab region stands today
1. The state of trade integration

The degree to which the Arab region has thus
far succeeded in integrating trade is a bone of
contention. Some observers consider the level
of integration disappointing, although by some
accounts intra-Arab trade is 10-15 per cent
higher than recorded by official statistics.’”®
Others suggest that establishment of the
Greater Arab Free Trade Area (GAFTA) has
resulted in trade growth of 26 per cent.*’*
ESCWA gravity analysis has found that the
region is already trading close to its potential.®®
The sheer disparity of the results on intra-Arab
trade casts doubt over the adequacy of the
tools, assumptions and data employed to assess
intraregional trade arrangements.*’®
Nonetheless, the following five observations
provide insight on intra-Arab trade and the
potential for deepening regional integration:

(a) Although oil continues to dominate intra-
Arab trade, ESCWA has found that, by 2012,
intra-Arab non-oil trade was growing 25
per cent faster than the region’s total
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(b)

(c)

(d)

exports to the rest of the world, running
counter to the view that the Arab region
barely trades with itself.*”” Non-oil exports
shares in intra-Arab trade appear
comparable to those in the Association of
South-East Asian Nations (ASEAN) and
MERCOSUR in Latin America, although
smaller in absolute terms;

A study in 2010 found that, in 13 Arab
countries, intra-Arab trade had a greater
impact on per capita growth than
extraregional trade, including Arab-EU trade,
by almost 9 per cent. This could be because
intra-Arab trade is more diversified than trade
between the region and the rest of the world,
which remains dominated by oil;

Many observers suggest that intra-Arab
trade has grown at a much slower pace than
that of trade blocs such as the EU. Care
should be taken, however, when making
such comparisons, bearing in mind
statistical and trade balance distortions, and
structural considerations associated with the
“Rotterdam-Antwerp effect”.*® EU internal
trade figures tend to be artificially inflated,
as large portions of EU imports arriving
through ports (namely Rotterdam and
Antwerp) are recorded as intra-EU exports
when moving to their final destination in the
EU.%® Such comparisons also overlook the
substantial negative balances that States
register in their intra-EU trade;

High transport costs adversely affect trade in
the Arab region, but the fact that it is
cheaper to send a 20-foot container from
Egypt to the EU than from the Maghreb
indicates that transport problems reflect
poor logistics rather than mere distance.®*
Improving the Logistics Performance Index
scores of five Arab Mediterranean countries

(e)

to average levels recorded by middle-
income countries would bring about
significant export returns, higher than those
rendered by eliminating non-tariff measures,
running from as much as 40 per cent in
Egypt to 70 per cent in Algeria.*®' The
situation in Palestine is especially striking.
The cost of shipping a container 75 km from
Ramallah to Ashdod is $1,200, the same
amount as it costs to ship a container from
Ashdod to Japan.®® More perplexing, when
transporting goods to and from Gaza,
Palestinian operators are directed to one
entry and exit point at the Israeli-controlled
Karni crossing, where they face illicit
charges of $2,000-$6,000 per truck;®

In the Arab region, the average share of
services value added to GDP rose by 10
percentage points between 1990 and 2013.
That is significantly lower than the world
average, but there are considerable
disparities between Arab countries; high
performers include Egypt, Jordan and
Morocco. Studies on service trade
restrictiveness indices (STRI) indicate that
the GCC countries are the most restrictive in
the region in terms of services trade.
Liberalizing services in the Arab region
could generate three times the gains made
from liberalizing merchandise trade alone.®*

2. Intra and extraregional trade arrangements

At the Third Economic and Social Summit in

Riyadh in 2013, Arab leaders renewed their
resolve to establish the Arab Customs Union
(ACU) by 2015, which would effectively
supersede GAFTA. Customs unions can be

formed as a logical next step from free trade

areas, out of security concerns, as a springboard



for deeper regional integration or to address
specific economic weaknesses. All of those
motives would justify creating the ACU.
However, Arab States have continued to engage
in unilateral and mutually exclusive forms of
extraregional integration, enforced through
arrangements that take precedence over Arab
integration. That issue requires scrutiny. It is
argued by some that deeper integration with the
EU or even the United States will dampen
incentives for closer regional integration.
Moreover, in spite of the declared intention to
create an Arab single market by 2020, some
Arab States intend to join other single markets,
such as the African Common Market.

The Deauville Partnership with Arab Countries
in Transition, launched by the Group of Eight
(G8) in May 2011 and inspired largely by
security concerns, contained provisions for
fostering greater economic integration of the
countries concerned (Egypt, Jordan, Libya,
Morocco and Tunisia) between one another and
with G8 countries. Under the partnership, the
United States would continue to develop
bilateral economic accords with those countries
in transition, the EU would undertake
negotiations on deep and comprehensive free
trade area (DCFTA) agreements, and Canada,
Russia and Japan would pursue their own free
trade objectives with Arab countries. Many Arab
LDCs also have preferential trade deals with
non-Arab trade partners. This comes on top of a
raft of arrangements concluded by Arab States
over the past two decades, including the Euro-
Mediterranean Association Agreements and the
free trade agreements with the United States,
the European Free Trade Area (EFTA),
MERCOSUR, Turkey, Singapore, the Common
Market for Eastern and Southern Africa
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(COMESA) and the Continental Free Trade Area
sponsored by the African Union. Arab LDCs
benefit from an array of generalized systems of
preference (GSP) with the EU, China, India,
Norway and others.

Most of those integration schemes preclude
involvement of the League of Arab States and
have led Arab States to vie with one another for
trade deals.

A substantial share of the region’s commodities
is traded under preferential conditions. The
terms of extra-preferential trade, however, pose
potential obstacles to the creation of the ACU
and its capacity to pursue a developmental
regionalism and structural transformation
agenda.

