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PREFACE

The aim of the present study is to evaluate the pro-
bable effects of the European Economic Community on the Arab
countries. As such it is by no means to be taken as an ex-
haustive appraisal of all possible repercussions on the Arab
world, and the conclusions should not be considered as wnrefu=
table dicta. The study is just an assessment of the consequences
on the Arab Middle East of a venture which was qualified as one of
the most important event in European history after the French

Revolution.

I take this opportunity to express my deep gratitude to
all those who helped me in writing this paper. 1In particular I
wish to thank my advisor Professor Burhan Dajani under whose su-
pervision this study was undertaken; the commercial attachés of
the Six Common Market countries; the Center of Documentation of
the French Embassy in Beirut; the Bureau of the Information of
the European Community, and the OEEC head office in Paris; the
High Authority of the European Coal and Steel Community in
Luxembourg; the Center of the European Economic Community in
Brussels and Miss Monroe from the London's "The Economist™ staff,

for their kind cooperation in supplying me the information I needed.

A, Demirdjian

American University of Beirut
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ABSTRACT

Many factors, historic, economic and political, have
lead to the creation of the European Economic Community. A
Community inhabited by some 168 million people (225 million
with the overseas territories) with a 950 dollars average per
capita income. Trade is the vocation of the Six nations of
the Common Market. 1In 1957 they alone had imports from coun=-
tries outside the Community of 14¢5 billion dollars. Of these
10«3 billion dollars wags in non-manufactured products, inclu-
ding 3 billion dollars worth of foodstaffs, 4«6 billion dollars
worth of raw materials, and 2.4 billion dollars worth of combus-
tibles and fuels.1 As seen, the Community's weight in the world
trade is extremely important and she might, if she practices a
policy of autarky and protectionism, hurt badly the interest of
her trading partners; specially of countries under way of eco=
nomic development because most of their exports are raw materials

and food.

This new European integration - which amounts to nothing
less than an attempt to create a European version of the United
States - will establish a market which will be discriminatory
arrangement vis-a-vis the rest of the worlde An unusual kind of
discrimination is involved - a discrimination to be arrived at
by lowering barriers internally rather than by raising them

N ——— T —— T ——— - ———————— - — - —— ———————— - - ———

l. Committee for Economic Development, The European
Common Market and its Meaning to the United States,
(New York: CeEeD., May 1959), pe 83
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externally. The world being divided into sixty national eco-
nomies almost each will have its share of discrimination, whe-
ther negligible or strong. The Arab countries will not be in
one of the extreme position. Of their aggregate exports only
15.5 per cent is sent to the Common Market area of which only

a small portion is likely to be affecteds This however, should
not minimize the worries of the Arab states and preventive mea-
sures should be adopted without delay. "Those who are asleep
while this revolution is occuging will never wake up" said

Paul Henry Spaak speaking of lethargic firms within the Community.
Similarly, countries which greet the development of the Common
Market without any reaction may, some day, be faced with serious

economic difficulties.
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Ae Aim and Scope of the Study

The study is devoted to the analysis of the implications
of the European Common Market on the Arab Middle Easte As
such, it is directed towards a future which is always uncer=
tain. Things dealt with are moving rapidly and can not be
pinned down for leisurely examinatione Yet an attempt is made
to assess the probable effects of this new economic "revolution"
on the Arab states. It is true that economic circumstances
change rapidly and predictions concerning five, ten or fifteen
Years ahead are always guessess But there is a difference
between a guess that is based upon a rational appraisal of the

range of possibilitiesy and a guess that is a simple gambles

The growing importance of foreign trade for the Arab
Middle East is the main reason which prompted the choice of
this topic as the subject of my thesess Due to many reasons,
which we shall see later, the patternof foreign trade in the
Arab countries will be affected by the Rome Treaty in one vay
or another such that the European integration should be of a

direct concern for the Arab statess
By the Arab Middle East we meant the two regions of the

-1 -



United Arab Republic, Iraq, Sudan, Lebanon, Jordan, Saudi Arabia,
Kuwait, and the other principalities of the Arabian Gulf« Their
total area is T7e5 million square kilometers or more than the
area of all the countries of Western Europe united} and are

2
inhabited by some 45 to 50 million people.

In analyzing the effects of the European integration on
the Arab world all the Arab countries are not considereds Six
o them, namely Egypt, Syria, Iraq, Sudan, Lebanon and Jordan
are retained in the assessment of the effects of the Common
Market on the Arab exports, whereas, the o0il producing countries
=including Irag- are dealt seperately in a different sectione
The reason for this segregation is that only these six countries
have appreciable trade relations with the Common Market countries,
whereas the others are important relative to their o0il exportse
If some of the Arab League countries were not considered at all,
it is because their trade relations with the European states are
insignificant (esg. Yemen, Lybia) or they entertain special com=
mercial relations with any one member of the Rome Treaty (ee.ge

Tunisia, Morocco)e

All the statistical data used for analysis are for the
year 1958, except for Lebanon in which case the year 1957 was
deliberately chosen because the figures of 1958 would have

le A«R. Sahmarani, "Le Moyen-Orient et 1'Economie Arabe"

L'Economie Libanaise et Arabe,No.56, Juin 1957, pe 7e

2. Deadline Data on World Affairs, Arab League, New York,
Sepe 11, 1959, pe 1l




given a distorted picture of the reality due to the political
crisis prevailing during that year. Also, for Sudan the year
1957 was adopted because of the impossibility of finding more
recent figures in spite of all the quests near the official

institutionse.

Apart of this, the study comprises five other chapterse
The second chapter deals of the Rome Treaty itself. It is nor-
mal that before appraising an undertaking it is necessary to
know what is being appraiseds Thus the purpose and the contents
of the Rome Treaty are analysed in the second chapter. The third
chapter is a theoretical analysis which reveals the media of
transmission and the effects of an economic union to outside
countries. The fourth deals with the most important aspect of
the problem, namely the European integration and the Arab exports
where the possible effects of the union are treated in a detailed
manner. Next, some suggestions are advanced in the fifth chap-
ter as to the policies to be adopted to mitigate the adverse
effectse The last chapter winds up the study with a special

emphasis for the achievement of the Arab Common Market.

B. Difficulties

Being a pioneer work, the difficulties encountered in
the present study were numerouse Due to the limitations in the
availability of date, and the complex nature of the subject
studied, it has not been possible to treat in depth all the
sides of the problems Were it not for the shortage of statis-
tics, the analysis could have been made more detailed and more

profounde
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Serious difficulties had to be faced specially when it
was necessary to adopt a base year for carrying on the analysise
It would not be realistic to take the data of a particular year
and base the effects of the European integration on these bare
figures. With this purpose it was found necessary to establish
a five-year trend - a period sufficient to distinguish the essen=-
tial from the accidental = of the Arab exports to the Common
market area. But here the handicap was that, for the last de-
cade, the Arab Middle East has been on of the world's most rapid
growing area and through all its existence it has never known
such a rate of economic as well as political and ideological
changes. Given these evolutions, it was very difficult even
with the trend analysis, to make a choice of a particular year
specially when the period under consideration is abundant with
the conclusion of bilateral trade agreements which largely mo=
dified the traditional pattern of trade. Yet this choice ought
to be made anyway, and after careful analysis the most approp=-

riate was found to be the year 1958.

Another important difficulty was encountered in summing
up the exports of different Arab countries to the Common Mar-
kets It was impossible to add the different export figures
without converting them into a common monetary unite Because
of its relative strength, the UsSeDollar was chosen as the
common unite But this was not the main problems It was neces-
sary to know the exact rates of exchange for each exported pro-

duct. Of course this could not be done accurately and for most



countries the average rates for the whole period gave quite
satisfactory results. The difficulty was with the Egyptian
pound. There was during the period chosen three different
rates for the Egyptian pound; the official, the market and
mixed ratese« For our purpose the application of the mixed
rates would result in the most satisfactory figures because
they would give the actual dollar value of exports. The mixed
rates operated as follows .« From each export transaction the
government took some percentage of the sales proceeds in hard
currency and left the remaining to the exporter who could sell
his foreign exchange thus earned at the market rate. Therefore,
to arrive at the exact computed dollar figures it was necessary
to have all these mixed rates, which, with the available re-
ferences and statistics, could not be dones The second possi-
bility was to use the market rate, but it would have given very
distorted figures io that this approach was also abondoned.

The choice which remained was the official rate, which, inthe

absence of a better alternative, was reluctantly adopteds

Finally, there was the difficulty of adding up commo=-
dities or groups of commodities togethers. The statistical
compifations of each country gave different classifications
of commodity groups. In one compifation a given commodity was
included in a group whereas in another it was not so that it
was impossible to add such groups of commodities to get the
aggregate exports of a commodity groupe The principal exports
were therefore taken one at a time and for the minor exports
subdivisions were made as far as possible, and many times com=

pPromises were necessarye



CHAPTER II

THE_TREATY AND ITS_PROSPECTS

Ae- Purpose and Contents

The movement for an integrated Europe has deep roots
in history but none of the attempts had succeeded in launching
a "United Europe”. The most recent idea dates to the Marshall
Plan which originated the 17 nations Organization for the
European Economic Co-operation (OEEC) on April 1948, which
was designed as an instrument through which European Nations
might plan their recovery co-operatively. In the same year,
Belgium, Netherlands and Luxembourg agreed to form a customs
union called Benelux, a small but highly successful facet of
the attempt to create Europe. Two years later, the European
Payments Union (EPU) was created within the framework of the
OEEC which provided a clearinghouse for the trade balances
for its European members and sought to stimulate multilateral
trade and discourage bilateralisms This was soon followed by
the formation of the European Coal and Steel Community (ECSC),

which established a common market in these two commoditiese.

Several other efforts were made by the countries of
"Little Europe" to establish unions for limited purposes on
the ECSC type, principally agricultural (Green Pool) and
military (European Defense Community), but because of many
difficulties they were abandonned at various stages of their
developmente.

- f -
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All these movements though partly successful reali-
sations and partly vain attempts, have prepared the ground
for a closer cooperation among European States. Despite the
recognition of the progress achieved through these institu-
tions, and mainly through OEEC, six Western European countries
have tried for several years to strengthen the bonds, both

economic and political, that link theme

Thus three years after the ratification of the Treaty
ereating'the European Coal and Steel Community and only one
year after the rejection of the European Defense Community the
members of the ECSC - namely Belgium, France, Germany, Italy,
Luxembourg, and the Netherlands - made a new effort to achieve
a real European integration. This was the purpose of the con-
ference of the six Foreign Ministers in Messina in June 1955,
which led with the Venice Conference (May 1956) to the adop=-
tion of the Common Market and the Euratom tréaties in Rome on
March 25th, 1957 With these a major step was taken on the way
to Eurépean Unification and already a new European spirit was

replacing the old nationalistic feeling of the uniting countriese

The purpose of the Rome Treaty is laid down in its
article 2 which stipulates:

*It shall be the aim of the Community, by establishing
a Common Market and progressively approximating the economic
policies of Member States, to promote throughout the Community
a harmonious development of economic activities, a continuous

and balanced expansion, an increased stability, an accelerated



raising of the standard of living and closer relations between

its Member States".

For the purpose set out in the preceding Article, the
activities which the Common Market is to undertake are the
following:

a. the elimination, as between Member States, of customs
duties and of qnantiti;e restrictions in regard to the impor-
tation and exportation of goods, as well as of all other mea=-
sures with equivalent effect;

b. the establishment of a common customs tariff and a
common commercial policy towards third countries;

ce the abolition, as between Member States, of the
obstacles to the free movement of persons, services and capital;

d. the inauguration of a common agricultural policy;

e. the inauguration of a common transport policy;

f. the establishment of a system ensuring that competi-
tion shall not be distorted in the Common M,rket;

g+ the application of procedures which shall make it
possible to co-ordinate the economic poelicies of Member States
and to remedy disequilibria in their balances of payments;

he the approximation of their respective municipal law
to the extent necessary for the functioning of the Common Market;

i« the creation of a European Social Fund in order to
improve the possibilities of employment for workers and to
contribute to the raising of their standard of living;

jo the establishment of a European Investment Bank



intended to facilitate the economic expansion of the Commu=
nity through the creation of new resourcesj

ke the association of overseas countries and terri-
tories with the Community with a view to increasing trade
and to pursuing jointly their effort towards economic and

social devolopnent.l

The achievement of these tasks will be ensured by:
- an Assembly,
- a European Council,
- a Commission, and

- & Court of Justicee

These are the major lines of the Rome Treaty. Before
going deep in the study of the subject and before analysing
the effects of the integration on Middle Eastern countries,
it is appropriate to speak of the important provisions of the
Treaty and particularly the ones which concern most the out-

side worlde

The principal goal of the European Common Market is
the creation of a substantial area within which goods, people,
services and capital can circulate with increasing freedom
and eventually with complete freedome To achieve it, the
Treaty provides for the creation of a customs union among the

member countries, the elimination of quantitative restrictions

-
-y - - - —— " - - - S S — -

le AeH. Robertson, European stitutions, (London:
Stevens and Sons Limited, 1959), pe 299
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on imports, as well as the progressive relaxation of barriers
to the movement of people and cupitnl.’ This will be realized
over a transitional period, which will be divided into three
stages of four years each and so will last, in principle,

for twelve years. The passage from the first to the second
stage, however, will be dependent on the achievement of the
objectives of the firste The Council must unanimously agree
that these objectives have been attaineds Failing such
unanimity, the first stage will be prolonged for a ffih year,
at the end of which there may be a further prolongation for

a sixth year on the same basis. (See next page Table 1, for

the scheduled timetable.)

The first step in the reduction of custom duties has
been taken on January 1, 1959. It was a 10% reduction on
all productss. Subsequent reductions will be such as to re-
duce total customs receipts by 10 per cente. (Total customs
receipts will be calculated by Pultiplying the value of
imports from other Member States in 1956 by the basic dutie-)lo
Thus as the table shows, the goal to be achieved by the end
of the first stage is at least a 25 per cent reduction of the
duty on each product; by the end 6! the second stage this
reduction will attain 50 per cent, and will be completed with
the termination of the'tranaitiontl periode Moreover, the
imposition of any new customs duties and any increase in

oxiiting duties is forbidden.

- — P ——————— s

2. SQrgo Hurtig, "The European. Common Market".
International Congilationm, Carnegie Endowment for Inter-
national Peace, March 1958, p. 344.

1.~ Robertson, opscits, Pe. 151.
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The effect of this progressive lowering of the tariff
barriers would not be very meaningful, if each of the member
states were allowed to continue to protect its own producers
against foreign competition by means of import quotas. Accor=-
dingly the Treaty provides for the gradual abolition of this
practices (See Table 1 for the stages of reduction)s The
member countries will transform bilateral quotas open to the
others into global quotas, and will increase these quotas as
a whole by at least 20 per cent of their total value in com-
parison with the preceding year and each of the global quotas
per product by at least 10 per cents This procedure will be
repeated unnuaf} until it is found that for two consecutive
years the quota has been greater than actual imports, in which

case it will be abolishedel

Thus the internal tariffs and quotas, iees the tariffs
and quotas now applied by the Common Market countries on im-
ports from each other, are to be gradually reduced until they
are entirely eliminated. Concurrently, a common customs bar-
rier will be adopted vis-d-vis third countries in such a way
that by the end of the transitional period, the Common Market
will have one common external tariff towards outside countriese
This is a prerequisite for the proper running of any customs
union, because if the external tariff were not uniform a
merchandise coming from a third country will enter the customs
union area by the country where the tariff is the lowest and

then will circulate freely in all the other countries member

- ————— — - — - — - — - T — T —————————

Ibids pe 152



of the union where the tariffs are highere 1In the European
Common Market case this common tariff will be equal, with
some exceptions, to the arithmetic average of the member
nations tariffs as of January 1, 1957, being agreed that the
Benelux countries will be considered as one customs terri=
toryes In providing for this progressive introduction of the
common tariff the Treaty first lays down a method for gradual-
ly equalising national tariffs; secondly, it sets in advance
a ceiling to the duties on certain classes of goodse In this
respect, in some products it has fixed the final rates and in
most products it will be fixed by mutual agreement at later

negotiations.

