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Arab Trade Integration in Retrospect: Comparison with the European
Union Experience and Lessons Learnt

By: Hanaa Kheir-El-Din' and Ahmed F. Ghoneim?

Introduction

Regional trade agreements (RTASs) have proliferated since the mid-1980s. They
experienced a first wave of flourishing in the 1960s, however it was only the European
Community (EC) model that survived with success. Several reasons led to their revival
starting mid-1980s, among the most important of which was the slow pace of further
liberalization at the multilateral level under the auspices of the World Trade Organization
(WTOQO), the reintegration into the global economy of countries in transition from
socialism, and the shift of the United States of America (US) to be engaged in RTAs. The
new wave of RTAs has been different from the old one, where aspects of “deep”
integration have been more frequently embedded in such RTAs when compared to the
first wave which was described as “shallow” integration (Lawrence, 1996). Between
1990 and 2004 the number of RTAs in force rose from 50 to nearly 230 worldwide. The
WTO estimates that another 60 agreements are in various stages of negotiation. Nearly all
countries belong to at least one RTA, and some are party to numerous agreements. On
average each country belongs to six RTAs (World Bank, 2005).

Arab countries have experienced several attempts of regional integration among
themselves. Their attempts were relatively modest in terms of enhancing regional trade.
This study has the main objective of drawing lessons from the European Union (EU)
experience in the field of regional integration for the Arab countries. In Section 1, we
review the main features Arab economic integration emphasizing the economic, political
and institutional reasons behind the modest results of their integration efforts. In Section
2, we present the historical sequence of Arab integration and compare it to that of the EU.
In Section 3, we analyze the pillars of Arab regional integration including laws and
regulations, organizations, and policies. We benchmark our analysis against the EU case.
In Section 4 we conclude by drawing the main lessons from the EU experience which can
help the Arab countries to make their integration process more successful.
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Section 1: Main Features of Arab Economic Integration®

Trade integration among Arab countries has always been characterized to be weak. Intra-
regional exports fluctuated around less than 10% of total Arab world exports whereas in
the EU it ranged between 53 to 60%. Since the inception of the EU, intra-regional trade
has been high and has increased with further integration. It is worth noting that intra-
regional trade among European countries was high even before they joined the European
Community (EC) as shown in Figure 1. Among the Arab countries, the picture looks
differently if oil exports are excluded where intra-regional exports show a higher level,
although still lower than in other regions such as the EU. In fact it was only in two years
where such ratio exceeded 30% in a time horizon of more than 40 years. Some studies
have stated lower figures for Arab intra-regional trade among where, for example, intra-
regional trade among Jordan, Syria, Egypt, Kuwait and Iraq never exceeded 4% in the
period 1953 to 1976 and remained at an average of 7% in the period that followed till mid
-1990s with a maximum of 8% in the period 1991-1993 (El-Imam, 2001).

Several studies have analyzed the reasons behind such weak trade integration among
Arab countries. Among such studies are Fawzy (2003), Galal (2000), Havrylyshyn,
(1997), Sabry (2001), Limam and Abdalla (1998) and Zarrouk (2000). They have
identified different economic, political, and institutional reasons for such weakness.

Figure 1: Intraregional Trade
Export Shares
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® This section depends heavily on Kheir-EI-Din and Ghoneim (2005).



Among the economic reasons identified are high similarity in production and exports
structure of Arab countries, mismatch between exports of the Arab countries and their
imports (lack of complementarity), the dominating ideology of import substitution, large
size of public sector, the relatively high tariff protection, and the dispersion among tariff
rates of different Arab countries. The disparity among tariff structures of Arab countries
is huge especially when compared to the early stages of European integration where,
despite significant differences in their tariff structures, they were never so large as
between Arab countries. The average non-weighted tariff in Tunisia in 2003 reached
28.6% (WTO, 2005) while it was around 4% in the Gulf Cooperation Council members
which implies a difference of more than 24 percentage points. In the case of the EC, the
largest difference between the average non-weighted tariff level between any two
countries of the six founding members in 1958 was approximately 10 percentage points
(calculated based on table cited in EI Agraa, 2004, p. 95). The EC members were able to
have their diverse tariff structures converge and move to a more coherent common
structure whereas the tariff structures in Arab countries have diverted from each other
over time (see the case of Oman and Tunisia where the difference in their weighted
average tariff increased from 23 percentage points to 26 percentage points, Tables 1a. and
1b.in the Appendix). Moreover, income disparities are enormous among Arab countries
where there exist some countries with GDP per capita that is 100 times larger than other
countries (United Arab Emirates compared to Sudan and Yemen) whereas in the EU
countries there are income disparities however they were confined to a maximum
difference of four folds between Portugal and Luxembourg and 10 times between the
Slovak Republic and Luxemburg (data have been reported from WDI, 2003, see Tables
2a and 2b in Appendix). Such disparities among Arab countries hinder the integration
process due to expected political frictions and economic sacrifices required from rich
countries.

Havrylyshyn and Kunzel (1997) found that Arab countries have a low Intra-Industry
Trade Index (11T) implying a modest industrial base. The levels of IIT calculated for the
Arab countries are less than IIT for other regional blocks such as NAFTA, APEC and
Mercosur and definitely the EU (see Table 1). Their results showed however that the
Arab countries are experiencing higher growth rates of 1IT. Their findings indicated
further that 11T levels of Arab countries in their trade relations with the EU are lower than
their 11T levels among themselves. They concluded that Arab countries could increase
their 11T levels and intra-regional trade by specializing in the existing industries.

Table 1: Intra-Industry Trade in Different Regional Blocks

Regional Block Period (1984-86) Period (1992-94) Change 11T
Arab Countries 0.159 0.250 0.091
European Union 0.860 0.886 0.026
Andean Pact 0.237 0.290 0.053
Mercosur 0.428 0.519 0.081
NAFTA 0.687 0.773 0.086
APEC 0.874 0.903 0.029

Source: Havrylyshyn and Kunzel (1997)



It should be noted that IIT declines significantly as the level of data disaggregation
increases. For example, as cited in EIAgraa (2004) the IIT was 0.64 in 1992 for the EU
using SITC 5 digit level which is a higher level of disaggregation when compared to the
one reported in Table 1.. Nevertheless, it is higher than 11T in the Arab countries at any
level of data disaggregation. 1T has always been high in the EU*.