3. The political context

Lip service has been paid to the idea of Arab
unity since the 1950s but the idea has largely
failed because of the lack of political will to see
it through. A case in point is the protocol
annexed to the 1957 Arab Economic Unity
Agreement, which, contrary to the terms of any
conventional economic union, allowed Arab
States to “unilaterally conclude economic
agreements for special political and defense
purposes” with non-Arab contracting parties.

At the national level, “political capture”, of the
use of public institutions, regulations and
resources to serve the private interests of the
ruling elite and private-sector cronies is deeply
embedded.**® Policies can be manipulated in any
number of ways, such as by favouring
monopolies and subsidizing private-sector
cronies. Political capture largely influenced the
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ownership structures of State-owned companies
privatized in the late 1990s%*¢ and the decision to
establish qualified industrial zones (QlZ).

4. Regulatory confusion and governance

Today, deep extraregional trade agreements
impose beyond-the-border commitments that
require developing countries to converge their
regulatory frameworks with those applied by
their developed-country counterparts. The
failure of the Arab region to articulate its own
regulatory framework only made it more
susceptible to taking on asymmetric regulatory
frameworks tailored by other trading partners.
An oft heard plea is for the trading partners of
the Arab region to treat it as a strategic equal,
rather than simply trying to foist technical
regulations and rules on countries in
transition.?¥

Migrating heterogeneous regulatory
frameworks involving technical standards and
sanitary measures has been found to have
trade-diverting effects for developing
countries.®® They can also adversely influence
the enforcement of extraregional trade
arrangements. The conclusion of regional trade
agreements that impose rules affecting policy
areas not regulated multilaterally increases the
risks of inconsistencies between these
agreements and gives rise to regulatory
confusion, distortion of markets and
implementation problems, especially where
agreements overlap.®®

The World Trade Report 2013 found that export
competitiveness for goods and services has
been adversely affected by regulatory
heterogeneities. Extra-Arab preferential

agreements thus pose challenges that go
beyond the negative effects of each agreement.
The EU, for instance, tends to select certain
modes of external governance because they
replicate norms of internal governance.?®

As Arab States compete to enter into and
expand trade agreements with non-Arab
partners, they effectively surrender their right to
regulate (at a supranational level) by making
concessions required of them in order to seal
such deals. Indeed, the adoption of varying
forms of economic governance has forced Arab
States to take conflicting positions over
international economic issues.

5. Non-tariff measures

The Arab region is plagued by non-tariff
measures (NTMs), which have replaced
traditional tariff protection. NTMs are
maintained for a variety of legitimate purposes,
such as environmental, health and safety
reasons, as well as for protectionist ends. Their
incidence is therefore difficult to quantify or
assess in terms of type and impact. The study of
NTMs in the Arab region extends beyond
measurement of their trade restrictiveness to
the broader realm of their effects on regulatory
governance, productivity, poverty, income
distribution and social welfare. According to the
World Bank, “NTMs cover an average of 40 per
cent of the products imported by the Arab
region and ... these frequencies are quite similar
to what is observed in other regions of the
world” .3

More problematic than NTMs themselves are
the procedural obstacles arising from adherence
to sanitary, phytosanitary and technical
regulations, conformity assessment



requirements, rules of origin, testing, and
certification, all of which increase compliance
costs. The International Trade Center estimates
that the removal of NTMs could increase intra-
Arab trade by 10 per cent, create more than two
million jobs, including 80,000 skilled jobs, and
boost welfare levels by at least 2 per cent by
2025.32 Others predict 35 per cent growth in
intraregional exports by 2030 if NTMs are
removed in the southern Mediterranean.3%

6. Rules of origin and global value chains

Global value chains can open new pathways to
structural transformation by segmenting the
production process and relocating stages of
production. Firms can link to international
production networks and draw on the
technological prowess of leading firms in these
chains while not making the effort
themselves.** Indeed, “globalization and the
splitting up of the production chain do not allow
the luxury of establishing naturally integrated
production structures within countries” 3%

However, intra- and extra-Arab trade has been
adversely affected by asymmetric rules
governing cumulation of origin. Under the Pan-
Euro-Mediterranean system, the EU employs
two types of industrial cumulation, driving a
wedge between Maghreb countries, which
receive "full cumulation" of manufacturing
processing among themselves and diagonal
cumulation with other Euro-Med partners, and
countries in the Mashreq, which have been
granted only diagonal cumulation. The Agadir
Agreement failed to remedy that situation.

According to the WTO, outward processing
schemes promote low value-added output in
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“spoke countries”, while permitting the “hub”
(the United States, EU and others) to specialize
in higher value-added activities.**® Preferential
rules of origin have been tailored to the
industrial landscape of developed partners and
are applied, with little margin for derogations,
across the board, thereby failing to consider the
level of industrial sophistication in the Arab
region and how industries source intermediate

inputs.3’

These considerations go some way to explaining
the low intra-industry trade among the more
diversified Arab economies,**® and slow or non-
existent structural transformation in some Arab
States.®** In some cases, the cost of compliance
with rules of origin has exceeded benefits offered
by the relevant preferential agreements.*® The
costs are further compounded in situations
where different cumulation of origin schemes are
simultaneously applied.**' Such situations
encourage industries to change sourcing patterns
in order to acquire originating status and exploit
available preferences, irrespective of the impact
on competitiveness and Arab integration.
Examples are seen from the minimum content
requirements and outward processing schemes
employed by the US-sponsored QlZs and from
the EU prohibition on drawbacks.

D. The road to 2030 — business
as usual

Should current trends continue, several Arab
countries that initially supported the
establishment of the ACU are likely to have
pursued membership of other customs or
economic unions, creating legal and operational
uncertainties and, in all probability, eroding the
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potential benefits of the Union or any other
deep form of regional integration. In essence, by
2030, accommodating competing extraregional
integration schemes will have all but buried
prospects for deep Arab integration.