The general procedure for egualisation provided in the
Treaty is as follows: when the existing unadjusted tariff
rates do not differ from the proposed common tariff by more
than 15 per cent either way, the latter will be introduced at
the end of the first stage of the transitional periods. The
quantity and value of goods affected by this provision will
of course vary from country to countrys On the same date,
other duties will be adjusted to the extent of 30 per cent of
the difference between the existing rate as per January 1, 1957
and of the proposed common tariff. This difference will again
be reduced by 30 per cent as the end of the second stage, and
the equalisation of national tariffs will be finally completed
during the third stagc.l
TTTTTTTTI. Miriam Cdps, The Europesn Common Market and

American Pol (Princeton: Center of International Studies,
Nove 1956), Appendix peVs
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This means that all other things being equal, goods
produced within any Common Market country will have a stea-
dily increasing advantage in the Common Market area over those
from the rest of the worlde It is this provision of the
Treaty which concerns most the countries outside the Community
and specially those countries which have large exports to the

Six, which with justice did not disguise their hostilitye.

The implementation of the above mentioned provisions
will encounter difficulties that the Treaty negotiators fore-
saw and thus took a number of measures designed either to
meet these problems, or to leave solutions for future nego-
tiationss The eleboration of a common economic pelicy will,
to a large extent, help in this directions To abolish the
obstacles to trade among them and specially the customs
duties, and consequently to put gradually the respective eco=
nomies in competition in order to enable their ultimate merger,
the Six of the Rome Treaty recognized that they had to coor=
dinate and harmonize progressively their commercial, finsancial,
agricultural and social policieaol This common economic policy
is not an end in itself. It is, like the common external
tariff, a prerequisite for the good functioning of the Common

Markete.

The provisions laid down in this respect concern the
rules for competition where the formatiom of Trusts and cartels

and dumping are banned. The assistance granted by states,

--Il------------—-—-—-------—--—--—n-ﬂ-—-- . ) D T W . -

le Marc Ouin, 'LOECE et le Marché Commun,(Paris,



-15-

in whatever form it is given, is inconsistent with the

Common Market if it interferes with competition and the di-
vision of labor by favoring certain enterprises or certain
products. The factors of distortions - such as direct or in-
direct taxes, social securities, price regulations, conditions
of work, credit policies = will be correctéd and all legis-
lations - with some exceptions - will be harmonized. These
corrections and harmonizations are to be somewhere mid-way

to the existing conditions within the Sixe. Special efforts
are being made to harmonize existing regulations governing
principle of equal pay for men and women, lenght of work week

and overtime and lenght of paid holiduylgl

As far as the balance of payments is concerned what
matters are the equilibrium of the over-all external balances
of each country. The gradual creation of the Common Market
and the evolution of trade resulting from it, could alter the
balance of payment's equilibrium: accordingly adjustments in
exchange rates might theoretically appear a useful counter-
part of this evolutions In difficult circumstances the adop-
tion of such remedial measures is permitted but it is made
clear that they can be implemented only in very extreme casese
In fact, the promoters of the scheme believe that the chances
of resorting to such measures are very small because the
reason which justifies the very gradual nature of the estab-
lishment of the Common Market is precisely the need to enable

smoth adjustments in the structure of production and costs

- ————————————— i — - — - —— - - ——— -

Camps, op.cits, appendix, p.XIV.
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instead of abrupt changes in the external value of currenciess

In the field of agriculture a special regime is envie-
saged which will bring about not free trade in agricultural
products, but greater freedom in their exchange, with some
assistance necessary to support agriculture in all six coun-
triese There will be established a common agricultural po=-
licy, with the object of increasing agricultural production,
ensuring a fair standard of living for the agricultural po-
pulation, stablilising markets, guaranteeing supplies and
ensuring reasonable prices. Measures of adaptation provided
for in the Treaty recommend the fixing of minimum prices and
the conclusion of long-term contracts. These arrangements
will form part of a programm for progressively harmonizing
national agricultural policies during the transitional periode
The programme will provide for common regulations in respect
of competition and for obligatory co-ordination of the various
national marketing organisations, making it possible at the
end of the transitional period, to substitute a common agri-

cultural pelicy for the seperate national agricultural policies.

However, there are escape clauses which, for a time,
permit a given country to resort to restictive measures and
restore import quotas if the price of a product falls below
a certain level. The reason why agriculture has enjoyed such
a special treatment is that of mitigating the effects of the
new competitive conditions on the agricultural economy which is
much more subject to fluctuations than lnf other sector of the

economye
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Taken as whole these provisions will have the effect
of establishing a preferential zone within western Europe from
which all cheaper agricultural products of countries outside
the Community will be excluded. The principii beneficiaries
of this situation will be France and the Netherlands which
will be assured prices for a number of their agricultural pro-
ducts that will be higher than those prevailing in world mar-
kets. Members of the union will have recourse to non-member
producers only after their stocks have been exhausted. This

will aslo have a beneficial effect on overseas exports which,

as we shall see, are to some extent associated with the Six.l

As guat mentioned, associated with the Common Market
are those non-European countries and territories which have
special relations with its member states. Most of these are
situated on the African continent. Their total population
is nearly 53 million, they are economically underdeveloped and
their doniﬁant activities are agriculture and extractive indus-
tries and their exports are basic products which are sensitive
to world market fluctuations. Main products are: coffee, cocoa,
bananas, oleaginous products, wood and mineral products (These
six represent 80 per cent of the toatl exports)e.2

-q--—----——------—----.--------m——--—---------—-----—--------—

le Hurtig, opscit. p. 353.

2. Leonard Tennyson, The European Community:
New Opportunity for g;s.ngl;nell.‘ﬁaahingtons
The European Community Information Service)
P+ 26,



These overseas territories' association will be rea-
lized by the adoption of three sets of measureses

le Over the 12 to 15 year transition period, the Com=-
mon Market countries will gradually abolish all tariff and
quota restrictions on imports from the overseas countries and
territories, which in turn will extend to the whole Community
the preferential terms they now grant to any of its members.
This amounts to saying that, at the end of the transitional
period, exports coming from the overseas countries and terri-
tories will be able to enter the Common Market quite freely,
while exports from all member states to these countries and
territories will enjoy the preferential treatment accorded
to the metropolitan countries. At the same time the countries
and territories retain the right to levey customs duties as

needed for their industrialisation or for fiscal purposese

2. The participation of the European countries in the
investment of the overseas territoriess For this purpose the
Community countries have set up a special 581.25 million
dollars development fund to develop these éountriel and terri-

tories during the first five yearse

3. The progressive extension to the member states of
the Community without discriminationof the right to set up
businesses, hitherto reserved to nationals of the metropolitan
countries. As a counterpart, the Treaty contains obligations
regarding the financial pParticipation of the other member

states in investment in the overseas countries and territories,
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1
by participation in the Development Funde.

" The Treaty of Rome further provides for the establish-
ment of four major agencies which were already mentioned.

They will perform the following functionsg

le The Council of Ministers is responsible for ensu=
ring coordination of the general economic policies of the
Treaty signatories and exercising powers of decision. In any
voting case unanimity must prevail, but abstentions are per=

mitted.

2. The European Commission is specifically charged with
snpervising the application of the provisions of the Treaty
and measures adopted by the organ; of the Community. It is
an organ of an executive character subject to the general di-
rection of the Council of Ministers. Its chairman and meme
bers will be designated jointly by governments and can act by

simple majoritye

3« The Assembly is the controlling body of the insti-
tutions of the Connunity. It votes by an absolute majority
of the votes caste. Its real power lies in the Article 143 and
144, which provide that it shall discuss the annual general
réfort submitted to it by the Commission and that the latter
shall resign in a body if the Assembly adopts a vote of cene

sure by a two-thirds majority.

-----------------‘—-———-—--—-----——-----ﬂ-----ﬁ—-—------—l—-

le "Analyse du Traité de la Communauté
Européénn”, Du Marché Commun i une Politique
Européenne, Economie et Humanisme, Paris ler. trim. p.9.




4. The Court of Justice ensures observance of law and
justice in the interpretation and application of the Treaty.
It will rule on complaints concerning violations of treaty
by states or enterprises and it can review the legality of
decisions of the Council and the Commission and thus can

annul then.l

Side by side with these four major organs responsible
for the acﬁievement of the Community's tasks, the Treaty pro-
vides for the creation of advisory bodies: the economic and
social Committee to advise the Council and the Commission, and
for several other specialized committees which are: ang expert
advisory transport committee, special committees appointed by
the Council to assist the Commission in the negotiation of
tariff agreements with third countries, and a committee of gow
vernment delegates and representatives of trade unions and of
employers' associations to administer the European Social Funde
Here one must bear in mind that the four major bodies are not
exclusively the agencies of the Common Market but also they
are the organs of the Coal and Steel Community, which has been
the progenitor of the Common Market, and of the Euratom which

took birth with it.

e i D —

In addition to these, there will be a readaptation
fund (European Social Security Fund) financed by contributions

from member states, to assist those workers and communities

le JoFe Deniau, le Marché Commun, (Paris:
Presses Universitaires®# de France, 1958)
Ppe 62-63, .
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that will be injured by the disappearance of tariffs between
the six countries, and a European Investment Bank with one
billion dollars authorized capital, to assist injured firms
in converting to other enterprises and to contribute to the
balanced and smoth development of the Common Market. Its
main function is stated in Article 18 which stipulates that
the Bank will grant loans to its members or to public or pri-
vate enterprises for investment projects to be carried out
within the European territories of Member States, to the
extend that means from other sources are not available on

reasonable termse.

Such are the bases on which the European Common Market
is to work and to be organiseds Of course all the provisions
of the Treaty were not mentionmed, for it was impossible to fit
in such a study of limited space, all the clauses of a Treaty of
some 250 Articles. Yet I think, enough details were pointed
out which are largely sufficient in making this paper a com-

prehensive and a complete studye.

Evaluation

Thus traced the Common Market is then more thanm a
simple liberation of trades. It is significant that at the
request of the French delegation it has changedits name during
the negotiations and was entitled the "European Economic Com-
munity" which must be differentiated both of a simple intergo=-
vernmental cooperation as it is practiced within the framework

of the OEEC, and of the British sponsored scheme of the Free



Trade Aread which excludes a common economic pelicy and the
association of the overseas territories.l It is this aspect
of the Treaty which is considered to be revolutionary and it
ijs for this reason that Belgium's Spaak - the promoter of the
scheme called the Common Market the greatest event in European
history since the French revolutions As Dr. Walter Hallstein,
the President of the European Commission pointed out in a
speech in the UsSe "The European Econimic Community represents
one situation, that, we all know, does not mean only the
abolition of customs barriers and of innumerable restrictions
on trade between the six member states; nor is it only a
customs union with a uniform external tariff. It is the har-
monization, coordination, even unification, of major aspects
of ecenomic policy and profoundly modifies the economic po-

licy of the Six States".2

The countries which have pledged to form the Euro=-
pean Economic Community constitute the world's second most
important economic bloc after the U.S. Inside it are the

followings:

le the world's No.l importer: here is some figures
on the world trade where the outstanding position of the

Common Market countries is reflected.

le Action Civique et Politique, Le Marché Commun,
No. Special Juin 1958, p. 17

2+ Miriam Camps, The Free Trade Area Negotiations
(London: PEP., Occasional Paper no.zgs April 1959, p.l13



- 23 =

Imports (CIF) Exports (FOB)
(in million Ue.SeDols)
(1957)

World Trade ..... 106,400 98,800
UeSeAe 13,079 20, 64148
Continental Wes-) 34,340 30,000
tern Europe ) : E3
O0f which Common
Market's 24,7723 22, 463

(Source: UsNe Statistical Abstract 1958)

2. The world?!s No«.2 industrial power;

3. A community of 168 million inhabitants - excluding
the overseas population - as compared with a U.Se population
of 175 million, an area of 1,165,878 square kilometers and
a gross national product of some 165 billion dollars, com=
pared with a GNP of 450 billion dollars in the U«.Se already
outproducing Russia ihd with ample room for expansion and

growth.l

Now what are the chances that the common marketeers
will succeed in achieving their ambitious schemee There are
skeptics who say it cannot worke Unlike the United States
which has a common language and common nationality, Europe
has many languages, prides of nationality and background of
recurrent cod&icts including two major wars during the present
century. This is true to a very large extent and Paul He Spaak

PR p——————— e R T R B R ] e e e

l. Stanislaw Wellizs, "The European Common Market
and American Foreign Trade and Investment",

The Journal of Business, The University of Chicago
Press, July 1959, pe. 247.
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declared the day after the treaty was signed, that no one can
imagine all the difficulties involved in creating a new
Europe, "but without it", he said, "in 30 years time our con=-
tinent would become one of the free world's backward areas‘.l
They realized that they could not go very far in their status
quo because they were aware that their relative economic po-
sition was weakening in the worlds Between the United States
which, almost in all sectors enjoyed half the world produc=
tion and the countries which, under a collectivist régime,
possessing one third of the world population, increased their
national production 10 to 15 per cent per annum, Europe, which
previously had the monopoly of industries of transformation
and drew important resources from its overseas possessions,
saw its influence diminish and its potential for progress lost
in its divisions-z Thus looking ahead and seeing in the future
nothing but decline, they decf%d to sign a treaty which though
imperfect to some extent yet better than nothinges With this
they thought integration should bring about a sustained increase
in Europe's rate of economic growthe The propensity to save
would increase as a result of higher real income and the more
competitive atmosphere, combined with wider market oppoertuni-

ties should induce business enterprises to match the higher

savings with more investmente3 They believed the difficulties
l."France and the Common Market" Monthly Letters,
First Nat'l City Bank of New York,July 1958, p.80
2. Noel Chablis, "Du Marché Commun A La Communauté
Economique Européene: Les Principes" Hommes et Commerces,
1957, pe 57 T
3¢ Franz Gehrels and Bruce Johnston, "The Economic
Gains of European Integration", The Jourmal of

Political Economys Ruy. 1455, h 27%
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which lie in attaining these aims are in proportion to the
magnitude of the goal to be achievede If they are numerous
and sometimes unprecedented, there is no one of them which is
not susceptible to a practical and reasonable solutione For
them the building of "Little Europe” is now a question of
will.z Having this in mind and knowing well that their eco-
nomies are interdependent and that prosperity of each one of
them depends on the prosperity of the other they decided to

take the first step towards a "gnited Europe”.

Despite all this pptimism in the future doubts still
exist as to the smoth running of the Treatys The structural
adjustments, which undoubtedly will rise as the Common Market
moves into fruition, might be met with relative ease if the
European Social Security Fund and the European Investment
Fund handle properly all the problems which result from these
adjustmentse But the ultimate establishment of a real Common
Market is still threatened by three grave dangers:

The greatest one is depression, which might force
member nations to apply policies to protect individual busi-
ness and labor groupse It does not seem probable that there
will be serious trouble so long as the general economic ac-
tivity remains high and firms operate at full capacitye But

the transition might be very difficult in depression, and if,

R ———— i e bl —— - ———— -

2. Grove C. Haines, European Integration,
(Baltimore: Johns Hopkins Press, 1957)

Pe X.




in such situations sufficient protectionist pressure builds
up, the Treaty might be suspended because of balance of pay-

ments difficultiese

The second danger rises from the lack of a firm com=
mitment for a coordinated fiscal and monetary policy and as
long as exchange rates are fixed, trade imbalance is likely
to occure Of course international loans can help, but they
aréﬁbest a temporary expedient, and if the imbalance per-
sists, new trade restrictions will have to be imposed. It
is true that there are provisions expressing that member
nations will attempt to harmonize their monetary policies
and will avoid, as far as possible, the reimposition of quan-

titative trade restrictions in times of difficulties, but

these do not go much beyond the expression of a hope.