Despite the fact that Arab countries have an extensive intra-regional trade in services (see
Fischer, 1993; Ghoneim, 2003), few attempts have been undertaken in the past to
enhance such trade. The mistrust prevailing among Arab governments and the fear of
political frictions have always hindered reaching an agreement on trade in services, even
on a bilateral basis. It is believed that trade in services among Arab countries has
flourished because it was left deregulated and that any attempts that would have been
undertaken to regulate such type of trade would have impeded it. Most services traded
among Arab countries included the movement of labor which in itself is a sensitive issue
despite the fact that Arab countries are classically divided into labor exporting and labor
importing countries (see Nassar and Ghoneim, 2003).

The liberalization and deregulation of trade in services was recently introduced in 2002
when Arab countries agreed to complement their Great Arab Free Trade Area (GAFTA)
with a regional agreement on trade in services (see Kheir-EIl-Din and Ghoneim, 2005,
forthcoming). Such agreement is a GATS plus agreement requiring Arab countries to
extend their GATS commitments for Arab countries either by undertaking additional
commitments or deepening their existing ones. Yet EU countries did not have a common
policy towards services (see Molle, 2002). The issue of liberalizing trade in services and
regulating it gained importance with the adoption of the Single European Act in 1986
(see below). The liberalization of trade in services accelerated significantly afterwards.
Currently in the EU there are no visas or work permits required for citizens of member
states although residence permits may be needed in some countries or cases. The rights
and benefits of the migrant workers include access to employment in other Member
States; residence rights (with family) in other Member States (for those seeking
employment, a six months time limit normally applies); and equality of treatment with
nationals regarding working conditions and employment-related benefits (see IOM/World
Bank/WTO (2004). However, there is not even one single equivalent of such measures
adopted between Arab countries on a regional level.

Among the political reasons were the absence of genuine political leadership
commitment to integrate, lack of credibility and feasibility among some Arab countries to
undertake the integration process which created an atmosphere of mistrust concerning
RTAs (see for example Galal, 2000 and Fawzy, 2003).

4 As cited in El Agraa IIT (calculated at a highly disaggregated level of 5 digit SITC) was 0.48 in 1961. (El Agraa,
2004, p. 453).



As for the institutional reasons’, the lack of adequate transport means, vagueness of
rules and regulations governing trade at the borders were the main reasons behind the
failure of several attempts at regional integration.

The difference between Arab countries and EU members is that the latter have started to
undertake serious steps to address such institutional impediments. Transport policy was
one of the issues that have been historically neglected by the EU. There was no
coordination among EU members, and though it hampered intra-regional trade it did not
receive attention until the 1990s (ElI Agraa, 2004). This is also the case with Arab
countries where there is no coordination in the field of transport. In fact, Arab countries
entered in a vicious circle of weak transport policy and system arising from lack of
demand on different modes of transport (air, road, maritime, etc.). The two variables
reinforced each other and the transport routes have been reduced significantly over the
years due to lack of demand. To illustrate, there are 2 scheduled flights per week from
Cairo to Casablanca whereas there exist at least 2 scheduled flights per day between
Cairo and different parts of Germany. As reviewed by El- Imam (2001), there were four
main joint Arab projects in the field of transport, which all failed, with the exception of
one that is surviving although inactive. In his review of the Arab Company for Maritime,
Arab Company for Air Transport, Arab Board of Civil Air Transport (the only surviving
project), and Road Network, he highlights that they all faced similar problems which may
be attributed to the absence of real political will and lack of coordination among Arab
countries.

Another body of literature argued that the perspectives for Arab integration are more
promising than what the conventional trade measures imply. Devlin and Page (2001)
show that since the late 1980s there has been a trend of increasing trade intensity among
Mashreq countries as well as in Mashreq exports directed to Maghreb countries.
Furthermore, there is a higher concentration in non-traditional exports such as processed
agricultural products and basic manufactures in non-oil goods traded regionally than in
exports directed to the EU and to the rest of the world. Moreover, using intra-idustry
trade (11T) as an indicator, trade among Arab countries demonstrated significant levels of
competitiveness compared with their trade with the EU, with some exceptions in exports
of Morocco and Tunisia showing higher levels of competitiveness in exports directed to
EU than in intra-Arab trade.

Zarrouk (2001) undertook a comparative analysis of dynamic exports of the Arab
countries. He concluded that for most Arab countries the number of dynamic products is
higher in intra-regional trade than in exports to the EU suggesting that rising
opportunities for intra-regional trade in processing activities have expanded. His findings
showed also that the dynamic Arab products maintain differentiated export niches in
intra-regional trade suggesting a greater room for developing export capacity and
enhancing the success of regional trade agreements. Table 2 identifies the overlapping of

5 We differentiate between two types of institutions: those related to the system of the functioning of organizations of
the EU and how decisions are made, and institutions related to deep integration ranging from adequate means of
transport to harmonization of rules and regulations (We thank Ahmed Galal for pointing out to the necessity of making
this distinction).