1. The European Neighbourhood Policy

By 2030, several Arab States will have
undergone a process of regulatory
harmonization with the EU. Under the
European Neighbourhood Policy (ENP), they
will acquire a share in the European single
market. The extent of that share will depend on
the pace of democratic reform and regulatory
harmonization, which is the basis of the “more
for more” principle underlying the ENP
strategy.

EU-tailored DCFTAs will provide reciprocal
concessions for the free trade of industrial
goods. Agricultural exports will be granted
market access to the extent that they do not
disrupt the EU Common Agricultural Policy.
Services will be traded under surgical
conditions, whereby market access would
depend on observing EU regulations. Cross-
border cooperation and mobility packages
would provide regulated channels of migration,
including managed movement for some
categories of persons, and closer partnerships
in strategic sectors such as energy and
telecommunications. There will be opportunities
to participate in EU programmes and agencies.

Participating Arab States, however, would lose
policy space in international norm-setting
bodies. The mandates of Arab agencies to
harmonize regional economic regulations would
be eroded.

By 2030, some participating Arab States would,
with EU financial support, seek “advanced
status”. The ENP, which was advanced as a
strategic policy applying Europe’s soft power for
system change or government transformation,
would evolve as a tool to balance between soft,
hard and human security in response to
mounting insecurity and conflict in the EU
neighbourhood and to address the sources of
pressure in Arab States.*0

2. The Middle East Free Trade Area

More Arab States will also join Bahrain, Jordan,
Morocco and Oman in signing free trade
agreements with the United States, bringing the
idea of a US-led Middle East Free Trade Area
(MEFTA) closer to fruition. In so doing, the
region will endorse yet another set of reciprocal
liberalization commitments extending beyond
goods to include services, intellectual property,
procurement, labour and environmental
standards enforceable through litigation, backed
by the possibility of suspending concessions
and/or obligations for compensatory
payments.4

Arab States that do not sign free trade
agreements will maintain trade and investment
framework agreements (TIFAs), giving US
operators favourable trade conditions and
market access for certain sectors, such as
logistics and other trade-related services.

Bilateral investment treaties (BITs) will
safeguard national treatment and other
additional investment guarantees to ensure the
free transfer of funds, compensation in the
event of expropriation, and both State-State and
investor-State dispute settlement. As in earlier



trade agreements, the United States would push
for tough intellectual property rights to back the
aggressive pricing practices of pharmaceutical
companies unnecessarily extending copyright
and patent protection.** Those agreements
would also eventually incorporate aspects of US
anti-trust law, which may run contrary to State-
aid and EU-DCFTA provisions on competition or
future regional or plurilateral competition
agreements.

Given the region’s economic vulnerabilities,
national and regional investment reforms would
be enacted to provide generous concessions
and guarantees for FDI, as is clear from
amendments to the Arab Unified Agreement on
Investment and Capital made in 2014. Attracting
FDI will still depend on issues relating to
enforcement and other variables, including:
tariff openness, infrastructure, tax havens,
exchange rate policy, technological progress,
labour costs and factor productivity. Those
variables are affected by security, governance,
and macroeconomic and institutional conditions
at the national and regional levels.

3. The rest of the world

The situation will be further complicated by a
raft of free trade agreements with regional blocs
such as the African Unions, Organization of
Islamic States, European Free Trade Association
(EFTA) and Mercosur. Following the lead of the
Gulf Cooperation Council (GCC), various Arab
countries will negotiate similar agreements

with partners such as Australia, Canada, China
and Japan.

By 2030, the Arab region could host trade
preferences from five continents covering at
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least 110 countries. Most, if not all, of the
region’s commodity and services imports will
enjoy duty free conditions or be traded under
preferential conditions that would not
necessarily obey identical or harmonious
economic and trade regulations and systems.
That is in addition to trade schemes available to
developing countries under the Global System
of Trade Preferences.

4. The Arab Customs Union

Establishment of the ACU gives Arab States a
chance to rationalize existing integration
schemes and to foster structural transformation
and sustainable development. However,
according to a plan drafted in 2014,
responsibility for developing the Union would
rest with an intergovernmental committee from
the moment 6 member States of the League of
Arab States declared their intention to join it
and until 15 (two thirds) of member States
joined. Only then would responsibility be
assumed by the League and its Economic and
Social Council. It would appear that an
opportunity to give the League real
supranational powers has thus been wasted.
Indeed, what has been proposed appears to be
little more than an enlargement of the GCC
Customs Union.

Although there is as yet no agreement on the
common external tariff (CET) of the ACU, a
resolution passed at the March 2015 Summit of
the League of Arab States called on Arab States
to converge their tariff structures to serve the
"CET of the ACU". However, this decision does
not necessarily imply the de-facto convergence
to the GCC Common Custom Tariff levels unless
a prior understanding is reached for Arab States
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to abandon flexibility and waive their rights to
raise national tariffs.

The GCC Customs Union was tailored to avoid
the use of high tariffs to protect domestic
industries following the advice of international
institutions.*%® Pareto-efficient unions require
members to share authority over the choice of
CET.*%® Customs unions with poorly crafted CETs
lead to operational deficiencies and tensions.

(a) Beyond the commodity trade

Trade gains from the creation of the ACU or
enlargement of the GCC Customs Union would
come mainly through the elimination of non-
tariff barriers, regulatory harmonization and the
liberalization of services. This would require an
overhaul of Arab domestic regulations and the
removal of asymmetries in terms of
qualification requirements, technical standards,
licensing procedures and government
procurement.

It would be equally important to review how
services are supplied, including the right of
establishment and the free movement of natural
service providers, and to remove most-
favoured-nation and national treatment
exemptions.*” Sooner or later, negotiations
would have to move beyond reciprocal market
access to the regulation of services trade along
the four modes of service supply under the
General Agreement on Trade in Services
(GATS). Ideally, services would fall under a
common external trade policy, but this appears
to be a long way off.