Finally, there is the danger that private restrictive

practices nullify the preovisions of the Treatys. Europe has

a long tradition of cartels which have been maintained with
more or less tacit approval of governments. The continued
existence of such cartels is threatened by free trade in
goods and services and by the anticartel provisions of the
Treaty. How the anticartel clauses will be applied is an
open question, howevery only time will show how vigorously

this pelicy will be put into practiug.l

In spite of all the threats to the implementation of
the Treaty, there is reason to believe that the forces making
for unity will prevail. After one and a half year of experience

- ————————— ——— - - ) —— - — . ] - ——

le Welliz, opecite ppe 245-46,
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things have evolved as scheduled and there are rumors that
the transitional period may be shortened. Supposing that
all the hopes were largely fulfilled and the total wealth and
trade in the great enclave is increased, what will the effect
on outside countries be ? I am not competent to answer to
such a question but one thing is clear that, it will depend
not only on developments within Europe and on the way the Six
conduct their affairs but also on economic conditions outside
Europe and on the way the rest of Europe reacts to the uniones
It was moquhan once reiterated that the Community will not
be restrictive and inward looking and it is not intended to
build a protectionist citadel. The Vice President of the
European Commission, Mr. Robert Marjolin declared in Washington
on April 17, 1958: "Undoubtedly", he said, "there will be
pressures on the Community institutions to behave in a pro-
tectionist waye. But I can assure you that it is our firm
determination - and I think that I can speak for all my col=
leagues - to resist these pressures and to see that not only
the letter but the liberal spirit of the Treaty provisions are
carried out".l How much weight these promises can be given
nobody can answer. Only future developments will reveal their
real values

Another aspect of the Treaty which was not refered and

it is worth while to mention is the politicals To talk of the

le Walter Buchdahl, "The European Economic Com-
munity As a Market for Imprts", Foreign Commerce
Weekly, VoL; 59 No«26, June 30, 1958+
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Community as mere integration of the European economy is to

underestimate what is happeninge There is a feeling that
Economic Community is mainly a political fagades But it is
important also to understand that the Rome Treaty and the
measures already taken toward fulfillment of its objectives

do not in themselves represent political unification of these
six countries. They do, however, represent significant steps
toward the unification of Western Europe. As one transplanted
European said in New York: "Napoleon tried to unite Europe
with bayonets, Hitler with panzers, now the Common MarketeTs

may succeed in doing it with money".l

o —— o —— T —— - —— ——————————— . —— — - —————— ———

le John A. Convey, "The Common Market Goes into
Action... What is it - What it is not - for
United States Trade". Newsweek, Nove 10, 1958, p.49.



CHAPTER I1I

EUROPEAN INTEGRATION AND OUTSIDE COUNTRIES

A. Media Through Which A Union Affects Other Economies

Any economic union tends to change the existing pattern
of trade and establish a new pattern involving a larger ex-
change among member countries. This if felt by outside coun-
tries by almost all the items which enter in their balance of
international payments, i.es visible and invisible trade, ca-
pital movement and monetary gold movemente This does not mean
that all the items classified in the balance of payments will
be affectede In fact some may remain unchanged, some may dec-
rease and still some others may increase. It all depends on
the respective economies of the uniting countries, their pre-
union trade relations with the outside world, and the magnitude
of tariff barriers or any other kind of new restrictions they
impose on the movement of goods and services and on other fac-
tors of production to protect their respective economiess In
the present paper the study of this - i.e. the effect of the
union on outside countries - 'is the most significant and the
most important. Having more or less all of these data, we have
to find out what is likely to be the effect of the European Com-
mon Market on the Arab Middle East. Before discussing this
question it is convenient to study the possible effects of any
economic union on the members of the union and on the outside
worlde



B. Effects of the Integration on Qutside Countries

The effects of a customs union have been explained in
different ways by different economists. But the two most im=
portant consequences are grouped under the heading of trade
creation and trade diversions All the other effects are con-

sidered to be the result of these two consequenceses

The trade creation is the displacement of domestic
production in one member country of the union by lower cost
imports from another member. This is approved by economists
because there will be commodities which one of the members of
the customs union will now newly import from the other but
which it formerly did not import at all because the price of
the protected domestic product was lower than the price at any
foreign source plus the duty. It follows that the world out-
put increases and the union members benefit without any loss

to outside countriese.

Trade diversion is the displacement of lower production
cost in countries outside the union by higher production cost
within the union, with the result that world output is reduced
and some countries within the union are made worse offe This
occurs in the case of goods for which the union tariff is
greater than the unit money cost differences between the union

and non-union sources, such that the price of the protected

R ————— R e e e e e e e

le Jacob Viner, The Customs Union Issue,
(New York: Carnegie Endowment for Interna-
tional Peace, 1950)
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jmported commodity is rendered more expensive due to the

tariff wall.l

As far as the outside countries are concerned, the
direct effect of the establishment of the Common Market will
be to diminish trade with the outside world and redirect (or
divert) it to suppliers and customers within the member
nationse Our main concern in this part being the possible
effects of the customs union on the outside world we are in-
terested with the trade diverting effectse. Therefore, before
speaking of the other possible consequences, it is adequate

to elaborate a little more the trade diversion effectse

While economic union increases trade and specialization
among the members of ;he union and is, on the whole, benefi-
cial to their internal economic organisation and relations
among themselves, it may have the opposite effect on trade
and specialization between the union and the outside world
because of the probable diversion of trade from the outside
world to other member countriese Ugther the cumulative effect
on the world as a whole is positive or negative does not con=-
cern us - this implies a welfare economics approach = one thing

is clear that the disturbance in the status quo will adversly

l.Franz Gehrels, "Customs Union from a Single
Country viewpoint", Review of Economics Studies,
Vol. XXIV, No. 63, 1956-57, pe 6le




affect the outside world. The trade diversion will have two
effects: first it will directly affect the exports of the
outside world to the Common Market area, this because of the
shift from extra - to intra-union trade, and second it will
indirectly affect the outside world because of the trade
shifts from outside to member countries of products which are
close substitutes for goods produced within the Common Market
area and which were before imported from non-union memberse.
1f, for example, in the German market peaches were close subs-
titutes for apples and Italy produced high cost peaches and
not apples, then the abolition of tariffs would divert the
German imports of Lebanese apples to imports of Italian peaches
and consequently would result in a shift from an extra-union
trade of apples, to an intra-union trade of peaches. Here
another repercussion may arise as far as the complementarity
of goods is concerned. If, for example, Lebanon produced its
own apple cases then the reduction in exports of apples would
necessarily result in a reduction in the exports of apple
cases: but if Lebanon imported its apple cases from outside,
then this would result in a contraction in Lebanese import
trade which is favorable in Lebanon but unfavorable to the
country from where they were importede Another possible case
is the situation when Italy is not producing its cases but
importing them say from Austria. Then the outcome of this will
be increased trade with the outside world, which will be bene-
ficial in particular to both parties concerned and in general

to the outside worlds To tell therefore what are the exact



consequences of an economic union to the outside world it is
necessary to examine carefully each case of union individuallye
It implies a close study of the elasticity of demand and supply

of goods which enter in the international trade, both in the

importing and exporting countries, as well as their degree of

substitutability and complementaritys

From all these one thing is obviouse The creation of
the customs mnion will result in the establishment of an area
of discrimination which will surely adversly affect the non-
member countries. Probably, it will in some ways improve the
division of labor. If machines can be made more cheaply in
Germany and shirts in Italy, elimination of trade impediments
between these two countries may contribute to a more rational
production pattern. But it may also, by the existence of a
tariff at the outside frontier of the union, lead to an erro=
peous increase in apple production in Italy, if the cheaper
potential supplier would have been Lebanon.l It is this latter
aspect which pushed many countries to raise protests because

it was a challenge to the stability of their very economiess

The trade diversion is not the only effect of the
Common Market on the rest of the world. There are other
effects which though not as important, yet have some signifi-

cant bearing on the outside economies.

A customs union alters in favor of its member countries

-.----—-.—------n----—------—----—-—---—----P-——l——--—w--‘----—

le Je Tinbergen, International Economigc ntegration,
(Amsterdam: Elsevier), pe 59
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the rate at which its exports exchange for the imports which
survive the tariff change, e.i. the union area will improve
jts terms of trade with the outside worlde This is the re-
sult of the shift in the trade pattern. The restriction of
trade with the outside world will necessarily imply a raising
of export and/or lowering of import prices vis-d-vis the out-
side world, because the demand on union exports will increase
whereas the demand on non-union exports will decrease. With
this the union's balance of payments with the outside world
is also likely to be affecteds If the establishment of the
union lowered the physical volume of the union's exports to
and imports from the outside world by equal amounts, the ba-
lance of payments would be improved because of the above-men-
tioned reason, that is owing to the rise in export and/or fall
in import prices, this being obtained at a disadvantage to
foreign countries'! balances of payments; if the union restric-
ted imports more than exports - which is the most probable
case if the outside world does not take retaliatory measures —
the balance of payments would be improved even more at the
expense of the other countries; and finally, if exports were
lowered more than imports, the balance of payments would im=-
prove less, not at all, or might even get worse with a paral=
lel lesser deterioration, or not at all, or even improvement

of the balance of payments of the outside countrieg.l But this

------—------.---——‘-q----—--------—q-ﬂt-----‘--‘—----q-'-.-----

leTibor Scitovsky, Economic Theory and Western
European_ Inte ration,icalifornia: Stanford University
Press, 1958) ps 61l .
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latter case is the most unlikely - at least in the short rum-
to happen because it would be a wrong customs unions In the
long run it may be that economic circumstances fall short of
all anticipations so that the union may run a deficit in its
balance of payments; but in this case also it is highly pro-
bable that the union countries will resort to protective mea-
sures which will necessarly imply decrease in imports and

increase in exportse

The increased productivity within the Common Market,
which the integration is likely to bring about by the increa-
sed international specialization and the better allocation of
factors of production due to the increased competition, will
also affect to some extent the outside countriess Three pos-

sible cases can arige here:l

First a lowering of costs of production in some domes-
tic industries, which neither export to nor compete with im-
ports from non-member countries. This is a net gain and most
of it accrues to the union?s members. The outside world is
likely to benefit because the cost reduction (a)may raise the
output of goods containipg imported materials, (b) raises
real incomes and thus stimulates demand for imported consu-
mers?! goods, and the consequent rise in the union's imports

shifts the balance of payments in favor of the outside world.

Second is a lowering of production costs in industries

that export to non-member countries. This is a net gain to

. —— - —— . ———

2. Ibido, PPe 71=72e



the world as a whole and the distribution of this gain will
depend on the relative importance of demand from within and
demand from outside the unione The cost reductien may, just
as in the previous case, stimulate the union's demand for im-
ports and thus favorably affect the balance of payments of
the outside countries. But this very cost reduction can also
increase the outside countries demand of that product, this
dependign' on the demand price elasticityes Therefore, in this
case the cumulative effect is uncertain, it may be either fa-
vorable or unfavorable depending on the actual economic con=

ditionse.

Finally, the most complex case and the one most se-
verely affecting the outside world is that where the cost re-
duction occurs in those of the union's industries that com=
pete with imports from non-member countries« A cost reduction
in import-competing industries is almost certain to reduce the
union's imports: and the outside world therefore is almost

certain to lose.

Heretofore in our discussion we have omitted the
strengthing in the bargaining power of the Common Market coun-

tries resulting from the integration of the six economies into ones

l.All these three cases could be assimilated into a
terms of trade effect because they will necessarily
affect the terms of trade. But if they were consi-
dered to be so, then all changes in exports and
imports ought to be grouped under this category
which would then be a very general one. Thus it was
considered to be more convenient to present it as
seperate effects.



The higher the tariffs of other countries on imports from the
union area, the less favorable, other things being equal, will
be the terms of trade of the union with the cutside World.

But, and here is the crucial point, the level of foreign ta-
riffs can be affected in some degree through tariff-bargaining,
and the larger the bargaining unit the more effective its bar-
gaining can be.1 Thus it is evident that the union will streng-
then the bargaining power of the Six, and consequently there
will be an additional improvement in the terms of trade of the

union vis-=i-vis the outside world.

To complete our review of the effects of the Common
Market on the rest of the world, we must also take into account
the effects of the decreased exports of the outside countries
on each others The discrimination which the Common Marketers
will put on their extra-union trade will mean that a substan-
tial'anount of the outside countries exports have to seek new
outletss These goods will compete more severely in third mar-
kets, and the result will be a loss for the countries concerned.
In the short run the effects of such changes might be more ri-
gorous and can cause disturbances in the balance of payments:
but in the long run it could be possible to overcome such dif-
ficulties by implementing the proper measures necessary for

a amgth adjustment.

As one would gather from all the above discussion, the

effects of an economic union can be numerous on outsf% economies

. D T  _ ———— - —————————— —— ——————— - - —— - — - — ——— —— ———
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and there are many possible cases which arise according to

the kind of union, the structure of the economies of the uni-
ting countries, the cost conditions under which industries

are working, the height of the tariff wall, the commercial
relations with the outside world, the market structure of the
outside world's economies and a lot of other factors. To
assess therfore the effects of the European Economic Gommunity
on the Arab Middle Egst is not an easy enterprise; it is not
also the job of a student to predict the results of such a
venture. Nevertheless, an atempt to anticipate is not to be

repudiateds This, we will do it in the next chapters



CAPTER IV

THE_UNION AND THE_ARAB_EXPORTS

Exports_in the Arab World

The chief characteristic of the Arab countries' exports
is their primary nature. Aside from 0il, all the foreign sales
of the region consist mainly of agricultural and animal pro-
ducts. Most of the countries are dependent upon only one or
two commodities for the bulk of their exportse. The prices of
these exports are highly volatile and the volume exported
swings violently from year to year causing large fluctuations
in earnings. These facts would be seen most clearly from a

study of the export figures of different Arab countriese

Table 2 Principal Exports by Commodities
. EGYPT 119585

Exports in Per cent of

Artic on : _Egyps £. _:Tot.Export. :
COTTON (all sorts) : 122,058,721: 74,5 :
RICE : 13,542,308: 8,2 :
ONIONS ! 3,964,953: 2,4 3
ARTIFICIAL SILK : 1,430,707 0,87
PHOSPHATE : 1,304,556: 0,79
SUGAR, CANE :+ 1,208,964: 0,73
CEMENT H 1,137,930: 0,69 H
GROUND NUTS ¢ 1,018,356: 0,68 @
POTATOES : 890,868 0,53

Source: Monthly Summary of Foreign Trade 1958, UAR
(Southern Region), Government Printing Offices,Cairo 1959.

& 3 ¢
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TABLE 3 Principal Exports _I_Gemmodlties
SYRIA (1957-58)

riotes N i (Egere e Toveess o
COTTON (all sorts) : 196,952,000: 178,397,000: 42,4
CEREALS : 143,787,000: 61,006,000t 14,5 3
WOOL : 30,841,000: 27,188,000: 6,5 3
SILK : 25,560,000: 19,408,000: 4,6
ALIMENTARY VEGET. : 19,696,000: 14,880,000 3,5 3
OILSEEDS & OLEAG. : 20,552,000: 13,412,000: 3,2
LIVING ANIMALS :  6,584,000: 12,806,000: 3,1 :
DAIRY PRODUCTS : 14,864,000: 11,766,000: 2,8
CLOTHING :  9,367,000: 10,731,000: 2,5 3

[ ———————————————————————_ e e e e et el

Source: Statistical Abstract 1958, UAR, Syrian Region,

TABLE 4

Ministry of Planni

ng,

Damascus,

1959.