Table 2: RCA among Arab Non-oil Exports and the Overlapping of such RCAs (1995-2000)

Comoro

Maurita

Saudi

Emirate

Algeria | Bahrain s Djibouti Egypt Jordan Kuwait ] Libya nia i Oman Qatar Arabia Somalia Sudan Syria Tunisia s Yemen Iraq Othe
Algeria 12 2 1 1 6 5 2 3 3 0 5 0 3 3 1 1 2 5 2 0 0 0
Bahrain 2 50 2 11 19 17 3 14 5 3 8 5 6 4 2 6 4 10 12 2 0 8
Comoros 1 2 33 5 7 2 0 11 0 2 9 0 0 0 4 4 3 8 3 2 0 12
Djibouti 1 11 5 93 31 23 2 38 5 7 17 6 4 6 18 23 20 12 17 9 0 10
Egypt 6 19 7 31 129 87 2 v 8 5 v 7 9 6 12 21 7] 86 26 4 0 23
Jordan 5 17 2 23 k74 107 2 o} 3 2 28 6 4 6 10 11 is 28 18 5 0 11
Kuwait 2 3 0 2 2 2 8 3 3 0 1 0 4 4 0 0 1 1 2 0 0 2
Lebanon 3 14 11 38 v ] 3 134 4 6 86 9 5 5 17 19 7] 25 24 6 0 14
Libya 3 5 0 5 8 3 3 4 12 1 1 0 8 6 2 3 2 0 4 2 0 1
'\t"a"’r‘]‘l’: 0 3 2 7 5 2 0 6 1 21 9 2 1 1 6 5 3 2 3 6 0 5
Morocco 5 8 9 17 v 28 1 86 1 9 104 4 5 2 5 10 26 52 13 3 0 15
Oman 0 5 0 6 7 6 0 9 0 2 4 17 2 1 1 0 5 5 7 1 0 0
Qatar 3 6 0 4 9 4 4 5 8 1 5 2 17 7 1 1 3 3 8 1 0 1
Asf:tgL 3 4 0 6 6 6 4 5 6 1 2 1 7 14 4 3 3 2 7 2 0 0
Somalia 1 2 4 18 12 10 0 17 2 6 5 1 1 4 35 15 9 5 7 9 0 5
Sudan 1 6 4 23 21 11 0 19 3 5 10 0 1 3 15 4 16 7 9 6 0 3
Syria 2 4 3 20 g is 1 g 2 3 26 5 3 3 9 16 56 20 9 3 0 9
Tunisia 5 10 8 12 8 28 1 25 0 2 52 5 3 2 5 7 20 93 9 2 0 25
Emirates 2 12 3 17 26 18 2 24 4 3 13 7 8 7 7 9 9 9 60 5 0 3
Yemen 0 2 2 9 4 5 0 6 2 6 3 1 1 2 9 6 3 2 5 15 0 1
Iraq 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Other 0 8 12 10 23 11 2 14 1 5 15 0 1 0 5 3 9 25 3 1 0 176

Total number of goods having RCA for the country
Countries having exceptions within GAFTA

Source: Calculated according to Trade CAN (2002) database using SITC code 4 digits where 1995 is the base year and 2000 is the final year.



revealed comparative advantage (RCA) among Arab countries. As seen from the table,
there is a large portion of exported goods (calculated at SITC 4 digits) which experience
no overlapping identifying a high potential for intra-regional trade.

We believe that although important, the major obstacle hindering intra-regional trade is
neither economic failure, nor is it lack of political commitment which can be overcome
(witness the case of UK joining the EC which was delayed due to Charles de Gaulle
“empty chair policy”). We advocate that absence of the right institutions is the main
impediment to intra-regional trade. Institutions carry more weight than political and
economic factors in hindering economic integration among Arab countries. A field
survey undertaken by the Arab League in 2004 on the major impediments facing the
Arab business community indicated that problems are concentrated in three main areas:
abuse of technical barriers to trade (TBT) and of sanitary and phytosanitary (SPS)
measures, vague rules and regulations especially when it comes to authentication of
origin of goods, and customs procedures. Such issues are neither economic nor political,
they are rather institutional and relate to the absence of clear standards. Moreover, there
is a large number of Arab countries that are still not members of the WTO. This has been
a major drawback as any violation by or against these countries is referred to a bilateral
dispute settlement mechanism which in many cases is either inefficient or absent. It ends
up by adopting beggar-thy-neighbor policies which negatively affect trade and lead to
retaliation. There were several cases of such type of violations enacted between Egypt
and Lebanon on the one hand and Egypt and Saudi Arabia on the other hand (see Egypt's
Ministry of Economy and Foreign Trade, 2001). Such problems are only solved through
political intervention. However, in all cases this creates uncertainty and harassment of
potential exporters.

As will be highlighted in Section Two, the history of Arab trade integration indicates that
their RTAs have always lacked the required commitment mechanism which ensures the
credibility of such agreements. These agreements were political slogans. To ensure that
consensus was reached among Arab countries to sign such agreements, they were
intentionally vaguely worded, with no clear and highly flexible provisions.

A Retrospect on the EU Experience:

The case of EU integration has always been viewed as a model of success. This does not
imply that the process of EU integration did not face economic, political and institutional
obstacles. In fact, it faced all types of obstacles, however what differentiated it from other
experiences was the clear vision on the intended political goal. Hence political will,
economic motivations, and institutional structures were all geared towards achieving such
aim. Moreover, the gradual and pragmatic approach adopted by the EU in terms of
widening and deepening of the process of integration made it smooth and reduced the
costs of adjustment to affordable levels. As stated by Boyer (2002) “the principle of free
movement of goods has been extended from steel and coal, then to manufactured goods
and the very Common Agricultural Policy (CAP) has organized a specific market for
agricultural products, in a sense relatively disconnected from the world trends.”



The intended political goal is among the most important factors behind the success of the
EU and the failure of Arab integration. Though it is difficult to gauge political
commitment as in many cases it is based on speeches and slogans raised by politicians,
we find that political aims have been mentioned from day one of the initiation of the
European Economic Community. Reviewing the Schuman and Monnet ideas and
declarations (see Fontaine, 2000, and El Agraa, 2004) reveals that political aims in terms
of unified Europe were evident. Churchill played an important role in European
integration so did the German Chancellor Konrad Adenaur. Churchill was even talking
about the “United States of Europe” in the 1940s. Several analysts have pointed out that
overcoming the diverging political aims of European countries and creating supranational
organizations are among the key factors for the success of the EU (see, Ugur, 2004). This
has not been the case of Arab countries where we find several political slogans calling for
cooperation and integration, but never emphasizing a unified Arab world.