Maximizing benefits of the liberalization of
services within the ACU, and more broadly

ACCESS, will require addressing other
challenges, including distorted supply chains,
high transport costs, modest factor productivity
and mobility, and discriminatory procurement
practices.*%®

(b) The outlier effect

Proposals for the ACU make no reference to the
treatment of preferential trade arrangements
between Arab and non-Arab States, or to a
common external trade policy. They also ignore
country or region-specific problems, such as the
terms of the State of Palestine's ACU accession
under current limitations imposed by the Paris
Protocol, or whether Gulf States would accede
as a block following the 2002 Unified GCC
Commercial Policy.

The potential difficulties are already evident in
the GCC Customs Union, which has been upset
by the conclusion of free trade agreements
between two member States, Bahrain and
Oman, with the United States, in contravention
of the 2001 GCC Economic Agreement.*®

The hazards pertaining to this “outlier effect”
prompted the governing body of the GCC at one
point to suspend free trade negotiations with
other trading partners, including Australia, India,
Japan and New Zealand, until an appropriate
resolution to inconsistencies could be found.*® A
situation also arose in which the CET was applied
to US goods passing through other GCC States
before arriving in Bahrain or Oman. Operators in
those two countries claimed that they were
unable to reclaim those duties and charges as
per the terms of their free trade agreement with
the United States. Other internal controls were
imposed to prevent the re-exportation or release



of those goods into free circulation within the
GCC Customs Union. In a unconventional move,
GCC member States dealt with the problem by
deciding that any new preferential agreement
concluded by any GCC State would apply equally
to all members.*"" The decision not only has
trade implications for States that are not parties
to such agreements, but poses legal and
operational conundrums, not least for the non-
Arab parties to such agreements. Such position
would also cause problems for the ACU,
especially if such a position were maintained
after GCC members acceded, collectively or
individually, to the Union.

Were the outlier effect to prevail under the ACU,
preferences granted by Bahrain, Jordan,
Morocco and Oman to US exports under their
respective free trade agreements could extend
to other ACU members. Arab States not bound
by free trade agreements with the US could
transship their exports via those States, making
use of the preferential access granted to them,
in violation of those agreements and the
premise that goods may be placed in free
circulation only if accompanied by a certificate
of origin.

The kinds of problems experienced by
merchants in Bahrain and Oman within the GCC
Customs Union would multiply in the ACU.
Similar predicaments would arise in the context
of preferential trade agreements with other
States and blocs. Such a situation would
undermine the premise of free circulation of
goods and services within the ACU and,
however unpalatable a result, is not unlikely as
a business-as-usual outcome. In effect, the ACU

would be reduced to little more than a free zone.

In addition, Arab States would be vulnerable to
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litigation for violating the terms of the various
bilateral arrangements and/or WTO regulations
on transparency.

5. The ACU and Israel

Moves to deepen Arab regional integration that
explicitly exclude Israel could meet with
opposition from the United States and
Europe.*'?

Arab States continue, formally, to boycott Israel.
However, in addition to reported clandestine
trade,*'® some Arab States maintain business
and commercial contacts with Israel.*"* Others
have normalized economic relations via free
trade agreements or quasi-preferential trade
and industrial schemes, renounced some tiers
of the boycott under influence as part of their
accession to the WTO*"® or simply do not
enforce the boycott.*'® The State of Palestine
continues, however, to be bound by the terms
of an irregular economic/customs union that it
was brought to maintain with Israel, albeit
recognizing that the West Bank, Gaza Strip and
East Jerusalem are part of a separate
Palestinian customs territory.

Such asymmetries are incompatible with the
idea of the ACU, which would need to adopt an
unequivocal position regarding preferential
trade with and/or the boycott of Israel, in order
not to undermine the principle of goods in free
circulation. In order to maintain the boycott of
Israel as a security exception, the ACU would
have to make such a declaration upon its
establishment and notify the WTO.

Although no Arab State has invoked the right of
non-application of its WTO rights and
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obligations with respect to Israel, that does not
mean that the boycott could not be maintained
under the ACU. Israel and the United States
have sought to use WTO accession negotiations
by Arab countries to pressure them into
normalizing relations with Israel or, at least,
renouncing the boycott or reducing the severity
of its application.*”

The resolution of such issues will depend on the
terms of a future Arab-Israeli settlement,
economic relations between Israel and the State
of Palestine, the terms of the latter’s accession
to the ACU, and how State succession is
approached, especially with respect to treaties.
Arab obligations under the multilateral trading
system would also influence the outcome of
conflict arising from the application of
asymmetric trade relations with Israel.

Under a one-State solution, transitional
measures would be required to integrate such a
State into the ACU. Any extraregional trade
arrangements with non-Arab partners
concluded prior to or accompanying the
creation of the one-State settlement would need
to be adapted to the ACU charter. The same
would go for other extant extraregional trade
arrangements, such as MEFTA and EU
association agreements. The ACU would need
to be involved in negotiations leading to a one-
State solution. However, a single State would
have little incentive to join the ACU if it became
little more than a free zone as postulated above.

Under a two-State solution, the State of
Palestine would probably continue to depend
economically on Israel in a business-as-usual
scenario. Its options for regional integration
would be limited. Transitional arrangements

under the Paris Protocol could become
permanent, wherein Israel would continue to
dictate the terms of its customs union with the
State of Palestine, or an amended form thereof,
and would maintain its exclusive and highly
irregular control over it.*® It could continue to
impose import quotas and export restrictions on
Palestinian products, control the collection of
taxes and customs proceeds “on behalf” of the
Palestinians, and maintain internal barriers and
other restrictions hindering the movement of
Palestinian goods, services and people.