Principal Exports by Commodities

B TR 6T

0il excluded

Exports in Percent of

L Articles i Din.Irag.:tot. Exportss
BARLEY : 4,758,535 34,1 :
DATES : 2,858,088: 20,1 :
COTTON t 1,320,419: 9,2 :
WOOL & GOAT HAIR: 924,128: 6,5 H
LIVE ANIMALS :  637,014: 4,4
STRAW, FODDER :  600,841: 4,2 :
CEMENT : 439,185 i | $
RAYW HIDES & SKINS 330 853: 2,4 H

. —————————————————————— —— -

Source; Statistical Abstract 1958, Republic_of Irag
Ministry of Economics, Baghdad, 1959

m‘Oq



TABLE 5

Articles

= =

Principal Exports by Commodities
SUDAN (1956-57)

:Exports in :Exports in
2Sud-£o 1956 :Sud-f,- 1957

:Percent of
stote. Exp- 1957:

-u—-——-———-————-———-——-—q—————._-——————---——-—----——————-.---——

COTTON
COTTON SEED
GUM ARABIC
GROUND NUTS
SESAME
CATTLE

DURA(millet)

.
-

:

46,690,314:
4,674,031:
5,368,889:
3,788, 752:
2,050, 368:
1,026,267:

356,367:

21,244,611:
4,976,928
4,491,178:
4,363,148:
2,631,565:
1,313,087:
1,124,323:

P ———————— R e e o e e

——

Source: Annual Foreign Trade Report, 1957, The Republic
of Sudan, Ministry of Social Affairs, Khartoum.

TABLE 6

Principal Exports by Commoditics
LEBANON (1957

Articles

CITRUS FRUITS
LENTILS
APPLES

GOLD

COTTON(all sorts :

WOOL

OIL-CAKE & RESIDULS:

BANANAS
TOBACCO
POTATOES

ONIONS

:

Exports in
Leb. £.

12,769, 000¢
10, 697,000
8,639,000:
6,892,0003
5,304,000:
5,186,000:
3,596,000%
3,082,000:
2,652,000¢
2,489,000 .
2, 471,000¢

5,7

2,03

Percent of

Ll]

- ——————— - - - ——— - ——————

Source: Statistique du Commerce Exterieur,

Republic of Lebanon, Beirut, 1958.

1957



Principal Exports by Commodities
JORDAN (1958

Exports in :Percent of
Articles Jordan«Dine:tot.exps. :

- —— - ——— ——— —— — Pemmmmmm————— P - -
:
:

NATURAL PHOSPHATE 978,472 : 31,2 H

WATERMELONS : 241,390 : 7,7 3
BANANAS : 132,913 : 4,5
RAW-HIDES : 103,036 : 3,2

WHEAT FLOUR

102,548 : 3,2 3

OLIVE OIL : 56,188 : 1,8 3
CIGARETTES : 31,228 : 1 :
WHEAT : 30,972 : 0,99 3

Source: Statistical Yearbook, 1958, Hashemite
Kindgdom of Jordan, Ministry of
National Economy, Jerusalema.
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The above tables show that for most of the Arab coun-
tries very few products make a large portion of their total
exportss For Egypt cotton constitutes three quarters of the
total exports; for Syria the same commodity is again the lar-
gest export with a share of 42.4 per cent. For Iraq, more than
one third of the exports is barley and on fifth dates, (oil
excluded)e In Sudan again cottonm constitues about one half of
the exports followed by cotton seeds with a share of 11 per cent.
In Jordan natural phosphates are one third of the exports with
a total value of 978,472 Je«Ds. Among these, Lebanon has the
most diversified exports the most important of which are: citrus
fruits, the largest group with only 82 per cent of the total
exports, which is followed by lentils and apples with respec-

tive shares of 7 and 5.7 per cente.

All these show that the Arab countries rely heavily
upon exports of a very few primary commoditiess For the year
1958 one commodity - cotton - constituted 50 per cent of all
the Arab exports. Moreover, as table 8 shows, there are large
fluctuations from one year to another, in the quantity and
value of the total exportse This is due to the very nature
of the agricultural economies. Within a year, between 1957
and 1958, the Syrian exports decreased in value by 25 per cent
and the Jordanian by 35 per cent. 1In Syria a single commodity
namely cereals, evidenéed a net decrease in value of about 60

per cent, from £.5. 143 million in 1957 to £.8. 61 million in

1958« In Sudan, the value of the cotton exports decreased 55
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per cent from 1956 to 1957, and the percentage share of this
product in the total exports showed a net decrease of 18 per
cents These figures show how much the Arab economies are
subject to fluctuations and witness the extent of their vul-
nerability to outside factors. Furthermore, the effects of
these external forces are aggravated due to the relative small-
ness of the Arab exports compared to the total world tradee

The share of the Arab exports in the world trade is so small
that the Arab countries can hardly exert any appreciable effect
on the prices of these exportse For example cotton is the lar-
gest export of Egypt, but this export is not more than 6 per
cent of the world trade in cottone It is obvious that with
such a share, Egypt can have little influence on the interna-
tional price of cotton and thus has to follow the fluctuating

prices in the world markete.

To summarize, the Arab countries depend on few agri=-
cultural commodities for the bulk of their exportss These ex-
ports, which are mainly cotton and cereals, fluctuate largely
in quantity as well as in value and are very vulnerable to ex-
ternal forces. This vulnerability is a direct threat to the
Arab economies because they rely heavily on their exports as
a source to finance their importss It is therefore necessary
to bring the Arab economy on more strong basis. With this res-
pect a double diversification in the Arab exports can be large=
ly beneficial. First, a diversifaction in the commodities ex-

ported, which implies long run structural changes in the
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economies of the different Arab countries. Second, a diver=-
sification in the destination of the exports so as to elimi-
nate the monopoly privileges which a few importing countries

can enjoys

After this introductory note on the general pattern of
the Arab exports, we can now discuss the destination of these
exports to the different countries or regions in the rest of

the world.

Table 9 indicates the exports of each Arab county to dif-
ferent regions in the world, expressed in value terms and as a
percentage of total exports, and Table 10, the sum of these ex-
ports to each country, also expressed in value terms and per-

centagewise, but in one monetary unit.

Table 9 shows that the exports of Arab countries have
three major destinations exports to Arab countries, exports to
the Common Market areaand exports to the Soviet bloc, with the
exception that in the case of Iraq and Sudan the Soviet bloc is
to be reptaced by the United Kingdome. For Syria, the exports
to these three group of countries form 88 per cent of its total
exports, for Jordan 78 per cent, for Sudan 70 per cent, for Egypt
and Iraq 67 per cent and for Lebanon 65 per cents Within these
the exports to the Common Market area are not negligibles. The
largest share of the exports of Sudan goes there (26%), for Le=

banese exports the Six are the second most important source with

15 per cent and for Syria, Iraq and Egypt, they are the third
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most important with respective shares of 23 per cent, 15 per

cent and 11 per cent of their total exportse

Table 10 is more interesting for comparative purposese
It gives in a common monetary unit the value of all exports
from Arab countries to different regions in the world. All
Arab exports amount to a total value of 809,158,260 dollars
excluding oils The communist bloc ranks first aé an export
market for Arab countries with a share of 32 per cent of total
Arab exports. The inter-Arab exports occupy the second place
with 19 per cent, followed closely by the Common Market countries
with a share of 156 per cent in the total Arab exports and ha-

ving a value of 126,177,037 dollars. Of this, 41 per cent

TABLE 11 Percent Share of Each Arab_ Country
In The Total Exports o The C.Me
: Exports in : 4 Share :
Country : U.S«$e : H

- - - —— v o ———

H b :
EGYPT : 51,450,120 40,8 :

SYRIA : 27,450,000 3 21,7 :

TRAQ : 6,053,547 3 4,8
SUDAN  : 33,772,890 26,8 :
LEBANON : 7,425,000 : 5,9 :
JORDAN H 25,480 : - H
TOTAL  : 126,177,037 : 100

Source:Computed from the Statistical Abstracts
(see table lll) of the respective countriess

is exported by Egypt but this 41 per cent is only 11 per cent

(table 9) of Egypt's total exportse For Syria and Sudan these



-”..

percentages are respectively 22 and 27%, with almost equal pro-
portions in their total exportss For Irag and Lebanon though
the shares in the total exports to the Common Market is not
very important (5 and 6 per cent), yet the shares in their own
total export is quiti significant with percentages of 15¢ for

both countries. Jordan'!s exports are negligibles

These figures show the importance of the Arab exports to
the Six. Of course 15.6 per cent is not such 2 high rate and the
impact of the European integration can not be a matter of life
and deathe. But the probable effect can be serious if any reduc-
tion in this rate results from the decrease in the exports of one
sector of the economy of any Arab country and worse if this re-
duction is mainly felt in one commoditye Before studying these
probable effects of the European Economic Community on the Arab
exports it is convenient to know how much representative of the
actual export pattern is the year we have chosen as a basis to
carry on our analysis. For, noawadays, there is no static eco=
nomy. We live in a dynamic world in which change is the only
constant. To stick therefore to one year as a basis for analy-
sis will be incosistent, unless the reliability of that year is
showne For this purpose it has been considered appropriate to
examine the trend in the Arab exports to the Common Market coun-

tries for a certain number of years.

Table 12 gives the Arab exports to every one of the Six
from 1954 to 1958 and then the total of these exports for every
years Within this period, the total expofts to the Common Mar-

ket area have decreased about 50 per cents. Every year there has
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been some reduction whereas the total exports in the same
period have witnessed a constant increase except for 1958 in
which there has been a decrease of 45 million dollars (see
table 13 and chart I)s 1In this single year the exports of the
Arab countries to the Common Market have been reduced by mpre
than 37 million dollars or about one fourthe Of course, all
these changes have explanations: the Suez crisis, the "rap-
rochement" with the Soviet Union, and other political causes,
but this does not concern uss The fact is tahf there is sure-
ly a shift in the pattern of exports in the Arab Countries, and
a large part of this shift is from the Common Market to other
countriess Chart I shows this clearly. The line representing
the total exports has a positive slope for the period from 1954
to 1957, whereas, for the same period the line representing the
exports to the Common Market has a negative ones For 1958,
both have a negative slope and the two lines are almost paral=
lel which means that the drop in the total exports has been

I\
largely absorbed in the droj in the exports to the Common Markets

From all these what should we therefore deduce? Isn't
the further decrease in the exports to the Common Market area
the logical conclusion? We can not speculate on such issuese
The future being always uncertain, extrapolations become very
dangerous. But from these one thing is obviouss Had the Com-
mon Market not been formed, it would be more likely that in the

future the Arab exports to the Six would decrease . We ghall

not rely on this argument, but we shall use it as an asset in
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our analysis, for we shall be on the safe side when we adopt
the relatively reduced figures of 1958 as a basis in the coming

discussionse

Be Possible Effects of the Union on_the Arab Exports

We shall now study the vulnerability of the Arab exports
to the formation of the European Common Market. Of course, this
wide market will not be created overnight, but, as we have seen
in Chapter II, progressively, within 12 years, and the effects
at the beginning of the integration are likely to be very weake
Nevertheless, it is good to look further ahead in the future
and try to anticipate the fate of the Arab exportss It is ob-
vious that within this same period it will be developed in the
Arab countries new products, but it would be pure speculation

to examine theme.

The impact of the European Economic Community on the
Arab exports can not be determinedfrom the aggregate statistics
which we have arrived at above. We have found that 156 per
cent of all Arab exports (excluding o0il) goikes to the Common
Market area. From this figure we can not tell what is likely
to be the effect of the European Integration, for neither the
same percentage of all commodities is exported to the Six, nor
each commodity is protected by the same tariff wall when it

enters the Common Market areae.

The finding out of the vulnerability of Arab exports as

the Rome Treaty moves into fruition, imblies the disaggregation
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of the total exports into their commodity components. But

this is not sufficient in determining the extent of Arab
exports diversion from the Common Market. Two other elements
must also be considereds One is the degree to which the Arab
exports become competitive with European products which gain

a competitive advantage through integration, and the other is
the extent of increase in the tariff incidence on imports from
Arab countries.l Availaﬂ% data are not adequate to examine the
ultimate impact of the integration with these three factors,
and even if they were available, such a study could not be suc-
cessfully done by one person, the help of a group of researchéi
and statisticians being a sine qua non for the accomplishment
of reliable resultss We have to depend therefore mainly on

the commodity components of Arab exports to the Common Market,
and in due time, as much as possible, mention will be made of
the tariff incidence on some commodities and the degree of Eu-—

ropean competition for some Arab exports.

Table 14 to 19 give the commodity components of all Arab
exports to the Common Market are and the percentages of these
as to the total commodity group exportses Table 20 groups all
six tables in one monetary unit and gives also the percentage
of each commodity exported to the Common Markete. From these
the following concluding table can be derivedf( Page¢2®,table20)

--———-——_---—-------————--ﬂ-—-—-—-—----------ﬂ-‘*—----.---‘—

le MeE. Kreinin,"European Integration and American
Trade", The American Economic Review, veXLIX, No.4,
Septe 1959, pe. 616
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COMMODITY COMPOSITION OF EXPORTS OF EGYPT TO COMMON MARKET COUNTRIES

(In Egyptian Pounds & UsSe$s)

FRANCE

tGERMANY

s ITALY

DESTINATION $Eg, £, : Eg. £, :Eg. £. : Eg. L.

YEAR 1958)

: Eg. £, ¢

U.s.‘. H

tNETHER, 3B o~Le~ $TOTAL EXP, TO C,M, TOTAL EXP,TO REST OF W,
Eg. £, 2

COTTON

ONIONS

RICE

POTATOES

CAKE (ALL SORTS)
FLAX

GROUND NUTS
MANGAN:SE

WHEAT

: : : : H H . H H : H
14,340,54111,169,76612, 270, 2141269, 7731 696, 70438, 746, 998124, 491, 5941121, 818, 4931 341,091, 7803

: 175,081:

T 24,000:

RAGS,SNAPS & WASTE COTTON

MOLASSES (NOT EDIBLE)
SKINS,HIDES & LEATHER
GLYCERINE

METALLIC ORES

OTHER VEGETABLES
TOBACCO

ANIMAL, RAW MATERIAL

H

464,0023
900, 9551
H
254,231:
52,7881
119, 2531
50,587:
3

:

3
43,0563
18,9723
10,205s
L
2,795:
8443

£674,9473129,18711,443,2172 4,041,008: 3,964,953z 11,101,863

+176,0563294,11131,395,122: 3,906,3421 13,542,308; 37,918,462:

:213,657: 93,7063

H
117,4603

14,9841
2,2961
53,499;

1108, 6253

4,336
43,878
31:

]

:

:

:

2,026¢

:
4,469:
t

s

:
21,348;
11,692:
17,3961

2,2753

:
8,6501
:

3
81,3262
64,513:

303,362
269,215:
181,192:
172,7522
159,658
81,3262

73,318:

43,878
43,0872
32,9221
31,533:
11,6922
10,1913

5,185

894,414:
753,802:
507, 3383
483,7061
447,0421
227,713
205,290:
122,858¢
120,6441
92,1828
88,2921
32,5141
28,5351

14,5183

890,868:
1,036,983z
370,873s
1,018,356
390,658
333,3361
184,3302
715,193:
210,671¢
76,5872
35,5433
255,611
95,0223

2,494,430;
2,903,552:
1,038,444:
2,851,397:
1,093,842:
933,341:
516,124:
2,002,540
589,879:
214,444
99,520
715, 7113
266,061:

473,5301

EXP, TO C,M, AS
U.SJ. :Pm CENT OF TOTAL
COMM. EXPa .t

7,2%
36,4%

20,4%
42,8%
88,7%
45%

35,7%
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COMMODITY COMPOSITION OF EXPORTS OF SYRIA TO COMMON MARKET COUNTRIES

(In_Syrian Pounds & U,S,$,)

(YEAR 1958)

COUNTRIES OF : FRANCE :GERMANY : ITALY +NETHFR, :B,=L,~ $TOTAL EXP, T0 C,M, :TOTAL EXP, TO REST OF ¥, EXP, TO C,M, AS
DESTINATION 3 Syr. £. ¢ Syr. £. : Syr, £, 15yr. £, 35yTe£. @ Syr. £o t UdSe$e 1 Syre £, : UsSe$s @ m! %85230‘“1-