The approach adopted by the EU might not be adaptable to other cases and to different
historical episodes. For example, the issue of deep integration was not a matter of great
importance at the inception of the EU, but nowadays it is difficult, as highlighted below,
to envisage a successful RTA that does not include deep integration as one of its
cornerstones, due to changes in the world trading system. Such changes require
harmonization of rules and regulations, approximation of laws, etc. It is fair to say that
from this point of view EU was lucky as the steps it has undertaken for integration
coincided with the changes in the world trading system. In other words, EC has started
by undertaking “shallow” type of integration which was adequate for the existing world
trade conditions prevailing at that time. The EC deepened its integration policies
afterwards to strengthen its integration process which coincided with the need for “deep”
integration policies as a result of the change of the world trading system rules and
conditions that necessitate the existence of deep policies for any regional integration
process to succeed. This is an important aspect that needs to be taken in consideration if
we are attempting to draw lessons for Arab integration from the EU experience. The
policies that helped the EC to succeed in its beginning might not support the Arab
countries in succeeding under the prevailing world trading system as the whole setup
governing trade relations changed.

Section 2: Status of Arab Integration in Trade: A Historical Review

Arab regional integration attempts date back to 1950 when the Treaty for Joint Defense
and Economic Cooperation was initiated. The agreement was concluded as a reaction to
the establishment of the Israeli State. It was signed by seven countries: Egypt, Iraq,
Jordan, Syria, Saudi Arabia, Lebanon, and Yemen. Morocco, Algeria, Tunisia and other
Gulf countries joined at a later stage. The economic dimension of the agreement is
highlighted in its second provision which establishes an Economic Council of ministers
concerned with economic issues in the member countries. This council acted as an engine
for enhancing different attempts at economic integration. It represented the institutional,
organizational, and legal body responsible for this integration (see Section 3).



The agreement was modest in achieving regional integration. In fact, the word
“integration” was not even mentioned, but rather “cooperation” was the word used. The
agreement established the Economic Council which was then transformed to the
Economic and Social Council, the main responsible body for Arab integration. From this
perspective, we can argue that the agreement was successful in establishing an
institutional body that can oversee different economic issues.

The EU experience shows a similar approach at its inception. At the very early
beginnings of regional integration, cooperation among nations was the mode used. In
fact, as it is the case with Arab integration, intergovernmentalism initially dominated the
post-war architecture. In part this was simply a matter of timing. The first three European
organizations - the Organization for European Economic Cooperation (OEEC)®, the
Council of Europe and the Court of Human Rights - followed the intergovernmental
tradition and were not economic in nature (Baldwin and Wyplosz, 2004). The EU
countries were divided between the federal advocates and the intergovernmental or
functionalist supporters (see Weiss, 1999), but in the end the federal approach was the
one that dominated. The Arabs were even more advanced in integrating “economic”
aspects in their regional treaties when compared to the EU. Hence, the start of regional
integration in the Arab world and the EU does not differ greatly as both followed the
intergovernmental approach. Moreover, the start of both was a reaction to a political
threat, where in the case of the Arab countries it was a reaction to a threat from outside
while in the case of the EU it was a reaction to a threat from inside (avoiding another
Nazi Germany and wars between France and Germany). However, the need to cooperate
on managing the Marshall aid, as required by the United States of America (US),
imposed a close cooperation conditionality among the European recipients (Wallace 1995
cited in Weiss, 1999).

There are some differences between the two experiences. In the case of the EU there was
pressure and support from the US to push forward the integration process, which has not
been the case with Arab integration at its inception. Moreover, there were attempts to
establish sub-regional grouping in the case of the EU, namely the Benelux which is a
customs union signed in 1944 between the Netherlands, Belgium and Luxembourg. There
is no equivalent experience in the case of Arab integration. However, the approach to
regional integration changed afterwards. Finally, and most importantly is the fact that
federalism was a main track for integration identified in the Schuman declaration, which
is considered the first step in announcing the desire of integration. The idea of federalism
was embedded in Schumann declaration which is considered the basic document behind
the establishment of the EU. The declaration emphasized the necessity of an independent
high authority “the decisions of the High Authority will be binding on the member
countries. The High Authority itself will be composed of independent persons and have
equal representation. The authority’s decisions will be enforceable.” (cited in Fontaine,

% The Organization for European Economic Co-operation (OEEC) was established to administer and
organize the delivery of the Plan Marshal's massive economic aid and to enhance trade among European
countries.



2000). Box 1 provides an overview of the three main institutions governing the EU
integration process.

Box 1: An Overview of the European Institutions

The European Council:

It consists of the leaders of EU member states and the President of the European Commission. Its presidency rotates
among the members every six months. It is the most influential institution as its members are the heads of states or
governments of their respective countries. The Council provides broad guidelines for EU policy and decides upon the
final compromises required to conclude the most sensitive aspects of EU policies including the budget, treaty changes,
and issues related to enlargement. The Council meets at least twice a year on a regular basis and can meet more
frequently if there are urgent matters. The Council has no formal role in EU law making process. The political decision
taken by the Council has to be translated into law following the standard legislative procedures which involve the
Commission, Council of Ministers, and European Parliament.

The European Commission:
The Commission is the most important EU institution. It is considered the ‘guardian of the Treaties’ or in other words
the body that is ultimately charged with ensuring that Treaties are implemented and enforced. Moreover it is considered
the gatekeeper of the EU integration as it has a monopolistic right to initiate legislations to Council and Parliament and
it has always been the driving force behind deeper and wider integration. It has three main roles:

1) Legislative role: proposing legislation to the Council and Parliament

2) Executive role: administrating and implementing EU policies as trade and common agricultural policies

3) Monitoring role: providing surveillance and enforcement of EU law in coordination with the EU Court.
It further acts as a reservoir and source of information, data, analysis and reports on EU.