Palestinian membership of the ACU, and thus
effectively of two distinct customs unions at the
same time, would give rise to conundrums
under international law and multilateral trade
rules. The State of Palestine would be
challenged as it attempts to adopt asymmetric
external tariff structures, trade policies and
other regulations of commerce. ACU members
would not necessarily feel bound by the current
system of entry, exit and checkpoints or
restrictions on the movement of goods,
services, labour and capital into and from the
State of Palestine. The latter's membership of
the ACU would make revision of the Paris
Protocol unavoidable.

ACU members maintaining preferential trade
arrangements with Israel prior to accession to
the Union would have to review those
arrangements. ACU members not bound by
them would be reluctant to allow duty-free
access to the Union for Israeli goods. Jordan,
for instance, might seek compensation in those
circumstances, although the ACU would be free
to terminate its preferential concessions even in
the absence of a settlement. Israel might
reciprocate and move to withdraw equivalent



preferential and non-preferential concessions,
but Israel would have to demonstrate how its
official trade flows, if any, had been adversely
affected by the formation of the ACU and
accession to it by Jordan.

Maintaining QIZ schemes in their current form
after the formation of the ACU would require
treating such zones as enclaves or pockets
within the ACU. Internal controls would be
needed to ensure that imported duty-free Israeli
components and the final products are shipped
directly outside of the ACU to avert another case
of outlier effect. Failure to set up control and
verification mechanisms prior to the
establishment of the ACU would effectively
open up unfettered access for Israeli goods to
ACU members that otherwise would not grant
such access. Israeli products would not require
proofs of origin once placed in free circulation
or within the ACU.

Such quasi-preferential trade and industrial
schemes could be abrogated as they would fall
within the ambit of non-reciprocal preferences,
although not notified as such to the WTO. They
derive their preferences and legality from an
entirely separate free trade agreement between
the United States and Israel.*'® Egypt might seek
compensation for loss of preferences to the
United States market.*?® However, that could be
resolved through an ACU-United States free
trade agreement.

The establishment of the ACU under the
business-as-usual scenario, with numerous free
trade and other preferential agreements with
States outside the union still in place, would
provoke serious problems, not the least of
which could be litigation arising from violations
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of those agreements and WTO rules. The
likelihood of litigation would increase if Arab
States succumbed to pressure to relinquish the
flexibility to establish their own regional trade
arrangements. In any event, free trade
arrangements between ACU members and
other States would have to be reviewed prior to
the establishment of the ACU, and some Arab
States might therefore opt to postpone
accession. In short, the failure to put an end to
the independent, asymmetric and indiscriminant
use of trade policy and trade remedies by
individual States and to enforce a common
external trade policy would call into question
the very reason for even setting up the ACU in
the first place.

E. Vision 2030

The League of Arab States adopted a broad
conceptual approach to collective Arab security
at its 2015 summit, held in Sharm el-Sheikh,
Egypt. In the same spirit, this report proposes
the creation of ACCESS. Under this ambitious
scheme, borders drawn up by colonial powers
would lose meaning as a single Arab economic
identity and territory evolved.

Making ACCESS a reality will require political
resolve and could enable the region to become
an autonomous power bloc free of the
geopolitical shackles in which it has languished
for most of the twentieth century and up to the
present day. Drawing on international
experience and conceived in the light of
contemporary multilateral trade and investment
rules, governance and jurisprudence, ACCESS
takes into account key issues in order to achieve
deep regional integration:
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e The political considerations that lead
countries to pursue extraregional trade
agreements rather than intraregional
integration, and the need to reconcile those
two processes;

e The need for deeper integration within the
region and in the global economy in order to
reap the benefits of global value chains and
reverse patterns that have made the region a
net exporter of capital and remittances;

e The need to respect trade rules in a way that
maintains open trading systems, ensures
that any process of Arab regional integration
is not subject to disputes or demands for
compensation, and that Arab developmental
rights are respected;

e The supranational governance needed to
rationalize collective Arab economic action
and ensure a level playing field for all
economic actors;

e The legal aspects arising from the Vienna
Conventions on the Law of Treaties and on
the Succession of States.

1. ACCESS in detail

The nature of the Arab region precludes the
simple application of existing models of
regional integration. However, existing
structures can provide guidance on steps to
take. The acronym of this vision proposal for
2030 provides clues to the way forward and the
underlying philosophy of ACCESS. It is intended
to serve as a basis for discussion and doubtless
would require fine-tuning.

Arab. This regional vision encapsulates a single
Arab identity and provides a framework in
which extraregional strategies would serve Arab
developmental regionalism rather than

undermine it. ACCESS would rise above the
subregional demarcations that typically ignore
the ideal of Arab unity (such as Mashreq,
Maghreb, Levant, South Mediterranean,
Middle East).

Citizens. The idea of Arab citizenship embodies
the socioeconomic rights and obligations of all
legal persons and their equal treatment within a
single regional market. This would include the
freedom to compete in goods, services and
procurement markets, and invest in and
guarantee private and public capital. It would
also entail the regulated circulation of persons,
whereby the rights of migrant workers and their
families would be upheld; the protection of
intellectual property; and equitable sustainable
development policies. Implicit in the idea of
citizenship is fulfillment of the aspirations of all
social classes and addressing problems such as
welfare erosion, inequality, poverty and
unemployment. ACCESS would provide a
regulatory framework transcending national
boundaries and safeguarding equal and
harmonized access to socioeconomic rights
across the region.

Common area of the rule of law. One aim of
ACCESS is to foster a just Arab society through
the pursuit of freedom, the absence of
discrimination and the equitable distribution of
material well-being in terms of access to
economic growth, health care, education, water
and sanitation, social protection and decent
housing, and fairness in terms of taxation,
poverty reduction expenditure, social cohesion
and efforts to combat corruption. Under
ACCESS, a pan-Arab system for the protection
of human rights and fundamental freedoms
would be created. This would involve the review



and development of several legal instruments,
including the Arab Human Rights Charter, the
Arab Charter on Cultural and Heritage Unity, the
Cairo Declaration on Human Rights in Islam and
the proposals on region-wide civil and criminal
codes. The system would be enforced by
institutions including a regional court of justice,
human rights courts, an ombudsman, and a
regional anti-corruption agency. Added force
would come through empowerment of the

Arab Parliament.