COTTON 341,509 000:5,496,000: 2,3“,000: 112,000: 51,000:49 534,000!13,903,0'1:170 63.,00.347,795,51.: 29,1% :
WHEAT : 12,0001 340,000:29 zss,ooo:z,sﬂ,m; -32 172,090: 9,011,755: u,us,ooo:lz,su,?.u: 71,9% ::
BARLEY : :1,263,0001 2 196,000: 3(3,000:4” 000: 4,330,000: 1,212,“5: 12,901,0'0: 3,513,125: 33,6% :
WOOL : : u,m: 3,415,000: : : 3,495,0«: 978,991: 26,340,000t 1,31:,151: 13,3% ;
HIDES : ; cu,m: 1,256,000 : : z,on,m; 579,3321 3,054,000: 355,462: . 67,8% .
BRAN : : : :m,m: nas.ooo: m,us; z,ae,eoo; 561,904: 41,6% .-
MILLET : : : : : u 199,000: m,m: z,sos,ou: 014,001: 27,5% :
CAKES (ALL SORTS) : 395,0«: a 221,000:101,000: 'm,m: m,uz: c,ns,ooo: z,4ss,1sz: 8,3% z
$ t s $ s : 3 : s : :
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TABLE 16
COMMODITY COMPOSITION OF EXPORTS OF SUDAN TO COMMON MARKET COUNTRIES
(In Sudanese Pounds & U,5,$,)
(YEAR 1957)
COUNTRIES OF FRANCE 'GM ITALY NETHER, B,~L.,~ TOTAL EXP,TO C,M, TOT ,EXP,TO REST OF W, EXP, T0 C,M, AS PER

H
DESTINATION : Sud, £, ¢t Sud, £,: Sud, £, sBud £, 1Sud.£, :Sud, £, : U.S.$s : Sud, £, : UeSe$e (CENT EPTOTAL COMM,
2 =

COTTON 12,294,74511,420,019:1,781,132: 70,091:221,7402 568,727:15,925,636:21,244,611:59,484,911: 27%
GROUND NUTS - 397,4“: 111,493:1,636,917:469,%5:104,650:3,229,533: 9,017,492:' 4,363,140:12,216,314: 13,7%
GUM } zes,s'zo: 138,226: 412,175:304,310:151,494:1,331,075: 3,729,050: 4,491,170:12,575,290: 29,5%
SESAME : : 314,615: 175,316: : 18,951; 568,882 1,592,8703.2,631,565: 7,368,382: 21,6%
CAKE (ALL SORTS) : t 75,517:  3,3713388,690: s 467,578: 1,309,218:  799,599; 2,238,877: 58,4%
COTTON SEED : : 99,8123 s 79,339 : 179,113 501,623 4,976,928113,935,398: 36%
HIDES,SKINS & LEATHER : 70,5501 34,8053 58,4441 10,128: ¢ 173,921: 486,979:  979,5121 2,742,6343 17,6%
MILLET (CEREALS) : :  11,965:  4,3203 1,560: 64,9473 82,7923  231,818: 1,124,323z 3,148,104: 77%
TRACHUS & MOTHER OF :  3,400; 30,711t 55,5353 : : 89,646: 251,009: 115,493: 323,380: 17,6%
PEARL SHELLS

ANIMAL PRODUCT: MEAT : $ $ 1,204: 1,840: 41,587; 44,6543 125,031: 123,133: 344,772 36,3%
MANGANESE H : $ 9,466z 28,826: :+ 38,286: 107,201: 51,2453 143,486: 74,7%
COFFEE, TEA, COCOA . +  11,325: 7,493t 6,500: : 25,318:  70,890: 162,088: 353,046: 20,1%
VEGETABLES, LUBIA : : i 11,4343 : : 11,434: 32,0153 559,999 1,567,997 2%
WOOL : 1 9,464: H 850 : 10,3142 28,879: 15,101: 42,283s 68,3%
METALLIC ORES 3 : : 5,5653 3 : 5,5652 15,582: 27,2352 76,258 20,4%
FATS & OILS : : 9801 s 1,477: 351:  2,808: 7,862t 726,814t 2,035,079 0,04%
NON METALLIC MINES : : 1,055 : : 1 1,055t 2,954z 66,802 187,046: 1,6%

LIVE ANIMALS : : 4153 : : : 4153 1,162: 8,508: 23,822 4,9%
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TABLE 17
COMMODITY COMPOSITION OF EXPORTS OF IRAQ TO COMMON MARKET COUNTRIES
(In Iragi Dinars & UsS,$s)
(YEAR 1958)
| I
COUNTRIES OF FRANCE GERMANY :ITALY :NETHER,:B,-L,- TOTAL EXP, 10 C.M, TOT, EXP, TO REST OF W, EXP, TO C,M, AS PR 1
DESTINATION : I Din.: I,Din,:I,Din,: I,Din.: I,Din.: I.Din, t U.S.$e ¢ I,Din, ; U,S.$, : CENT OF TOT., COMM, EXP,
: b : :
BARLEY : ;795,450:42,000:14&3,100:457,720:1,430,053:4,0:- uzu,'rss,sssm,sze,seu 30,2% '
STRAW, FODDIR : : : 42,2:7;147 520: 189,8071 531,4603 m,un 1,“2,355: 31,6% :
COTTON :3,539 : 11,500:15,904; 67, 559: ; 153,7122 444,552:1,320,419: 3,697, 173: 12% :
DATES : 231 : 82, 354:23,830: 10,2:3: 7,196: 123,094: 345,90332,916,733: 8 166,352: 4,2% ;
COTTON SEED & LINSEED : ; 4,000;32,64:: 11,36!,; 9,315; 57,313: 160,670: 198, 175; 554,390: 28,9% s
WOOL 15,973 1 39,0011 ; i 45,0641 126,179: 924,128 2,587, 5581 4,9% :
MILLET : : : m: 12,900; 1,594: 21,474: 60,121: 191,000: 554,400: 10,8% :
GALL RUTS : : 13,525: : : : 13,5:5: 37,370: m,au: 1,602,355: 2,3% :
LIQUORICE ROOTS : ‘ 5,490: 6,564: 13,054: 36,551: 311,340: 071,752; 4,2% :
HIDES & SKINS : : 2,640:: 4,441: : 7,031: 19,021: 155,105: 434,294: 4,6% :
ANIMAL FOOD : : 2,171: l”; ; : 2,999:: 3,397; 249,188; 597,726: 1,2% :
OTHER CEREALS,GREEN Glulls : : : llz: 312: 2,214: 45,659: 127, 373: 1,8% '
LIVE ANIMALS : ' : 412: : . 412: 1,154: 637, 014:1 783,639 s 0,06% :
: : : : H




TABLE 18

- 8] =

COMMODITY COMPOSITION OF EXPORTS OF LEBANON TO COMMON MARKET COUNTRIES

(In Lebanese Pounds & UyS.$,)
(YEAR 1957)

U.,S.$. Leb.

.

Gwm ATALY . NETHER, ) B.-L.- TOTAL EXP, TO C.M, :TOT. m..m.
14 z. t ” ‘l ‘ ub. t_’ 7. ol Lebo £'o ,!.

N il < B S L | i i ; v
SILVER MONBY iigﬂ&%sl,ﬁ!,?ﬁﬂ,”!,ﬁﬁ —— 34,775,31031,515,443: s,on,m:l,uz,usz X
¢ LENTILS 11,644,828; 508,856: . 159,478:196,70712,509,8603 796,784310,697,00013,395,8731 23,5% t
COTTON 11,577,059; 208,485: 484, 6002 : 12,270,1443 720,681: 5,304,00011,683,8101 42,8 :
OLIVE 0IL : : 11,950, 7851 : 11,950,785: 619,297¢ 2,373,0003 753,333t 82,2% :
GOLD MONEY : : : 11,056, 4003 11,056,4003 335,315112,490,00013,965,079; 8,4% -
CITRUS FRUITS : 829,599 242,9041 : : 11,072,503t 340,47712,779,0003 4,056, 825; 8,4% '
LEATHER : i 327,380; 95,1943 : 11,022,574s 324,6273 2,698,0001 856,508; 37,9% :
APPLES : 555,662: 321,6331 : : : 877,295s 278,506: 8,639,000:2,742,540¢ 10,2% ]
CAKES : i 576,457: 102,0153 : 1 849,9861 269,8371 3,596,00011,141,587% 23, 6% :
METALLIC ORES t t 545,780: s : : 545,780: 173,2633 616,000z 195,556: 88,6% H
MILLET t : : H 1563,782; 563,7823 178,978: 1,320,000 419,048 42,7% H
METAL SCRAP : H : 535,2262 H : 535,2263 169,9133 1,070,0003 339,682 50% 3
CEMENT PRODUCT s 1 496,643; : s 1 496,6431 157,6643 993,000 315,238 50% s
WOOL : 145,7383 + 252,0923 : t 397,8303 126,2953 5,186,00031,646,349; 7,7% 1
SESAME SEED . : t 126,795 : : 126,795¢ 40,2521 528,000: 167,619 24% :
ANIMAL RAW MATERIAL  : : 60,1661 ' : : 60,1661 19,100:  225,000: 71,4303 37,2% :

TABLE 19 COMMODITY COMPOSITION OF EXPORTS OF JORDAN TO COMMON MARKET COUNTRIES

- (In Jordanian Dinars & U,S.$e)

(YEAR 1958)

PEACH & PRODUGT THEREDF3 14,1661 : : 2,938 7,104z 19,891:  18,506: 51,817 38,4% .
MARBLE : : $ : : 1,000:  1,000: 2,8003 20,525; 57,470: 4,9% ]
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Table 20 reads as follows: 22% of all Arab exports con-
sist of commodities in the case of which exports to the Common
Market from less than 4.9 per cent of all exports of those
commodities. le3 per cént consist of commodities which ex-
ports form between 5 and 9.9 per cent of all exports of those
commodities and so one The most important group is the third
one with between 10 and 249 per cent of exported products
accounting for 65.1 per cent of the aggregate exports. It is
this group, and to some extent the fourth and the last group,
(with respective shares of 7.4 and 3.7% of total exports),
constituting together 76% of the aggregate exports, which is
likely to suffer the impact of the Common Markete The commo=-
dities which form these exports are in order of importance,
cotton, ground nuts, wheat, barley, onion, rice, gum and cake.
These commodities require therefore somewhat a more detailed
analysise Before touching on this problem we have to tell

something of the prospective tariff walla

It was said in the second chapter that the tariff of
the Six will be the arithmetic average of the existing tariffs
among the member countries as on January 1, 1957, the Benelux
countries being considered as one customs area. This will
result in a decrease in the duties of high tariff countries
France and Italy, and an increase in the duties of low tariff
countries, Germany and Benelux. It is stated that the final

tariff will not be of a greater incidence than the prevailing
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tariffs before the unione But for many products the duties
are not yet decideds They are enumerated in a "list G" and
wait future negotiations for the fixing of the tariff protec-
tion they will enjoys With this respect French economists
have established the minime and maxima duties for each sector
of imported commodities which they presented as follows:1

Commodity Group Percent Duty

Raw materials 0 to 8
Semi-manufactured products 0 to 21
Producer's goods 8 to 25

Consumer'!s goods 12 to 29

As far as the Arab countries are concerned their exports
consisting mainly of raw materials, the duty imposed by the Six
will not be more than 8 percents In fact, in most cases, for
a number of primary products the duty will be nil and for these
commodities the tariff incidence will be zeroe. The most impor-
tant thing to know therefore is the degree of competition which
the Arab exports are likely to encounter with the gradual deve-

lopment of the Rome Treaty.

The largest exported commodity by the Arab countries is
cotton. It constitutes 44 per cent of all Arab countries! exports

to the Common Market and 12.2 per cent of all cotton exports

T ——— " ————— i —— — ——— — - —— ——————— - -

l. Pierre Drouin, "Quels Sont les Rapports de Forces
Libre-Echangistes et Protectionists dans 1'Economie
Occidentale™, Monde Hebdo, du 24 au 30 Mars 1960,
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(table 21)e There will be no duty on this cemmodity such that
the tariff incidence will be nile As far as the competitive
conditions are concerned we have to see whether the Six as a
whole are net importers or exporters of cottons For 1957 the
imports of cotton of the Six have amounted to 827,359,000 dol-
lars, whereas the exports only 41,469,000 dollars.l 0f these
827 million, about 110 million dollars is imported from mem-
ber countries or associated territories of Africa such that

on balance the Common Market area is a net importer of cotton

for more than 700 million dollars worth.

Whether this trend will continue or not is not known,
but it is probable that it will because the internal produc-
tion being insufficient to satisfy their needs the Six have
anyway to import from someplace their cotton requirementse.

With this respect the African territories may cause some trouble
to imports from other sources. These countries, specially
French Equatorial Africa and the Belgian Congo, are becoming
large producers and exporters of cottons The tremendous phy-
sical possibilities of these regions where only part of the
fertile land is utilized,z can in the future considerably in-
crease competition and consequently depress pricese Which
countries, assuming that as it is stated in the Treaty no

tariff will be imposed on cotton imports, are likely to bear

the brunt of this new competition? Of course no precise answer

————— o — . — ——————— - — T —— -~ ——————— -

l. OEEC, Foreign Trade Statistical Bulletin, Paris,
August, 1958.

2. La Zone Franc en 1957, Cinguiéme Rapport Annuel
du_Comité Monétaire de la Zone Frang,

(Paris, Comité Mondaims de la Zone Franc)e
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can be given to such a question, but it is probable that all
the exporting countries be affected in one way or another. As
far as the Arab Middle East is concerned, it seems it will re=-
sent the minimum of effect because cotton produced in this

part of the world (mainly in Egypt and Sudan) is mostly staples
not produced in the overseas territories associated with the

Common Harket.l

What is likely to be therefore the fate of the Arab
cotton exports? Under normal condition (i.e. excluding any
other economic or political changes), the Common Market by
itself will in no way affect the Arab cotton exports to thaf
areas If the overseas territories succeed in producing subs-
tanfial quantities of cotton and export to the @ommon Market
area displacing some Arab exports, this can not be considered
to be the effect of the Rome Treaty, because, as just noted,

this product will not be granted any preferential treatmentes

The second most important exported product is ground
nut with only 7.5 per cent of total Arab exports but 63 per cent
of the total exports of that commoditye This is the second ex-
port product of Sudan and it accounts for 74 per cent of its
ground nuts exports. The extent of tariff protectionm is not
yet knowne For the time being Italy has the highest tariff
with 10 per cent ad valorum dutye France has a 5 per cent duty
on shelled ground nuts and 15 per cent on the unshelled.? 90 per

i —— T — - - —— - v —— - - ——— - —

le Food and Agricultural Organisation, Agricultural
Commodities and the European Common Market,

Rome, 1957, p« 23.

2. The customs duties are taken from the list of
the tariff rates of the respective countries.

3
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cent of ground nuts exports being shelled, the latter rate is
of no use for our purpose. Therefore, the ceiling for the
tariff on groundnuts is 10 per cente Actually this should be
between 4 and 5 per cent if the averagingprocess is used. By
assuming that this will be the ultimate tariff, then the inci-
dence is likely to be nil because this will mean:

-~ a decrease from 4 to 6 per cent of the tariff on
ground nuts for one third of Arab exports(Italy, table 16)e

- an increase from 4 to 0 per cent of the tariff on
ground nuts for one third of the Arab exports, (Western Ger=-
many and Benelux, tables 14 and 15).

- a constancy of the tariff on goundnuts for one third

of the Arab exports, (France, tables 14 and 16)e

With respect to competition, it can raise problems spe-
cially for Sudan and to some extent for Egypte Internally the
Common Market countries do not produce of this commodity and
they must rely on outside source. But here the African coun-
tries, being also a large producer, can directly affect the
Arab exports. The extent of the tariff will be decisive as
regards this commoditye If the tariff wall, which should not
be superior to 5 or 6 per cent, is intentionally raised - though
in principle this would be illegal because the Six have agreed
that it will be the arithmetic average - then the impact on
some Arab countries exports can be acute. In the opposite case
also the effect is not likely to be negligibles When by the end

of the transitional period all the commodities originatinyin the

D ———— — - — - —
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overseas territories enter duty free in the metropolitan coun-
tries, them this 5 or 6 per cent tariff can cause considerable
trade diversion with the consequent depressing effect on the

Sudanese and Egyptian ground nuts exports. Hence, in any case

groundnuts exports are likely to be sensibly affected.