The Commission represents the EU in international negotiations related to trade and cooperation with non-members
nations. It has a great deal of independence and often takes positions and views that are substantially different from
those of the member states, Council, and Parliament. However, the Commission is accountable to the Parliament which
can dismiss the whole Commission. In practice, the Commission has enormous influence because of the expertise it
takes to draft suitable proposals and because of the intense lobbying it undertakes before proposing a new initiative to
the Parliament or Council.

Before the 2004 enlargement, the Commission was always made up of one Commissioner from each EU member with
an extra Commissioner from the largest five countries (Germany, U.K., France, Italy, and Spain). In the enlarged
Union, each member state has one Commissioner. The Commissioners are chosen by their own national governments,
but the choices are subject to political agreement by other members. The Parliament has to approve the Commission
and its President. The Commissioners are not supposed to act as national representatives and they should not accept or
seek instructions from their home countries. The Commissioners are appointed for seven years. Each Commissioner is
in charge of a specific area of EU policy.

The decision-making process in principle is based on simple majority, however in practice the Commission takes
almost al its decisions on the basis of consensus to ensure that its decisions are ratified by the Council or Parliament.

The European Court of Justice:

It settles disputes between member states, between the EU and member states, between EU institutions, and between
EU and individuals. It has a supranational power where it is the supreme judiciary for EC laws. It interprets EU law for
national courts where they can refer to the European Court of Justice so as to obtain a ‘preliminary ruling’ on a difficult
element of EC law in a national case. Moreover, it provides advice upon requested opinion. As a result of this power,
the Court has a major influence on European integration.

The Court consists of one judge from each member state. Judges are appointed by their own home governments for a
term of six years. The Court has also eight ‘advocates-general’ whose job is to help the judges by constructing
‘reasoned submissions’ that suggest what conclusions the judges might take. The Court reaches its decisions by
majority voting

Source: Based on Baldwin and Wyplosz (2004) and Pelkmans (2001)
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The first initiative toward trade integration among the Arab countries was The Agreement
on Trade Facilitation and Regulating Transit Trade which was signed in 1953 by a
number of Arab countries. This agreement was considered the first regional agreement
aiming at intra-regional trade liberalization following the recommendations of the first
conference of Arab Economic and Finance ministers in 1953. It came into force in
December 1953 after it has been ratified by three countries: Lebanon, Jordan and Egypt.
In 1954 it was ratified by Saudi Arabia, Syria, and Irag. In 1962 it was ratified by
Kuwait. This agreement was mainly concerned with giving tariff preferential treatment in
the form of exemptions for Arab originated products, however it had no clear schedules
for tariffs reduction. It was modified several times to achieve the following aims:

1) Exempting a number of agricultural, animal and mineral products from tariffs and
reduction of tariffs on manufactured products by 25% as long as it originates in an
Arab country, however it left the origin without a clear definition.

2) Not subjecting the imported products from Arab countries to domestic extra
surcharges imposed on domestically produced products.

3) Differentiating in traded goods between those produced by the private sector,
which faced more obstacles, and goods produced by the public sector.

The amendments to this agreement reflected the special interests of different countries
(about four amendments, each resulted in changing the schedules of liberalization). In the
end it was obvious that conflicting interests led the agreement no where (Sabry, 2001).

In contrast with the first Arab experience of regional economic agreement, the EU did not
put economic integration as an end in itself. It has always served as a means towards
achieving political integration (see Hoekman and Messerlin, 2003). In 1952, the
European Coal and Steel Community (ECSC) was established. It involved the integration
of the coal and steel sectors as a means towards Franco-German reconciliation and
towards creating a new system of post-war European relations (Artis and Nixon, 2001).
The establishment of the ECSC followed the implementation of Schuman Plan inspired
by the ‘father of European Integration’, Jean Monnet, but prompted by French Foreign
Minister, Robert Schuman. Schumann proposed that France and Germany should place
their coal and steel sectors under the control of a supranational authority. Other European
nations were invited to join this ECSC and Belgium, Luxembourg, the Netherlands and
Italy actually did. This created a group of nations known simply as ‘the Six’ that has been
the driving force behind European integration ever since. The ECSC was a success not so
much in that it solved the thorny problems of Europe’s coal and steel sectors, but rather
as a training scheme for European integration. It showed that the six could cooperate in a
federal structure (Baldwin and Wyplosz, 2004).

The road to trade integration among Arab countries diverted from the EU experience
since the years 1952 and 1953 when the Agreement on Trade Facilitation and Regulating
Transit Trade was signed and the ECSC was established. The approaches to integration
differed. The Arabs continued adopting the intergovernmental approach whereas the
Europeans shifted to the federal track by creating supranational authorities. Moreover,
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and contrary to the conventional wisdom, the Arabs concentrated on trade integration as
an announced end, whereas the Europeans focused on political aims using trade as a
means rather than as an end.

Arab trade integration efforts continued, however, their success was limited. In 1953 the
Agreement for Paying the Current Transactions and Movement of Capital among
members of the Arab League was concluded. It was considered as a complement to the
Agreement on Trade Facilitation and aimed at facilitating payments for current
expenditures related to the latter. This agreement was signed at the same time and ratified
by six countries (Lebanon, Egypt, Saudi Arabia, Jordan, Syria, and Iraq). However, it did
not enter into force as the minimum number of countries required to ratify the agreement
so that it enters into force was not met. The agreement was no more than a set of
recommendations that did not ask the contracting countries for real implementation. The
end result was that it remained idle.

In the 1957 the Arab Economic Union Agreement was signed and entered into force in
1964. There were ten countries that joined this agreement (Jordan, Sudan, Iraq, Libya,
Egypt, Mauritania, Yemen, and Palestine). The agreement aimed mainly at enhancing
economic integration among Arab countries. However, by time, the agreement lost its
importance and the only surviving memory is the Arab Economic Union Council which
was established in 1964. The Council is still functioning and aims at enhancing economic
integration among Arab countries, despite that the agreement that established it is
practically dead.