Economic. ACCESS would, until the ultimate
goal of Arab unity can be achieved, function as
a single common market. Commodities and
services exported from the region would bear
an “ACCESS” mark of origin. The Arab
economic space would be a sufficiently broad
framework allowing all Arab States, regardless
of their development status or membership of
the ACU, to benefit from liberalization and
economic policy harmonization, including
regional flanking policies. The economic
capacity of the region would be boosted by an
Arab common industrial space and a regional
research and innovation framework. The
obligations of the single market would take
precedence over extraregional trade
arrangements. The ACU would simply be a step
on the road to establishing the economic space
and contribute to ending extra-Arab economic
unilateralism. An Arab economic commission
would be financed through, for example,
common customs duties, common charges on
goods and services imports and a uniform levy
on harmonized taxes and charges.
Supranational institutions would review all
intraregional and extraregional agreements to
ensure their consistency with ACCESS plans for
socioeconomic development and structural
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transformation. A common external trade policy
and common external tariff would be
introduced, mechanisms for tariff revenue
distribution and compensation would be set up,
and intra-Arab non-tariff barriers would be
swept aside as uniform trade regulations are
adopted. Talks that have dragged on for more
than a decade on specific rules of origin could
be abandoned as the principle of free circulation
of goods takes effect. In short, the Arab
economic space would take up ideas contained
in key documents such as the 1953 Convention
for Facilitating Trade Exchange and the
Regulation of Transit Trade between States of
the Arab League; 1980 Strategy for Joint Arab
Economic Action; 1980 Arab Charter of National
Economic Action; 1980 Unified Agreement for
the Investment of Arab Capital in the Arab
States; 2000 Beirut Agreement on Services
Liberalization; and a series of agreements on
labour mobility (1967, 1975 and 1976).

Security Space. The ACCESS single market
would be the motor of socioeconomic
convergence and contribute to achievement of
the SDGs. A common sustainable development
area would require a pan-Arab renewable
energy platform, mandated to achieve the Pan-
Arab Renewable Energy Strategy 2030, Desert
Power 2050, the Solar Heating Arab Mark and
Certification Initiative (SHAMCI), and Arab
nuclear power strategies. Other missions
include completion of the Arab Emergency
Food Security strategy to meet an expected
increase in the region’s food bill to $71 billion
by 2030, and research and development
programmes adopted by the Arab Organization
for Agricultural Development, in particular the
2030 Arab emergency food security strategy.
The role of regional specialized agencies, such
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as the Arab Atomic Energy Agency, would
need to be developed. The security space
would moderate rentier and consumption
tendencies and mitigate climate risks through
economic diversification and the use of low-
carbon technologies. The development of
broadband networks and technological
infrastructure will encourage an Arab
electronic market fostering openness, security,
diversity, access and critical Internet resources,
and by extension regional “ICT 4
Development” solutions, which itself will
contribute to achievement of the SDGs and
potentially the generation of millions of jobs.**’

The development of transport networks (road,
rail, maritime and air) would render the single
market more secure and effective. The
Integrated Transport System in the Arab
Mashreq (ITSAM) and the Arab Roads and
Railways Network within the League of Arab
States (extension of ESCWA agreements) would
pave the way for the establishment of an
integrated trans-Arab transport system. Almost
60 per cent of transport time and costs along
international road corridors in the region are
incurred waiting at border crossings.*??

The removal of border controls will slash the
cost of transportation and facilitate the
development of regional supply chains. A
multimodal transport system, with its own
advisory board and comprising all stakeholders
(including ESCWA, GCC, the League of Arab
States, and regional development banks and
funds) would be created as an extension to
ITSAM. It would set contingency plans to
mitigate the impact of crisis and conflicts on
transport, and to rebuild the war-damaged
infrastructure. The World Bank estimates that

the region needs to invest $100 billion a year on
infrastructure to meet domestic demand for its

fast growing population.*?®

2. Structural transformation under ACCESS
(a) Multilateral and extraregional constraints

Replicating the growth model of the East Asian
countries in the latter half of the twentieth
century will be impossible at a time of
increasingly fragmented production networks
within regional and global value chains. Under
current multilateral trade regulations and given
the plethora of extra-Arab preferential trade
arrangements, under which trade is carried out
at near duty-free and quota-free levels, the
reintroduction of tariffs or the application of
subsidies to protect infant industries and foster
structural transformation would require
renegotiation of the terms of those agreements.
Nevertheless, ACCESS can exploit the limited
leeway available to stimulate structural
transformation.

(b) Subsidy, rules of origin, tariffs and services-led
structural transformation

One approach to the subsidy-led transformation
advanced under ACCESS entails “green
structural transformation”, whereby non-
specific region-wide industrial subsidies would
be channeled to subsidize research and
technological innovation and promote
environmentally friendly industries.

An Arab research and innovation framework
would promote innovation*?* and monitor
compliance with WTO rules. It would encourage
scientific production and innovation, enhance



industrial sophistication, localize technologies,
pool intellectual property and exploit joint
opportunities for the licensing of patents and
industrial designs. That would reinforce the
Arab common industrial space, which in turn
would help to sweep away dividing lines
between national industries and develop
regional supply chains. A regional form of
cumulation system of origin would be
employed under ACCESS when exporting
goods to non-Arab trading partners in order to
exploit extraregional trade preferences.

Rules of origin now enforced in intra-Arab trade
would cease under ACCESS, once members
adopted a common external tariff and the goods
in free circulation principle was enforced.
Alternatively, rules of origin that once caused
uncertainty in intra-Arab preferential trade*?®
would be tailored to the region’s structural
transformation needs.