The third most important export commodity is wheats In
1958 the most important Arab exporting country has been Syria
with about 98 per cent of all exports of wheat to the Common

Market, and 68 per cent of all Arab aggregate exports of wheat,

The Common Market is not likely to raise any problem with res-
pect to this commodity. Syria being an export counéy of wheat
in 1958, has becaome a net importing country in 1959 with subs=
tantial amounts of imports to satisfy her local needs. If in
the future, the external forces turn to be favorbale and Syria
or any Arab country become exporters of wheat the Six will again
be a ready market because in 1958, Italy which was the principal
importer of Syrian wheat, bought for S.£. 29 million(table 15)
when the tariff on wheat was 50 per cente Now, with the entry
into force of the Treaty this rate will be lowered and probably
be fixed between 20 and 30 per cent because France's tariff is
30 per cent and the other partners' nil or insignificante Hence,
as far as the tariff incidence is concerned the Treaty will be

favorable, but this is likely to be compensated by the adverse

1
effect of competition. It is true that the Common Market is
le We have to remind here an important provision of
the Treaty which stipulates: should the production or
processing of cereals or wheat flour in any Member

State be seriously threatened or interfered with by
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@ net jimporter of wheat for more than 320 million dollars worth
and it is probable that this will continue or even increases
But the opening up of European markets to the overseas terrie-
tories can divert all possible new imports to that countries
such that any eventual benefit from the decrease in tariffs

may be nullified.

Barley is the fourth Principal export product of Arab
countries. It is mainly exported by Syria and Iraq and the
countries of destination are Germany, Italy and the Beneli#xe
France being an important producer of barley it is an expor-
ting country. The total imports of the Six exceed the exports
of this commodity by 80 million dollars. From this, there is
likely to be a shift of 30 million dollars worth from extra-
to intra-union trade because France exports that amount to non
member countries and the establishment of a preferential area
ought to change the old pattern of trade. Therefore the outw
sid;?;:}e to suffer a loss of export market to the extent of
30 million dollars. If this loss is devided pro rata on the
exporting countries (though not a very sound way for allocation,

but logical in the absence of any other concrete data) the share

—--——-—-----.-.q---o-.--———---———----—---—-&——-—-——----—-.--———----————---

such suspension of duties in another Member State,
the Member States concerned shall enter into nego-
tiations with each other. Should such negotiations
produce no result, the Commission may authorise

the State suffering damage to take appropriate mea-
sure. (Treaty Establishing the European Econcmic
Community and the Connected Documents, Published

by the Secretariat of the Interim Committee for

the Common Market and Euratom, Brussels, 1957, pe.218).
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of the Arab countries amounts to 2 million dollarse. Nobody
knows whether this loss will be incurreds The conclusion is
that the fate of this commodity can be preéﬁous as far as the

Six are considered as an export market.

Rice and onions are the next two important exports of
Arab Middle East and Egypt is the only exporting countrys The
percentage shares are respectively 10e5 and 36.4% of the total
commodity exportss For rice the Six are a net importer of 13
million dollars worth. For onion, the statistical abstracts
of OEEC classifies it after SITC classification under the hea-
ding of vegetables such that it hassbeen mot possible to know
the exact amount of foreign trade in onionse But for both of
these commodities it is likely that the Common Market, for a
given lapse of time at least, will be net importer, but the
prospects cannot be very bright because Italy with a little more
effort can be the unique supplier of the Six. Moreover, 98 per
cent of the rice exports is sent to the lower tariff countries
of the Six. The duties on this product when arrived at by the
averaging method will be higher than the existing duties for
Germany and Benelux because the France's and Italy's present
tariffs are respectively 30 and 25 per cent, whereas for the
4 others the average is 10 per cent. This increase in the
tariff incidence will thus accentuate the effect of the discri-

mination in the long runes



For onion the Six have agreed on a 12 per cent common
tariff, which will mean lowering of duties of France, Germany
and Italy, which had respectively 20, 25 and 15 percent ta-
riffs, and an increase in the tariffs of the Benelux countriess
The imports of the two groups of countries being almost equal
the ultimate tariff effect is likely to be nile This does not
prevent that the prospective Italian exports exercise their
harmful effects by displacing some exportss Therefore, in the
long run in these two commodities also the chances of an adver-
se effect is more probable and its impact will be completely
felt by Egypte Fortunately, the percentage as to the total

Egyptian exports is less than 2 per cents

The last export commodity considered to be relatively
important is gum which is solely exported by Sudan. 30 per cent
of Sudan's export of gum goes to the Common Markete The duty
being nil, the tariff incidence will be zero, but the exports
cannot continue for a long time because of the discovery of
artificial or synthetic substances which render unnecessary the

further importation of such commodities.

In the above cited products we have covered about three
quarters of all Arab exports. Of course it would be ideal to
speak in the same way of all the other exports but the lack of
statistics does not permit us to go beyond thise Nevertheless,
in order to make the final conclusion more reliable an attempt

will be made to predict the probable effects of the union on
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all remaining exported commodities with a value of more than

There are five such group of commodities: cake, sesame,
hides and leather, silver money and wool. For cake the share
in the total commodity group exports is quite important with
29 per cent; the most important exporter being Sudan followed
by Egypts On balance the Six equilibrate the exports and im-
ports of this commodity such that the outcome of competition
is difficult to be predicteds The respective tariff falls un-
der the "list C" where it is stipulated that the duty can not
exceed 10 per cent. This corresponds to the arithmetic average
of the respective duties which means increase in the duties of
the low tariff countriess. The imports being sent mainly to
these countries, this increase in tariff can not leave the
future exports unaffecteds Therefore it is likely that the

cumulative effect be quite sharpe

Hides and leather constitute also an important part in
the total exports of that productss. The Common Market area is
a net importer with imports three times the exports. The tariff
is to be nil on all raw skins and a maximum of 10 fer cent for
tanned 1eather-1 The integration is therefore to have an effect

but a moderate one because most exports are raws

Sesame is only exported by Sudan and it is about 22 per

cent of all Sudanese sesame exportss There is likely to be no
l. Jacques A. Zighera, "Le Marché Commun et les
Exportations Marocaine", Confluent, No.29,
Mars, 1959, p. 112
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prospective competition within the union area but the associa-
ted areas can hurt badly the Sudanese exports (there is a 10
per cent duty on all sesame imports from outside sources)

because they are also important producers of this product.

The tariff on wool will be zero but there will be a
protection of less than 10 per cent on all processed wool. Here
again the effect will probably be little because Arab countries
are raw exporters of woel. Competition from within is also not
likely to affeft because they are net importers, in 1957 their

imports from outside countries being nine times the exportse

Finally, for Lebanon there is the export of silver money
which ammounts to Le£e 1,500,000. This product having a ready
market, Lebanon has not to worry, because whenever it is neces-
sary silver or gold can be used for the settlement of debts by

selling them at the world price in any money markete

So far we have seen the principal exports of Arab coun-
tries to the Common Market area, and we have tried to evaluate
the probable effects of the integration on the Arab exportss
Without hiding the imperfections of the method followed in the

discussion-which cannot pretend of studying the problem in all
1

the details required - and taking into account that uncertainties
leFor example we did not consider the probable change
in the relative prices (including the customs duties)
of Arab exports and of European goods on the European
market, nor did calculate the demand response to such
a relative price change. To make exact trade-deviation
estimates; it is necessary to have the elasticity of
supply of European and overseas goods and the cross-
elasticities of demand for Arab exports with respect
to European goodse



still exist (quota policy and fixation of an external common

tariff) we can now try to draw some conclusionse

The commodities covered include about 80 per cent of
all Arab exports to the Common Market. An important group of
them enters all the member countries duty free and will con-
tinue to do so under the rules of the Rome Treaty. Others
will see reductions in the duties but will not be advantageous
to the Arab exports because of compensating adverse effectses
These two groups, which comprise mainly agricultural products:
cotton and wheat, will therefore be unaffecteds The remaining
commodities have been divided into four different groups ac-
cording to the degree of trade diversion which they are like=-
ly to be subject. 1In the next page there is, in a tabular

form, a general survey of the possible outcomes

Contrary to common feeling it appears unlikely that
the Common Market will cause serious disturbances to the Arab

Exports.



1.

2.

3.

4.

Se

Percent of Total
Arab_Export to C.M.

Percent of Total Arab

Export To The Worlde.

Unaffected

COTTCN 44

WHEAT Ted

SILVER AND GOLD 15

MONEY

METALLIC ORES 1 53.9% Bed

Slightly Affected

ONIONS 3.2

RICE 3.1

HIDES AND LEATHER 1.2

WOOL 1 Be5% 1.3

Moderately Affected

BARLEY 4.2

GUM 2.9

SESAME 1.3 _ 8e4% 1.3

Sensibly Affected

GROUND NUTS Te5

CAKE 2 9.5% 1.5

Unknown 19.7 19.7¢ 3.1
100.0% 1546



As the above analysis has shown, about 80 per cent of the ex-
ports to the Common Market are not to be affected at all or,
if affected, they will be very slightly. The remaining 20
per cent, which were classified under the heading of "unknown"
may reveal a surprise. Of course some part of it, which was
not analysed separately because of the very smallness of the
quantity exported, will not be influenced at all. But beside
these, there are other minor exports which probably will face
serious difficulties. For example, cement products, coffee,
cocoa, tobacco and all other products which can be obtained
from the overseas territories. It was already noted that not
only tariffs will be abolished among the Six, but also bet-
ween the Six and the overseas territories. Consequently, a
product from the Ivory Cost or of Madagascar will enter ,
Germany or Italy by paying progressively a decreasing duty and
eventually enter duty free.1 The extent of this problem will
not become clear until the Six have agreed on the duties on
"list G" which accounts for most of the raw materials where
they have not already agreed on low or zero duties. The pro-
ducts on this list account for 15 per cent of the Common Mar-

ket's imports.

The effects of trade diversion of the Common Market on
the Arab exports will therefore be limited mainly to those pro-

ducts which can be obtained from the member nations overseas
l. P. Moussa, "De 1 'Europe A 1'Eurafrique",
Confluent, No. 29 Mars 1959, p. 84.
2. Economist, Dec. 26, 1959, p. 1233.
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territoriese These include in addition to cake and ground-
nuts, citrus fruits (204 common tariff), bananas (20%), to-
bacco (30%), fats and oils (madimum 10%), live animals and

meat (10%) and to a lesser extent, onions, rice, barley, hides,
wool. Other non edible primary products (agricultural and non-
agricultural)cannot be obtained from the overseas territories
in any substantial amount; hence the pattern of trade in such

goods will not be affectede

It follows that a small proportion of the Arab exports
will have to seek new markets. These might have to face the
keener competition in third markets of similar goods chased
from Eurcpean marketss It is even possible that dumping wars
can be initiated when countries try to place their surplus
productione Conseqguently, internally these may be reflected
in structural changes. Contractions and expansions can take
place in some sectors of the affected economies which may neces=
siate a lengthy period of adjustments How the Arab countries
will react to this new indirect challenge is premature to be
tolde There are many choices presented to theme The adoption
of the proper one will depend on their common attitude and

their solidarity in front of conflicting point of viewss



CHAPTER V¥

WHAT SHOULD THE ARAB MIDDLE_EAST_DO

As Necessary Adjustments

It is obvious that a customs union which unites an
area with as large a proportion of the world's trade as does
that of the Six, will, in the short run at least, create sharp
enough problems for her principal trading partners. As far
as the Arab countries are concerned, as we have seen in the
previous chapter, there is likely to be scme decrease in the
Arab exports to the Common Market areas 1In addition to this,

three other possible effects can arise:

First, some Arab imports from the Common Market may
have to suffer, for it is likely that a number of the Common
Market export to non-European markets will be diverted to
Intra-European destinationss If Arab countries are importing
of these commodities, this will result in a loss of cheaper
supply source for imports and will oblige the Arabs to find
new sources or pay higher prices to get the same quantity of
Goodse

Second, the establishment of the Development Fund for
the Overseas Territories, which is financed by the member
countries, is likely to have repercussions on the future in-
vestments iﬁ the Six in Arab countriese This Fund may divert

money which formerly went or which could have gone to the

- Y =



Middle East, and pour it into the African associates of the
Rome Treaty. Moreover, it "will make it possible for the
colonies to specialize in their production in such a way as
to enable them to produce all the types of products which are
now being exported by the Arab states to Western Europes In
this way, Arab products will be further discriminated againstil
Third, the prospective Arab exports to the associated
territories might be somewhat jeopardizedes The Arab countries
are in full economic development and they are striving to es-
tablish industries of their owne Although at present, their
exports of finished goods are negligible, in the long run they
will probably produce light or even heavy industrial goods.
The overseas territories of the Common Market are also in full
economic expansion and they are likely to increase substan-
tially their purchasing power in 5 or 10 years hences In an
open economy this will mean highef imports of finished goods
which would probably have as a source - other things being
equal - the nearer Arab countries. But the common tariff
wall which will be raised against third countries (mainly for
finished goods) by both the metropolitan and the overseas

- ———— e e e e e e R L R R e p—p—— - — —

l. Be Dajani,The Arab Common Market, (translated
from Arabic at the Middle East Research and pub-
lishing Center), Paper submitted in the name of
Egyptian Federation of Chambers of Commerce to the
8th Session of the Arab Chambers of Commerce,
Industry and Agriculture, (mimeographed), pe 2




- B8]l =

countries may greatly prejudice these kind of exports, and

it is probable that this discrimination may become mpre harm-

ful than the actual losses incurred in some exportse.

What is likely to be the ultimate outcome of these
changes is not predictable at this stage. It is obvious that
the new tariff rates and the preferential treatments will al-
most certainly cause adjustments in imperts and exports from
the Arab countries, just as they will from other parts of the
worldes It is certain that the gradual implementation of the
Treaty will result in shifts of both composition and sources
of European foreign trade and a new pattern of trade will be
establisheds As noted in the previous chapter, these will
cause contractionsin some sectors and expansions in others and
the ultimate effect will depend on whether the Common Market
is going to live up to expectations or degenerate into just
one more protectionist tariff bloce Admitting that the clau-
ses of the Treaty will be fully respected by the members, and
that the Treaty will be outward looking, then what can the
Arab countries do to mitigate the adverse effectss It is easy
to resort to retaliatory measures so that the European eco-
nomies may be hurt toce But such a policy will harm both
parties equallye The metaphore which the London's Economist
made of the then projected Free Trade Area as a reply to the
Common Market can be a compatible analogyfor our purpose.

The Economist!s reasoning runs as follows: when a2 man is trying
to make a four-penny telephone call and has only put two pence
in fhe slot, it is no use banging the box. He may jam the

T ———— — ————— - ———————_— ) — . —— . e - — — — — — - —— - ——— — - -



works, so that he eventually fishes out two more coppers
nothing happens at alle He may even cause expensive damage

to the machines One thing he will not do is get through to
the number he wantsol Similarly, the Arab countries may cause
some damage to the Six by resorting to a "beggar my neighbour"
policy, but it is unlikely that they receive any worthy bene-
fit from ite Furthermore, it is even possible that any ill-
advised measure may deepen the division between the two par=
ties and thus make agreement later on impossibles But, to
repete once more, these very measures can have a considerable

value as "retaliation".

What steps should the Arab countries take then? Resort
to harsh retaliatory measures or adopt a conciliatory attitude
and try to agree on a compromise? It is not up to us to decide
on this issue. Whether they will choose this or that will not
exclusively depend upon a nice balancing of advantages and dis-
advantages - an issue in which politics may play an even more
important role than economicse. However, in spite of these draw-
backs an analysis of the possible alternatives is not out of
place and we shall in the next section try to expose as far as

possible the different alternatives.