Ten years after the ineffectiveness of the intergovernmental approach adopted by the
Arab countries in achieving regional integration, they entered into a new agreement,
namely The Arab Common Market Agreement which was signed in 1964. The decree that
announced the establishment of the Arab Common Market did not mean the technical
word of a common market, as it left it to be achieved in the future, it dealt only with
liberalization of intra-regional trade in the form of a free trade area. The four members
(Egypt, Syria, Iraq and Jordan) focused on establishing a free trade area following the
schedule of the Agreement on Trade Facilitation in 1953 and the rest of the commodities
should be liberalized by certain percentages each year to reach full liberalization of
agricultural goods in 1969 and for manufactured goods in 1974. The agreement failed to
attract new members although it included flexible terms and had no binding
commitments. A committee that focused on the reasons for the failure of the agreement
that was established in 1972 identified the following reasons for its failure: 1) The
decision of establishing a common market was not the right decision at the right time; 2)
There were substantive lack of information on traded goods between Arab countries; 3)
The governmental control of the trading process prevented market forces to perform
efficiently; 3) The high dependence on tariff revenue made the governments reluctant to
liberalizing their trade; and 4) The differences in costs structures because of the large
differences in tariffs and surcharges on intermediate goods (Sabry, 2001; Dervis, et. al,
1998).
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Meanwhile, the Europeans were enhancing their regional integration by delegating more
power to the supranational authorities that overlook their integration process. The Treaty
of Rome (1957) which established the European Community (EC) gave a lot of power to
the European Commission in trade and agricultural policies and in the tariff revenue
distribution among members. It is the main supranational institution of the EC and has
played a major role in the process of integration. It has been the promoter and the
guardian of integration through its power to propose directives and regulations, which, if
approved by the Council and further by the European Parliament became EC law. The
EC laws supersede national legislation in the area concerned (Artis and Nixon, 2001;
Pelkmans, 2004, Hoekman and Messerlin, 2003).

The Arab countries tried again the same approach of intergovernmentalism as a reaction
to the failure of the Arab Common Market. In 1971, the idea of establishing a common
external tariff was abandoned. The Arabs agreed to enter a new agreement in 1981,
namely the Agreement on Facilitation and Development of Trade. This agreement
entered into force in 1983 and aimed at reaching a free trade area and establishing a
customs union. The agreement is based on fundamental basics including the fair
distribution of gains and losses, the provision of financial incentives to facilitate enacting
the agreement, and the avoidance of imposing economic sanctions. The last fundamental
principle was adopting a positive list approach for selected products chosen on yearly
basis following a number of criteria as the size of production, size of exchange, the
strategic importance of products, products of joint projects, Arab content, export
importance. The agreement helped to resolve a number of obstacles as the settlement of
payments and some financial issues related to governments. However, this agreement
remained idle for several other reasons including the long time, reaching six years, before
being ratified by two thirds of its signatories, which is essential for the agreement to enter
into force, and the ambiguity in its provisions related to liberalization. For example, it
was not clear whether liberalization was full or partial and whether it was going to take
place immediately or following a specific time horizon.

The agreement added a 40% value added as a condition for commaodities to acquire origin
and to be granted tariff exemption. However the Economic and Social Council just
started in 1995 to prepare the detailed rules of origin. The agreement did not identify a
specific time schedule for the transitional period leading towards the complete free trade
area. Moreover, it did not determine a base year for reduction of tariffs. The committee of
the Economic and Social Council responsible for overseeing the implementation of the
agreement was able to completely liberalize 20 products, which were then subject to non
tariff barriers from some members. As with previous agreements, the 1981 effort had
little effect on formal trade liberalization or on actual trade. It lacked binding
commitment to its terms and a timetable for implementation, and featured a “positive list”
approach, whereby specific products for liberalization must be listed as opposed to the
negative list approach whereby liberalization covers all items other than those
specifically listed for continuing protection (Dervis, et. al, 1998).
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The Europeans, on the other hand, were widening their integration process where the
number of countries that joined the EC has increased substantially in the 1980s.
Moreover, and besides giving more power to the federal system, they started thinking of
“deep” integration. The Single Act of 1986 and the Maastricht Treaty represent the
development of deep integration aspects whereas the key roles played by the European
Commission and the European Court of Justice (ECJ) represent the empowerment of the
federal track for integration. In fact, Article 235 of the Treaty of Rome allowed the EEC
members to adopt common policies, but the issue of harmonization was effectively
developed by the adoption of the Single Act which included harmonization provisions
related to environment, regional policy, and research and development that were newly
introduced. The process also continued with the Maastricht Treaty on European Union
(EU) which was signed in 1992 and entered into force since November 1993. This treaty
included new or improved provisions on monetary cooperation, industrial policy, trans-
European networks, consumer protection, public health, economic and social cohesion,
environment, research and development, education and culture. The Amsterdam Treaty
negotiated in 1996-97 which entered into force since 1999 also added a few new policies,
especially employment (see Laursen, 2002).

Moreover, what distinguished the EU integration steps from the Arab attempts was the
clarity and specificity of their agreements. As has been revealed above Arab attempts
always suffered from loopholes that impeded the implementation of their agreements. In
many cases, it was intended to leave the wording vague and flexible to ensure that no
disagreement happens between Arab countries. The case of the EU was different where
specific provisions were identified in their different agreements whether in terms of
widening or deepening. No room was left for manipulating the wording of such
provisions, but rather clear precise time tables for implementation were set. In the field of
trade policy, the existence of a supranational organization as the European Commission
helped to ensure the effectiveness of the agreement which when complemented by the
ECJ created a complete system of managing the process of integration. This is not to say
that the EU system was perfect as the issue of Common Agricultural Policy and the
system of its management regarding contributing and receiving compensations is far from
being clear and transparent (see EI Agraa, 2004; Baldwin and Wyplosz, 2004).