A region-wide set of industrial codes, building
on the 2005 Arab Industrial Development
Strategy, would be drafted to promote
industrial activity.*”® The proposed Arab
Economic Commission would oversee
enforcement of those codes, on matters such
as competition, mergers and acquisitions,
industrial safety, health and the environment.
Common rules on accreditation and conformity
would be adopted, and a regionally accredited
patent authority would protect intellectual
property. Arab States would adopt common
positions vis-a-vis non-Arab trading partners
and in multilateral forums on industrial
development and cooperation.

A single regional industrial space would help to
promote small and medium enterprises (SMEs).
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Clustering and specialization would be
propelled by an Arab SME network cluster
observatory,*”” building on regional initiatives
such as the proposed SME Development Fund.
Industrial mapping could be used to spur
diversification in SMEs, and information on
industries and suppliers of intermediate
products would be gathered to consolidate
regional value chains, through which
businesses could then tap into GVCs.

Under ACCESS, national treatment exemptions
and service subsidies could also help to develop
services infrastructure, given that GATS does
not restrict the provision of subsidies for
services provided in the exercise of
Governmental authority. “Security exceptions”,
allowing the application of protectionist policies
in times of “emergency in international
relations”,*?® could also be invoked.

The adoption of the relatively low GCC weighted
average common external tariff of 4.5 per cent
would not necessarily induce structural change
for non-oil producing countries or Arab LDCs.**®
Policymakers who heavily weight future growth
will want high tariffs in skill-intensive
industries.*°

Renegotiating WTO schedules of commitments
would be an option. Nonetheless, invoking the
Enabling Clause to create the ACU would open
pathways for further flexibility.

Tariff-induced structural transformation under
ACCESS could be fostered by raising current
applied tariffs and capitalizing on tariff
overhangs to induce skills-biased protection. In
the case of most Arab WTO members, in
particular non-oil producers, considerable
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overhangs are available to raise tariff protection
(42.4 per cent in Tunisia, 30.1 per cent in
Morocco and 18.4 per cent in Egypt). With the
exception of Bahrain, GCC States do not fall into
that category.*®

(c) Financing

There is a plethora of proposals on how to
finance Arab integration efforts, including new
structures such as an Arab bank for
reconstruction and development, Arab
development agency, Inter-Arab development
bank, Arab regional integration fund, multi-
donor trust funds, Arab regional integration
sovereign funds and more. These come on top
of the many existing bilateral and multilateral
Islamic and Arab development and investment
funds, institutions and agencies.*® It is not so
much that new institutions are needed, but
rather a newly defined manner by which
financing and investment decisions are taken
to address regional priorities and their timing,
especially at a time when the geopolitical and
security situation is deteriorating.

International and regional aid has thus far been
insufficient to overcome the multiple crises
facing the region, exacerbated by the record
numbers of refugees and displaced people in
the region. The cost of reconstruction in conflict-
affected countries is running as high as $650
billion,*® which should be mobilized through an
internationally backed Arab reconstruction and
recovery plan.

The Arab Monetary Fund reports that, by 2012,
the cumulative aggregate of intraregional ODA
had reached $76.6 billion,*** in addition to
$253.9 billion in ODA received from external

development partners.** On a per capita basis,
the region received $60 in 2013, more than
any other region and three times the global
average.

ESCWA has found that the Arab region had
enough resources to fill a finance gap of $54.5
billion (associated with achieving 7 per cent
growth rates) and finance the reduction of
unemployment by half, for which an estimated
$54.9 billion would be required. However, total
remittances, FDI and extraregional ODA leaving
the region amounted to $78.1 billion,
representing approximately 1.4 times the
finance gap.*®

By 2013, Arab development institutions had
allocated only 59 per cent of their cumulative
financing to intraregional operations.*”

The Global Financial Integrity report (2014)
found that illicit outflows from the region
between 2003 and 2012 amounted to $740
billion as a result of corruption, trade
misinvoicing, leakages or omissions from
balance of payments.

A swift remedy to this malaise is crucial in
order to rationalize the necessary finance to
support regional integration. Other avenues
to explore include public-private partnerships;
expanded debt and equity markets; and an
enhanced capital market, including pension
fund investments. Innovative financing
sources can be tapped, including green
bonds. Arab remittances can be leveraged
to raise an additional $225 billion in
development financing in 2030 by reducing
remittance costs and mobilizing diaspora
savings.*®



F. Conclusion

Much ink has been spilled on the subject of
Arab regional integration since the end of the
Second World War. It has been perceived as an
aspiration, a material goal, a panacea and a
malaise all in one. In spite of the many
declarations of intent and agreements signed,
joint action by the Arab States has been largely
hamstrung by their desire to maintain
sovereignty and defend their national
economic interests and pursue economic
rapprochement with major external

trading partners.

The rising tide of extraregional agreements,
mostly confined to trade in goods, has pushed
Arab countries away from regional integration
and instead led them to compete with one
another. The potential of integration to spur
growth and socioeconomic development
through services liberalization and labour
mobility has remained largely untapped.
Efforts are needed to reconcile the twin
objectives of sustainable development and
integration throughout the region.
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By reworking the objectives, scope and
instruments of integration, the benefits of
developmental regionalism can be harnessed.
This is ultimately the intent of ACCESS. It rests
on the notion of an Arab economic security space
(for extraregional purposes) encapsulating a
single market configuration (for trade in goods,
services, investments, labour, industrial
development, research and innovation) and
customs union operating as one within a single
Arab space with uniform regulations, including
full cumulation of origin and duty drawback,
enforced by regional bodies.