Be The Choices

A practical and realistic initiative would be to enter

into direct negotiations with the Six to seek a common ground
le= “Short of Coppers", The Economist, London, p
CXCI, No. 6037, May 9, 1959, pe. 508e
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of agreements Article 238 of the Treaty stipulates: "The
Community can conclude with a third country, a Union of States
or an international organisation, agreements creating an asso=-
ciation embodying reciprocal rights and obligations, joint ac-
tions and special procedures™. Benefiting from this article
the Arab Countries can negotiate and get a reduction of Eu-
ropean tariffs on the kinds of commodities which is expoéted

to Europe granting as quid pro quo other facilities to the im=
ports from the Six. But such an initiative requires a concer-
ted action by all the Arab countries together, for, one country
alone will not be enough powerful to Pick up concessionss More=-
over, a concerted action will exert increased benefits due to
the size of the bargaining unit. A multilateral trade agree-
ment of the Common Market with different Arab countries would
be very complicated. It would imply that the Six negotiate
seperately with each Arab country and reach an agreements
Whereas, if the Arab countries present themselves with a united
front, the settlement of a bilateral trade agreement would be
much more easy and the advantages for both parties would be
greaters The conclusion of such bilateral agreements, which
would result in the decrease or abolition of some tariffs or
quotas, should be welcomed because, being a step towards freer
trade it would be beneficial for both the Arab and the Common
Market countries. This solution would be the optimal one-ofw
course if the Six prove to be co-operative, (and they should
according the clauses of the rreaty)-and a "wait and see"

attitude would but only be harmful to Arab countriess
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If, for one reason or another, it could not be possible
to reach an agreement with the Six, then the alternative for
the Arab countries would be to resort to reprisals by adopting
retaliatory measures. These could only be avoided if the dif-
ference in treatment between countries within the union and
the Arab countries is kept within tolerable limits.l What will
prove to be tolerable will vary from commodity to commodity,
and in fact the probably affected Arab exports will most like=-
ly fall within this tolerable limits. But, the future being
always uncertain, to be on the safe side we shall assume that
some exports will be badly hurt and create disturbances in the
economies of Arab countries. Then, in addition to the inter=
nal measures to correct the diseuilibrium what retaliatory ac-
tions could be taken as a defence against this threat? The
most logical step would be to resort to protectionism by res=
tricting imports from the Common Market countriese The effi-
ciency of such a measure being function of the quantity of
Arab imports from the Six, it is necessary to know the amounts

of these imports.
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Table 22 shows that 265 per cent of all Arab imports
come from the Common Market countriese This is quite an im=
portant share, but this share represents about 2 per cent of
the Community's exports (in 1958 the exports of the Six have
amounted to 22,746,000 dollars).l This shows that, for the
time being, retaliation which would result in protectionism
would not be a very efficient measure; but in the long run,
as the Arab countries becoming more developed will need lar-
ger imports to match their development projects, this will
mean a shift in their import sources and thus a loss for
Western Europe of an important potential markets Therefore
the Six can not ignore any discriminatory measures which would
prejudice their interest in the Arab countries, and specially
Western Germany's which already has invaded the whole Middle
East with German salesmen and relies considerably on this area

as an export markete.

Neverthelegs, if tariffs or quotas imposed against
imports from the Common Market may not reveal to be very ef=-
fective at the beginning as retaliatory measures, yet they are
badly needed as protective measures against possible crisis
because the free interplay of the price mechanism in a rela-
tively open economy is likely to result in the impowrishment
of the weaker countries and the improvement of the more deve=
loped. As Kindleberger proved, in a country of primary pro=-
duction an increase in exports will result in an increase in
inpo;ts; once established, this situation will persist even
when the exports decrease and consequently there will be a

L D 0 R - -~ —

le OEEC. General Statistics, Paris Nos4 July 1959,
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deficit in the balance of payments which will create difficul-
ties for the country concerneds This is due to the estab-
lished fact that the demand for consumer's goods, which increa-
ses when income increases (the marginal propensity to consume
of underdeveloped countries is greater than the more deve=
loped countries), stands at the same level when income decrea-
ses.l It is therefore absolutely necessary that the Arab
countries resort to protective measures so as to neutralize
the adverse effects of the European integrations Of-course
they are not asleep and on the morrow of the signature of the
Rome Treaty, the Arab Economic Council met on May 1957, and

outlinedadefengive Plan consisting of three points:

le Find new markets to the Arab agricultural produc=-
tion in the Afro-Asian marketss

2. Industrialize in order to avoid pressures from
these countries which prove to be their traditional import
supplier.

3+ Create an Arab Common Market.2

On January 1959, the Arab Economic Council adopted
another resolution which stipulated: "Given the gravity of the
threat that the establishment of the European Common Market
constitutes for the Arab economy, the Council decides to chare

ge the provisional Committee of the Arab Economic Union to

—--------.---—--l-.------..-—--—--—-—-——-.—---—————-——---—-—--—-—-—.—----—-

le Firmin Oulés, "Marché Commun & Zone de Libre
Echange", Les Etudes Americaines, Cahier LXVII,1959,pe6e
2. Malek F. Chehab, "L'Economie Arabe i la Recherce
d'un Equilibre entre 1'Europe Unie et le Bloc Afro-
Asiatique", 1'Economie Libanaise et Arabe, No.6l,

Jane, 1958, Pe 10e
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study the dangers of the European integration in the Arab
countries and to submit appropriate recommandations and suge
gestions to counterbalance it, giving however a special im-
portance on the two projects aiming at the creation of an Arab
Common Market and the establishment of an economic cooperation

between the Afro-Asian countries."l

During its very recent meeting in Cairo from 5 to 13
March the Council again reiterated the previous resolutions
and in addition asked the different Arab countries to present
a detailed report on the evolution of the exchanges between the
Arab and the Common Market countries, in order to determine
the probable effects on the Arab economy as a whole and con=
sequently adopt the necessary measures to mitigate the adverse
effects.2 How could then the Arab countries protect their home
markets in the absence of any special agreemnt? There are
three possibilitiess Price restrictions, quantitative restric-
tions, quantitative restrictions and complete prohibition of

some imports from the Common Markets

The two first measures refer to tariffs and gquotass
tariffs consist in putting a cost impediment on imports, and
quotas in limiting the quantity imported of the protected
productss Both will result in price increase and consequently

will decrease the consumer's demands The efficiency of these
le "Importantes Décisions sur le Plan de la Co=-
operation Economique Inter-Arabe", L'Economie
Libanaise et Arabe, No.72, Feb. 1959, pe 17.
2. "Importantes Résolutions du Conseil Econo=
mique Arabe", L'Economie Libanaise et Arabe,
No«.84, Avril 1960, p. l4.




measures as a retaliation will depend on the magnitude of the
tariff and the way the quotas are distributed among the expor-
ting countries. With this respect a quota policy would be
easier to be implemented, because the quota can be allocated
among non-Common Market countries, whereas the tariff would
imply a duty on imports from all countriess In case these
measures reveal to be not sufficiently efficient then a complete
prohibition of some imports from the Common Market can be re-
sorted to. But if in front of such developments the Six ban
all Arab imports, wouldn't this be more harmful? It would
because 1546 per cent of all Arab exports goes to the Common
Market whereas the Common Market countries send only 2 per
cent of their exports to the Arab Middle Easte But what are
the chances that the Six have recourse to such measuress They
are very little and in fact they seem improbable for the fol-

lowing reasons:

In the first place this would be against the spirit,
if not the letter of the Rome Treatyes It was more than once
reiterated that the duty of the Community is to pursue at all
times a line of conduct which, far from dissociating the Eu-
ropean economy from the world economy will integrate the former
and the latter to the benefit of bothe From this angle it will
watch not only the expansion but also the stability of the
pattern of trade.

Secondly, by resorting to such measures the Arab counsaries

--—-q-.—--.—-——-.--—--.---—---———--——-—-—------——--— - ——— ———— —

'le European Economic Community Commission,
First General Report on the Activities of the

Community, Brussels, Sept 17, 1958 p.50.
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would act with the intentiom of protecting their economies,
whereas the Six would act only for the sake of retaliatione
This they cannot do because of their moral obligations to-
wards the free world and also because they would be acting
against the IMF and GATT rules of which they are full members.
Thirdly, the most important handicap would be the fear
of an adverse response from the Arab oil-producing countries
on which they still heavily rely for filling the gap in their

energy reguirements.

A boycott of the Arab exports by the Six is therefore
unlikely and the Arab countries can have their way free to
resort to such measures as far as these do not jeopardize their

national intereste

In addition to the above three protective ;easurcs,
there are three other possibilities, which if adopted, will
in no way be directed against the Common Market countries but
will be efficient as a defence against discriminations These
are the three plans already put forward by the Arab Economic
Council in 1957,

The first consisted in finding new markets for the
Arab agricultural products. This is possible by signing bi-
lateral or multilateral trade agreements or establishing
marketing offices in Potential importing countries. Another
Possibility would be to arrange barter agreements and long
term contracts to stabilize the price and the volume of the

-----—n----.---——---—--——-—--—————-——--—-———---—----——-—--n-.--
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Arab agricultural exportse This would to a very large extent
avoid the creation of surpluses and the shrinking in income
when world demand and prices fall. The "Attaché Commercial"
of respective countries can help a great deal in the conclu=-
sion of such agreement, and in the absence of proper agencies
they are the proper bodies which should take care of national

interest.

Industrialization is the second important solution in
reducing the effects of exogenous factors which are the inhe-
rent evils of agricultural economiess "Tndustrialization is
not an end in itself, but the principa& means at the disposal
of underdeveloped countries of obtaining a share of the benefits
of technical progress and progressively raising the standard of
living of the workers".l Agriculture, which is the principal
economic activity of Arab countries involves much more risks
than industryes It is much more liable to destruction due to the
natural outside factors, and past experience shows that the fre-
quency of such accidents are not negligible. (For example in
Syria for three consecutive years the harvest has been disappoin-
ting)e Up till now exports have been exclusively agricultural
whereas it is becoming indispensable that they be shifted into
manufacturedyg goods. Arab countries can only find their econo-
mic salvation by concentrating in industrial activities which
will not put the product of their effort at the mercy of some
mysterious factors nor cause large fluctuations in prices from

one season to anothers. Such a shift will in addition have as

- —— ————

le Gunnar Myrdal, An International Econoiy,(New York:
Harper and Brothers Publishers), 1956, p« 226
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result a diversification of the country's exports which mini-

mizes the effects of variations in ohe commodity on the over-

all economic activitys

The third most important solution would be to achieve
the long~heralded Arab Economic Union. The formation of the
European Economic Community has given a new impetus to the
realization of this shfeme but up till now no important conc=
rete steps have been taken. It is presumed that the estab-
lishment of closer cooperation are not very far away and that
the ultimate Arab Economic Union is to be achieve&. O0f the ad-
vantages of such an importent step we shall speak in more de-

tail in the next chapters
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C. FUTURE OF THE ARAB MIDDLE_EAST OIL

Up till now we have avoided in our analysis any refer-
rence to the incidence of the Common Market on the Middle East
oile It was considered that because of its tremendous impor-
tance, it would be appropriate to analyse this product sepe-

rately in a different sectione

It is common knowledge that the Middle East oil is of
a considerable value for both the have and the have-not coun-
tries of the Middle Easte Today, the oil fields of phis area
contain more than two-thirds cf the free world's reserves of
crude oil/ Already they are producing one-quarter of the free
world's supplies-l The o0il industry has brought a new source of
income to the governments and people of the Middle Easts The
royalties have increased from about 100 million dollars in
1948 to more than 1 billion in 1958 which represented about 90

per cent of Arab country's budget.2

It is evident that any decrease in these royalties can
badly hurt the Middle East countries. For example when in 1958
there was a price decrease of 18 cents per barrel, Iraq "lost"
of its o0il revenues 24 million dollars, Saudi-Arabia 35 millions
and Kuwait 46 million dollars,> that is roughly all the Arab
exports together to the Common Market in 1958« It is therefore
obvious that any decrease in the quantity of Arab oil exports

T —— | — —— T —— i —— —— - —— T ——— — _——— ——— -

ls Arabian American 0il Company, Middle East 0il
Development, 4th ed. March 1956, pe.l

2. Edouard Sablier, "Alerte au Pétrole", Monde Hebdo
‘du Jeudi

3. Ibid.
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may result in substantial reduction in the income of oil pro-
ducing and oil transiting countries and thus imperil their

development projectse

Whng are the problems which the establishment of the
Common Market is likely to create to the Arab oil exports? It
seems that there is no immediate effect, but as we shall see,

the future appears to be rather gloomye.

First, there is the Treaty establishing the European
Atomic Energy Community - commonly known as Euratom - which
was negotiated and signed at the same time as that for the
Economic Communitye Its aim is "to stimulate a powerful atomic
industry for the peaceful use of nuclear pover",1 for, a re-=
port presented by the "Three Wise Men" concluded that without
nuclear energy, the cost of the Community's energy imports
would rise from 2 billion Dollars in 1955 to 4 billion dollars

in 1967, and might reach 6 billion dollars by 1975.%

Table 23 gives some figures about the energy require-=
ments of the Community. Of course the forecasts can not be
prophecies determining the energy reguirements which the 8ix
will exactly needs They are just estimates of the level of
energy production and imports which will probably be attained
under normal conditions, that is excluding any random outside
economic or political change.

--ﬂ-—--—-----n---———-—---—-——l—----—-—-——-——---I---------.--.--

leLeonard Tennyson, opscits pe2l
Z.Ibid- Eo 21 ’



Table 23(a) Energy requirements of the Common Market
(1955 to_1975)
(in million tons coal equivalent)

1955 1960 1965 1970 1975
Energy Requirement 400 475 566 648 731
Internal Production 316 344 384 416 449
Net imports(excluding 84 131 182 232 282
nuclear energy)
Net imports(including 84 131 164 164 164

nuclear energy)

Source:"Un Objectif pour Euratom",Rapport Présenté par
Louis Armand, Franz Etzel et Francesco Giordani,
Mai 1957, ppe. 61 and 96

The above table gives the imports net of re-exportss.
To find the total imports we have to inflate these figures by
15 per cent because there is 15 per cent of 0il re-exportses
(In 1959 the total oil imports of the Six amounted to 104,823,000
metric tona,l whereas if the above figures are converted into
their oil equivalence we shall get 91,000,000 metric tons.z)

Therefore the actual forecasted oil imports are likely to bes
(million tons of coal equivalent)

Table 23(b) 1955 1960 1965 1970 1975
Imports excluding 97 150 209 267 324
nuclear energy

Imports including 97 150 191 199 208
nuclear energy

Table 23 (c) (million tons of oil equivalent)

Imports excluding

nuclear energy 68 105 146 187 227
Imports including 68 105 134 139 146

nuclear energy
le "Commerce Pétrolier de 1'Europe: 200 millions
de tonnes", Petroleum Press Serfice, ve27, Noe«4
Avril 1950, pe 141.
2. Conversion factors:Coal=7000 kcal/kg,
Petroleum=10,000 kcal/kg.
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From these tables the following conclusions can be drawn:

Excluding energy produced by nuclear power, the Six
have to import in 1965 about 36 per cent; 1970, 41 per cent; and
in 1975, 44 per cent of their total energy requirements, whereas
these rates become respectively 33, 31 and 28 per cent if the
projected atomic power producticon gives the expected resultses
To the extent that Euratom will make this possible, it will be
reflected in the stability of oil importsy, after 1965, for the
target of Euratom is to hold imports at the same level after
1965-67¢(see chagrty II ). Will the Six sucteed in their scheme?
This is a question which many people have asked and nobody has
given a precise answer. But there is one fact which everybody
admits that is the Euratom's goal is over ambitiouse The
expected reults are unlikely to be obtained within the projected
periods There are some who qualify it even utopians Anyhow,
the more this kind of energy production falls short of expec=
tations the more will be the Six's import of o0il from outside
countries and mainly from the Middle East because about 90 per
cent of their oil imports have their origin in the Middle