By the mid 1980s, Arab countries started to adopt sub-regional agreements to overcome
the frequent failures of regional trials. The most important sub-regional agreements were
the Gulf Cooperation Council (GCC) which was signed in 1981 and the Arab Maghreb
Union (AMU) which was signed in 1989. On the other hand, the EU was giving up sub-
regional agreements when the EFTA members were joining the EU and the Benelux
countries became members of the EC. However, by the early 1990s and as a result of the
proliferation of the RTAs, the project of Arab trade integration was revived in the Arab
League. The main essence of such revival was the same, based mainly on
intergovernmental approach without a clear political or economic goal. However, the
implementation mechanism differed this time, where room for flexibility was reduced, a
negative list approach was adopted, and a strict time schedule was set. This was all
embedded in the Great Arab Free Trade Area Agreement (GAFTA) which in fact
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represents the executive declaration for establishment of Agreement on Facilitation and
Development of Trade. (Sabry, 2001).

On the other hand, the EU was sticking to its two approaches, namely the federal track
where the European Commission has been gaining more power with the widening
process (Putnam, 1988) and the political aim remained the ultimate goal of economic
integration. Actually, the most important motivating factor for some states, in particular
France, in negotiating the Treaty on establishing the European Union (EU), was to
strengthen integration in view of German unification in 1990. The French Government
feared that a more powerful Germany might become less predictable in European
politics, it sought to preempt this through closer integration (Artis and Nixon, 2001).

Reviewing the historical attempts of Arab integration reveals that the mechanisms of
Arab integration remained the same over the last 50 years. The differences among
successive attempts were more of a qualitative nature in terms of wording, however the
approach remained the same ““intergovernmental with some sort of economic cooperation
without a clear vision or specific aim”. The case of the EU differs significantly where it
started by adopting both the intergovernmental and the federal approaches but moved
toward the federal approach, while giving room for limited intergovernmental efforts to
survive. The final aim remained always political and economic integration was always
viewed than a mean rather as an end.

Section 3: Pillars of Arab Trade Integration

We now attempt to investigate the role of three pillars in the Arab trade integration
process, namely organizations, policies, and laws and regulations. We confine our
discussion to the case of the Great Arab Free Trade Area (GAFTA).

Organizations:

The Arab League is the mother organization that governs Arab regional
integration. The Arab League is an intergovernmental organization that was established
in 1945. There are several organizations that fall under its umbrella and aim at enhancing
Arab cooperation. They include the Arab Monetary Fund, the Arab Bank for Economic
Development in Africa, etc. However the main responsible body within the Arab League
for implementing GAFTA is the Economic and Social Council (ESC). ESC supervises a
number of agreements, besides GAFTA, and follows up on the work of many other
specialized ministerial councils (currently there are 13 Specialized Ministerial Councils).
To be understood properly, the GAFTA should be viewed as the framework that is solely
concerned with the liberalization of trade in goods. Other aspects of economic
cooperation and integration are being overlooked under different legal frameworks than
the GAFTA, but are also supervised by the ESC. The ESC was established in late 1970s
as a successor for the Economic Council” founded according to Article 8 of the Treaty on

” The Economic Council acted at enhancing the Agreement on Trade Facilitation and Transit between Arab
countries. It acted as a coordinator for trade in agricultural goods as well as coordinating Oil producing
states efforts in their relationship with multinationals in this field. Finally it acted to coordinate helping
Arab countries in having better opportunities for their market access and other negotiations with EU.
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Joint Defense and Economic Cooperation. ESC is an intergovernmental council which
has no executive power. (see Box A.1. in the Annex for the main tasks, organizations that
are supervised by ESC, and main ministerial councils which are served by ESC). ESC
plays a role in suggesting legislations related to economic integration and coordinates
among different members of the Arab League. It has established a number of committees
that oversee the implementation of the GAFTA (see Figure 1 in the Annex).

It is worth noting that ESC for GAFTA represents a mixture of the European Council and
the European Commission for the EU. However, the power given to the European
Commission in the domain of trade policy can be hardly compared with that given to the
ESC. The European Commission has a legislative role, or at least a strong power to
suggest rules and regulations as well as an executive power, whereas the ESC has neither.
It further suffers from overlapping of functions acting as an intergovernmental body (as
the European Council) while at the same time undertaking an executive role (as the
European Commission).

Among the bodies that were created to enhance Arab integration was the Arab Economic
Union Council which was established to oversee the implementation of the Arab
Economic Union Agreement. The Council has been functioning since its establishment.
However the intergovernmental nature of its work and its limited membership hinder its
role as an advocate and facilitator of Arab economic integration.

One major body that was responsible for the success of the EU is the European Court of
Justice (ECJ) (see Hoekman and Messerlin, 2003). It played a crucial role in approving
rules and regulations and settling disputes among member states. An equivalent body in
the case of the Arab world is ABSENT and this is a major problem that is likely to affect
the functioning of GAFTA. There has been a newly introduced system of dispute
settlement for the GAFTA which contains all the necessary requirements for acting as a
dispute settlement body, however it is not binding. This implies that the judgments made
by this dispute settlement system will not, in many cases, be implemented especially that
the Agreement on Facilitation and Development of Trade which is the framework of
GAFTA does not allow economic sanctions to be imposed (see below). Hence, the
dispute settlement system lacks the necessary credibility to ensure effective
implementation of the GAFTA.

Moreover, one of the main active bodies in the EU institutional structure is the European
Parliament, which acts as a national parliament but at the EU level, approving legislations
and budgets. Its members act on their own behalf and not as representative of their own
countries.