By 2030, the region would have consolidated its
infrastructure, energy and renewable energy
networks; developed new trade routes to
enhance regional supply chains; and become
more open to production fragmentation and to
technological advancement through GVCs. It
would also witness increasing diversity in its
commodities and services trade and in the
direction of trade itself. The region would be
guided by a policy of economic alignment based
on its own integration strategies and be in a
position to have real influence on the terms of its
extraregional economic cooperation.
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End poverty in all its forms everywhere

End hunger, achieve food security and improved nutrition and promote
sustainable agriculture

Ensure healthy lives and promote well-being for all at all ages

Ensure inclusive and equitable quality education and promote lifelong learning
opportunities for all

Achieve gender equality and empower all women and girls

Ensure availability and sustainable management of water and sanitation for all
Ensure access to affordable, reliable, sustainable and modern energy for all

Promote sustained, inclusive and sustainable economic growth, full and
productive employment and decent work for all

Build resilient infrastructure, promote inclusive and sustainable industrialization
and foster innovation

Reduce inequality within and among countries

Make cities and human settlements inclusive, safe, resilient and sustainable

Ensure sustainable consumption and production patterns
Take urgent action to combat climate change and its impacts

Conserve and sustainably use the oceans, seas and marine resources for
sustainable development

Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably
manage forests, combat desertification, and halt and reverse land degradation and
halt biodiversity loss

Promote peaceful and inclusive societies for sustainable development, provide
access to justice for all and build effective, accountable and inclusive institutions
at all levels

Strengthen the means of implementation and revitalize the global partnership for
sustainable development

Goal 17
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Annex |l

Structure of the macroeconomic model

Introduction

Hereafter we suggest a standard model for economic growth in the Arab region, by looking at the
level of growth in physical capital, the total factor productivity and growth in human capital. This
model enables us to foresee the movements of those three factors up to 2025.

The original model

This model is based on the classic growth model proposed by Solow (1960). The LA for a

| KILE apour L)

particular country is composed of three main factors: capita and exogenous

technical progress ALL L),

GOPULE) = AL RGBS L =

The investment rate over the past period identifies the level of capital accumulation. The increase in
the labour force is the result of International Labour Organization (ILO) projections, taking into
account demographic factors and growth in total factor productivity. However, productivity growth
can be modelled through mechanisms of convergence or indicators of accumulation in human
capital. For ease of analysis, we used simple mechanisms to prepare uncomplicated scenarios.

The estimation of capital appreciation

Physical capital is calculated according to the method adopted by Klino Rodriguez and Clark in 1997,

and the amount of investment required is calculated using the following equation: KiLt

!
K,()=>(1-0)"1 ,+(1-05) K,(1960)
J=0
 is the average of investment divided by GDP for the period covered by the study, while

- INV
I =———-

GDP represents the decrease rate of capital o , which is equal to 5 per cent. The estimation
of the size of initial investment is calculated according to the following equation:

7
K(1960) =| ———— |GDP(1960)

g+o+nm
where represents the rate of population growth and g the average rate of economic growth

for the period studied. The data used was extracted from the World Bank database. GDP has been
calculated (at constant United States dollar prices of 2005). The investment is the continuous
formation of fixed assets from 2005 and the period of analysis stretches from 1960 to 2025.
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The capital formation is calculated, according to the standard formula, which is based on the level
of investment f:and the level of capital depreciation &:
Ky ;=4 —{1l—4&1K,

The estimation of the active labour force

Estimations of population growth until 2100 carried out by the United Nations have been adopted,
but data for the economically active population have been taken from ILO, which estimated its
according to age groups for the period 1970-2025. This allows us to take into account economic
participation rates and estimations regarding school attendance by age group. We took the 15-64
age group, and calculated the proportion of the economically active population using the equation
that multiplies the participation rate in the labour market (by age groups), by the adult population
according to the following equation:

O, X pop,,
The economically active population (15-64 years) = g 18 8

l
being the studied age group.

Since the ILO estimations only went up to the year 2020, we had to complete them up until 2025
using the same calculation methodology and indicators. The data indicate ongoing high levels of
growth in the proportion of economically active population in all Arab countries but Libya and
Tunisia, where the pace of growth is slower.

Total factor productivity
Total factor productivity is estimated by reversing the equation of production. The following
equation has been adopted for the calculation process with & = 0.33

_ o rl-a
4 =GDPIKL,
Growth forecasts were based on three components:

Total factor productivity growth is calculated on the basis of factors such as institutional and
external convergence mechanisms;

Capital growth is driven by investment growth;

The growth of labour is driven by the growth of the economically active population related to
human capital.

Scenarios
The model is designed to simulate the growth potential of the Arab economies. We must not ignore
adverse incidents experienced by some Arab countries during democratic transition. Those
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incidents, although transitory, could have a long-term impact. Therefore, we proposed transition
scenarios for some Arab countries built on the political and economic reality and changes that
occurred since the Arab Spring.

Future scenarios are simulated through the evolution of the three variables associated in the
equation below: A, L and K

Buor = gy + 01 -cin, + 4y

Buer Growth rate of the gross domestic product
Bx Growth rate of capital reserves
BL Growth rate of labour

BaGrowth rate of total factor productivity
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The Arab region is in crisis and it is easy to succumb to pessimism about its
future. This report, however, embraces a vision of hope: one that illustrates
the many ways in which the region can act to ensure its future security

and prosperity. It envisages a day when authoritarianism, occupation,
foreign domination and all forms of discrimination end. A vision of human
development and economic prosperity implies that citizens are free 1o voice
their opinions and practice their beliefs without fear, the rule of law applies
equally to all, and the basic necessities for a decent life are affordable even
for the least fortunate. It calls for choices to be made in order to lay the
foundations of an inclusive society, so as not to slip further into a spiral

of deepening violence, instability and recession that would undermine
development for generations to come.

This report presents a vision of improved governance, advanced social justice

and human well-being, transformed economies, and intensified regional
integration; in short, an Arab region at peace, stable and prosperous.
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