Policies:

By nature of a conventional free trade area (FTA), there is no harmonized trade policy.
This is different from a customs union which requires a unified trade policy or at least a
unified tariff structure towards the non-member countries. Hence, it is not a surprise to
find no harmonized trade policy among Arab countries within the GAFTA, in contrast to
the EU where there is a harmonized trade policy, especially in relation to non-agricultural
goods. The EU since its inception has adopted another kind of harmonized policy in the
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field of agriculture (the Common Agriculture Policy, CAP). From an economic point of
view, CAP is extremely inefficient and has negative consequences on the welfare of the
whole society as it leads to inefficient allocation of resources, higher prices for
agricultural goods, and over-production (see EI Agraa, 2004; Messerlin, 2002), however
from an EU establishment point of view, it was a necessary condition for the success of
integration since it represented the economic costs that have to be paid for attaining a
successful political aim. In the case of services, the EU does not have a harmonized trade
policy (see Molle, 2003). Nevertheless, in some cases, it has sectoral policies (e.g.
telecommunications), but in general there is no harmonized European services policy.
More recently and after the adoption of the Single European Act, the EU has started to
adopt a number of unified policies in different sectors including transport, energy, etc.
The reasons behind this shift towards adopting similar policies are twofold: first, it is
extremely difficult to ask for harmonization of policies and regulations at early stages of
integration because of the diversity of policies among members which implies increasing
costs for harmonization in addition to the extra costs of changing their tariff structures;
secondly, and most importantly it took the whole world in general, and the EU in
specific, more than forty years to realize that a successful liberalization of trade policy
cannot be achieved without the elements of deep integration; whereas if integration is
confined only to shallow integration it is very likely that trade liberalization will not be
successful. Hence, it is not expected that GAFTA as a traditional FTA would have any
harmonized policies, whether in trade of non- agricultural goods or any other field.
However, initial steps for further integration including deep integration elements should
have been mentioned in the GAFTA preamble with specific time schedule to ensure its
success in the future. The recent developments in the international trade arena and the
technological developments imply that shallow trade integration scheme alone, is not
likely to be successful or sustainable.

It is important to note that EU members have experienced a significant policy
convergence over time, an element of deep integration. Such a concept of convergence of
policies was not on the agenda of the Arab countries. Although by nature and as argued
above, FTA does not require such policy convergence, it is a necessary element for the
success of any regional trade agreement in the prevailing world trading system. The case
of the Australia New Zealand FTA is an example of a FTA that has adopted harmonized
policies in different fields ranging from competition policy to labor movement (see,
Ghoneim, 2003). This emphasizes the important fact that deep integration is a necessity
for any successful RTA in the prevailing context of the World Trading System.

Institutions (Laws and regulations):

The focus here is on the rules and regulations of GAFTA (those aspects related to deep
integration). We benchmark this agreement in two ways. The first compares GAFTA
with its predecessors whereas the second compares it with the contemporary FTAS
around the globe.

If we compare GAFTA with its predecessors, it appears that it represents a significant

improvement. In fact it can be safely argued that it is the first RTA among Arab countries
that has fixed dates with clear provisions. It adopts a negative list approach, compared to
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its predecessors which featured mainly a positive list approach. It allowed for exemptions
to be in place for a specific time, and it set a specific deadline by which such exemptions
should be eliminated. This happened regarding agricultural goods. GAFTA also contains
a specific schedule for tariff reductions starting from a certain identified base year, which
was implemented, and was even accelerated. Its provisions were clear and flexible
allowing its members to undertake their liberalization efforts flexibly but in a disciplined
way. In all respects, GAFTA represents a success when compared to its predecessors. It
is a perfect example of “shallow integration”. However, it missed out one important
element which is being taken care of now, namely a clear dispute settlement mechanism.
Articles of GAFTA allow the ESC to undertake the necessary measures required
whenever there is a dispute. However the mechanism of such measures was unclear, until
recently when ESC embarked on establishing a new system of dispute settlement. Given
the fact that a large number of GAFTA members are still not members of the World
Trade Organization (WTOQO) (Saudi Arabia, Yemen, Syria, and Sudan), this led to several
problems. A dispute that arises between GAFTA members cannot be resolved according
to a transparent mechanism with clear provisions. The issue could be only addressed via
bilateral consultations, whereas the WTO dispute settlement mechanism, cannot be used.
Such an important pillar preempted the GAFTA. However ESC has undertaken efforts to
create a clear dispute settlement mechanism which is likely to start functioning in 2006.
Nevertheless, a crucial problem related to the intergovernmental track GAFTA is
adopting remains. Even if a dispute settlement mechanism is put in place, it has no
supranational power to impose its rules on the members. Moreover, the ESC does not
allow for retaliation, except in very few cases following Article 5 of the Agreement on
Facilitation and Development of Trade “It is not allowed to impose economic sanctions
among the members in the field of trade as set by the agreement, except if approved by
ESC and for urgent national reasons”. This vague wording of the article is likely to lead
to problems in implementation, especially that the ESC is an intergovernmental body that
has no supranational power.

Another major problem facing GAFTA is agreeing on a detailed rules of origin scheme.
A general rule of 40% value added is adopted. It is lowered for joint Arab production to
20% following the Agreement on Facilitation and Development of Trade. However, due
to the heterogeneous nature of production structures in GAFTA members, several
problems have impeded reaching a set of detailed rules of origin. This problem when
complemented by the absence of a mechanism for compensation of losers (one of the key
pillars of success for the EU in redistribution of tariff revenues, due to the adoption of a
customs union and in the field of CAP) is likely to remain a major impediment to the
implementation of the GAFTA. This issue is of crucial importance particularly that the
ESC has announced that it has a plan for establishing a customs union among GAFTA
members over a 10 year period starting 2006. Mechanisms for harmonization of tariff
rates were set following a pre-determined time schedule, while leaving out the
redistribution of tariff revenues to be determined at a later stage. It is worth noting that
moving to a customs union will solve the problems related to rules of origin, which is a
major impediment affecting the functioning of the GAFTA, but will not address the issue
of redistribution which requires establishing an efficient mechanism for handling
budgetary issues, namely, redistribution of tariff revenue, that is based on a federal
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approach (see ESC on Arab League website, 2005). In the case of the EU budget, the
revenues come mainly from contributions of EU members’ value added taxes, through
tariff revenues and levies, and through direct contributions from members based on their
GDP levels. Most of the budget is spent on CAP (more than 70%). The second largest
item for expenditure is the regional policy which mainly aims at overcoming disparities
between different regions by helping t