Eastern counpries.l

In the long run therefore Euratom may have some effect
on the prospective Arab oil exports which ought to be reflecw
ted in the way of a constancy of exports'! level rather than in
their decrease. But more acute seems to be the impact of the

l. "Making Room for Saharan Crude", Petroleum Press
Service, London,v. 26, No.10, 1959 pe 374
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Saharan oil discovery which is likely to compete directly with

the Middle East oile

Table 24 Arab Crude 0il Productiom (1958-=59)
B (thousand metric tons)
1958 1959
Kuwait 70,217 70,000
Saudi Arabia 50,128 53,600
Iraq 35,670 41,700
Qatar 8,222 8,150
Kuwait Neutral Zone 4,258 6,000
Egypt 3,165 3, 600
Bahrain 2,035 2,250
T173,695 185,300
e S ——

Source: Petroleum Press Serfice, January, 1960, pe S5

The Common Market countries oil imports amounted to
96,331,000 metric tons in 1958 and 104,823,000 metric tons
in 1959« As noted above, 90.per cent of these were imported
from Middle East (including Persia), the share of the Arab
countries in these is estimated to be about 69 million metric
tons in 1958 and 77 million metric tons in 1959 or respective-

ly 40 and 42 per cent of their total productione

The entry of the Saharam o0il in the competf;e cold is
likely to cause some trouble to the Arab exportss The contri-
bution of Sahara will increase from half a million tons in
1959 to 10 million during this year. Reynolds News estimates

the production to 25 million tons next year and to 50 million

T ——— " — " ————" -~ ————— — - - - ——
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in 1965,1 whereas conservative people estimate that the 25
million tons will be reached by the end of 1962 and the target
of 50 million in the seventies-z The Saharan oil is therefore,
surely to affect to some extent the Arab oil exports because
this new production ought to find its way in France if not in
all Europe because of some natural advantagess Of course this
effect is not the direct consequence of the Common Markete 0il
in Sahara has been discovered long before the signature of the
Rome Treaty, but the very existence of this Treaty will accen=

tuate the effect of the Saharan oil on the Arab oile

Already the French government propesed that Saharan oil
should get preferential treatment in the Common Market areas
The prop%ed scheme would give priority to refined products
from Saharan oil in excess of the current consumtion of the Sixe
But for the time being, it was greeted with scant enthusiasm

by France's partners, and strongly opposed by the United Sta-

tes.3 But nobody knows what future developments will bring

and France may, in one way or another, prevail upon its parte
ners to give the preferential treatment she is seeking for to
the Saharan oiles It is thus apparent that Saharan oil will make
its presence felt in European countries to an increasing degree

from now on, and it is the Middle Eastern producers who are in

i e e e e e e e e e D R L —————————

le "La France a Déclenché La Guerre du Pétrole "
L'Orient, January 4, 1960, pe 5e

2. "La France Accéde au Rang des Pays Grands
Producteurs de Pétrole" L'Orient, Decs6, 1959, peSe
3. "Sahara 0il & Common Market" Middle East Business
Digest,ve. IV, No. 46, March 1, 1960, p. 28




- 100 =

any case bound to bear its brunt.1 Of course it is impossible

at this early stage to say how far the o0il from these new

fields will ultimately travel. It is said its quality would
make it more suitable for the needs of United States refiners
and some may even find its way to the American market displa-
cing crude oil from Venezuela or the Middle Easte? But such a
displacement would not be considered an effect of the Rome Trea-

ty and here is not the place to discuss any such consequencess

In addition to the possible preferntial treatment of
the Saharan o0il, the Common M rket may have another effect on
the Arab oil exportss Being an important buyer of the Arab
0il, the Six may establish a buyers! monopoly for oil and thus
can impose their purchase conditions because of their strenge
thened bargaining power.3 These may take the form of lower
prices or securing new concessions at more advantageous terms
or any other kind of benefitss The wunique alternative in front
of such a situation would be for the Arab oil producing coun-
tries to unite or set up one selling agency which would operate
as a monopoly and thus impose its selling conditionse The
effectiveness of such an initiative would be quite perceptible
had the African oil not been discovered, but with the entry
of these new suppliers, the effects are likely to be less ef-
ficaciouse Anyway, the Common Market ¥ill have some effect

on the frab oil producing countries either because of the

le "Seeking Protection for Saharanm 0il",

Petroleum Press Service, ve27, Noe 1, Jan.1960, p.1l0
Z. Making Room for the Saharan Crude, Opecits pPe374
3. Be Dajani, opecite pe 2




- 101 -

establishment of the Euratom, or the discovery of the Sgharan
0il or the increase in the bargaining powere It is impossible
at this stage to assess with precision the gravity of the
menacees But it is certain that the Europeam Economic Communi=
ty will create problems to the oil exports, and the Arab Middle

East has to face it and look for remedies by finding new marketse

With these major considerations, the fact remains that,
in the circumstances of today, so large an dccretion of new
0il in such a short time-the emergence of African oil with
their natural advantages (Sahara and Lybia), the growing exflorts
of USSR to European countries and the high rate of expansion
of already producing countries (in 1959 7.7 per cent in the
Middle East and 7.6 in the world)-is bound to cause numerous
headaches to oil companies and others engaged in the interna-
tional oil trade, specially the Arab Countries. Of course im=
ports of crude oil is likely to increase with the expected
economic progress. "But it seems that the vertical ascension
of the Middle East oil has reached its apogeee. No doubt, the
increased in the world demand will prob¥ably permit for 2-3
years still a 6 per cent increase. But just after the entry
inte the commercial circuit of the North African oil, this in-
crease will at most be limited to one or two per cent per
annum".l It therefore will mean lower income = not necessarily
in the absolute sense - but relatively to what they would

otherwise have been for the important oil producing countriess

D ) ) - —— - —— i —— - ——— -~ . ————— —— ——— o — ——— ——

le Edouard Sablier, oPjcit. p.7
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Yes, all the major oil exporting countries will be affected
in one way or another, but it will decisively affect the

fortunes of the Middle Easte



CHAPTER __VI

LESSONS OF AN EXPERIENCE

A. Concluding Remarks

Throughout all the above discussion, we have only re-
ferred to the adverse effects of the European integratione
To pass over in silence the possible advantages of the scheme
to the outside countries would be unfaire While it is be=
lieved that the discriminating aspects of the new European
market will be harmful to the rest of the world, there are
other aspects which can hardly said to be adverse. It is ade-

quate therefore to mention such possible advantagess

The economic objective of the European Economic Commu=—
nity is to rationalize production through the most efficient
allocation of the different factors of productione As such
it will considerably gontribute to the impréﬁement in the pros-
pects for European growth and development. A recent GAAT re-
port expressed the opinion that "the Six Western European coun-
tries, outside the Common Market, would probably increase their
gross product during the period from 1953/55 to 1973/75, by 90
per cent, but that given the Common Market, the Six could legi-
timately hope for an increase, during this period, of 120 per
cent, perhaps as much as 150 per cent.l If these specific
hopes should be largely fulfilled, and, if the total of wealth
in the enclave is increased due to the accelerated econcomic and,

---—-—--.---.——-.--——------—-I--‘---—----t—--—---—-———-—-—.----—————

le Committee for Economic Development, OpscCits pe84
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social progress, then countries not inside the bloc ought to
benefit,l because "a prosperous economic region in the 20th
century style should necessarily import and export on a large
scale, should vivify and dynamise itself in foreign trade".z
Moreover, Western Europe is a great manufacturing and trading
areas. As such, it is increasingly dependent upon the outside
world for both imports and exports. In 1957, the primary
products represneted 75 per cent (12.6 billion dollars) of
imports from outside countries.3 It is logical to expect
therefore that, the more rapid economic expansion in Europe
is likely to result in a faster increase in imports from the
rest of the world, (according to most estimates Europe's
marginal propensity to import is about 0.3, i.es for each
additonal dollar of income, imports rise by 0430 dollars)e?
Of course it is possible that some countries will absorb grea-
ter shares of these expanded European imports (e«ge the over-
seas territories) but speaking in the absolute sense there is
no reason that the exports of the outside trading countries
ought not to benefit, and that the Arab Middle East also

should not have its share in thesee.

One other favorable effect might result from the
opening up of new markets for some Arab exports. If European

l."Europe Big or Little" The Economist,

ve CLXXXIX, No+6008, Octel8, 19058, p.209.

2. Albertini, "Marché Commun et Unité Euro=

péenne", Economie et Humanisme,No.1l6, Jan~Fevs1959,pe52¢
3. Buchdahl, opscite.pe 22.

4e Wellisz, opecite pe 244.
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economies are operating at full capacity, it is likely that
some of their exports to non-European markets will be diverted
to intra-European destinationsy Certain Arab products partly
excluded from the Common Market may thus be shifted to markets
from which European exports are withdrawn.l 0f course for the
time being such new markets can not be explored, but the pros-

pects can be favorbdle once the Arab Middle East begins to

reap the fruits ot its development projectses

To sum up therefore, this economic evolution in Europe
is likely to bring two sorts of repercussions:

First, on the debit side, the progressive abolition of
customs duties inside the Community and the establishment of
common tariffs against third countries will enable Europeans
to exchange their wares freely among themselves while conti-
nuing to find shelter behind tariff fences.? This will cause
reductions in certain Arab exports owing to the fact that a
free trade in the Continent will be discriminatory for out-

side countries.

Second, on the credit side, every increase in produc-
tion in Europe will generate new purchasing power which will

mean a proportionally greater increase in imports of raw ma-

3
terials and energye Also possible diversion of trade from
le Kreinin, opscite pe 620.
2+ Ken Miller, "New Opportunities for Yankee Traders",
The Reporter, v. 18, March 20, 1958, pe. 15e
3. Tennyson, opecits ps3l.
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extra-to intra-union trade might open new markets for third

countries including the Arab Middle Easte

Whether on balance this or that will predominate can
not be predicted at this stage. It will to a large extent
depend both on the way the Six conduct their affairs and on
the way the rest of Europe reacts to the unione. But, for any
outside country which has not reached a special agreement with
the Six, under the most favorable conditions, the debit should
exceed the credit sidee« This explains the fact that up till
now ho economist from countries outside the union has praised
the favorable effects to the rest of the worlde No outside
governments welcomed it except that of the United States'!

which tacitly approved it for political reasons.

While, because the Community is in its embryonic stage,
no country has yet resorted to protective measures to mitigate
the possible adverse effects, another threat is likely to emerge
in the amalgamation of the "Innerf Six" with the "Outer Seven".
The Quter Seven or European Free Trade Association, sponsored
by Great Britain, comprises European countries left outside
the Common Market. - They are Great Britian, Austria, Norway,
Denmark, Sweden, Switzerland and Portugale Their basic objec=
tive was to get rid of discrimination by forming an eccnomic
union which would create the incentive and the willingness on
both sides to cﬁne to terms. All the seven countries do more

trade with the Six than with each other: Austria sends half
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its exports to the Six, Switzerland 40 per cent, Denmark 30
per cent.1 They were all (and still are) deeply interested in
reaching agreement with the Six and thought that by uniting
they would be capable of extracting the maximum of concessions

from the Six and eventually integrate and form one economic bloce

If such a union were to be realized, it would be fur-
ther detrimental to the outside countriess Already the Seven
absorb as much as the $ix of the Arab exports (15 per cent,
table 10)e Although, it is expected that the shock will be
less severe because this union will not establish a common
outside tariff wall, yet it is certain that the cumulative im-
pact of the new merger would be more depressing than if the two
blocs were isolated because a greater number of imported goods
from the outside world will be discriminated againstes Thirty
one per cent of the Arab exports would have to face the possible
evils of this new wenture and it is then that the real economic

problems would result.

I would exceed the Rimits of my subject if I were to
discuss at lenght the impact of this new integration on the
Arab Middle Easte But it is good to point out that as long as
the fundamental division remains between the Six and the Seven
and there still exist basic differences in concepts much

hopes cannot be placed on the talks which are going on now.z

—— o —— - - —— i ——————— —— o —— - — - -

l. "Seven and Six", The Economist, v. CXCI

No«.5042, June 20, p.10832.

2. "Dr. Erhard's Rearguard Action”™, The Economist,
ve CXCV, Noe5085, April 9, 1960, p. 135
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But this in no way will nullify the adverse effects which the
union of the Seven will have on the Arab countries and anyway

the Arab economy has to face its dangerse

We cannot assume that the Arab countries will passively
accept these tariff discriminations. Here comes a double peril
which threatens the very stability of the Arab economy. These
are threats wich cannot be neglecteds The adoption of immediate
defensive measures is indispensable. Preventive actions, to
be efficient, imply a concerted conduct from the Arab countries
as a whole. Therefore the realization of the Arab Common Mar=-
ket is a sine qua non for the success of the adoepted measurese
It is of the advantages of this scheme which we shall now speak

briefly.

Be The Arab Common Market

The idea of an Arab Economic Union has deep roots back
in historye The most recent and the most important step in
this direction has been taken on the 7th of September 1953 when
the first Inter-Arab agreement on trade, transit and ﬁayments
was signed. Since then every year A new agreements have been
concluded and almost everytime a greater emphasis has been put

on the Arab Economic Unionel

With the emergence of these new regional economic blocs
and the dangers which they are likely to bring about, it seems

that the accomplishment of the Arab Common Market should no

[ ——————————————— e e e e ettt B LR R L

le A.R. Sahmarani, "Le Moyen-Orient et l'Economie
Arabe", L'Economie Libanaise et Arabe",No«56, Juin 1957
Pe Be .
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more be delayeds As a statement by the Research and Policy
Committee of the C.E.De. asserts, the chief lesson of the Eu-
ropean Common Market may be that "it shows us once more, and
dramatically, that the world is in motion, on the economic
front as on others.:” 4 The Arab Middle East is also in motion
on the "economic front as on others", but the failure of achie-
ving the economic union has slowed down the rate of motion

and incurred sizable "unrealized lossess"

It is true that the difficulties of amalgamating dis=-
parate economies are real but it is also evident that the rea-
lisation of such a project should in principle encounter far
less difficulties and obstacles than the Common Marketeers
are now facinge The Arab countries belong to the same Arab-
Islamic civilisation, have been subject to the same system of
political and economic administration and possess "in addition
to the common geographic features a common language and heri-
tage, and a tourmenting feeling of unity.l Many of these na-
tural advantages did not exist in the Common Market and even
played against European Integration. Yet, the Six aware of
the difficulties did not withdraw from their ambitious schemes,
And now developments show that they were not wrong in taking
this major step in the European historye

For one reason or another the Arab countries lagged

2. Committe for Economic Development, opecit. pe 17
le« Burhan Dajani, "A Rounded Picture of Middle East
Economy", L'Economie Libanaise et Arabe,No. 32,

FQVO 1955, Pe Te
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behind in the achievement of economic union, though it was na-
tural that they be the initiators rather than the imitatorse
The political divergences may considered to be the main cause

in this delay but, due to the very similarity (or non-comple-

mentarity) of the uniting economies, some people have questioned

the very benefits of such & union. It is with the refutation

of this fallacious argument which we shall wind up our studys

It is well known that the Arab Miidle East presents
many of the features of the underdeveloped countries.l It
is also an established fact that such countries experience
much greater fluctuations in their export earnings than the
more developed countries. These fluctuations often give rise
to the curtailment of imports and thus disrupt important de-
velopment projectss The problem is therefore to lessen the
effects of such perturbations which deprive the countries of
their badly needed foreign exchange. Won't an economic union
including such countries contribute to minimize such fluc=
tuationse I think it will, because in the case of agricultu-
ral and relatively small economies there are, in addition to
the classical arguments, three other important reasons for

free trade.

First, statistical studies have shown that the devia-
tion of the agricultural production from the average return
per acre is smaller for a country as a whole than a region in
this country; smaller for a continent than a country in this

continent and finally, smaller for the world as a whole than

——————————————— —————— T ———————————— - ———————————— ——— -



for a continent.1 Therefore, as an agricultural market gets
larger, the geographic compensation turns to be in favor of
the regularity of the harvest. This does not mean that an
economic union will solve the agricultural problems of the
Arab countries, but it will contribute to some extent to
reduce the effects of fluctuationse

Second, economic union among small countries will
strengthen their bargaining power both as a seller and as a
buyers. "This consideration has been an important element in
fostering aspirations on the part of small countries for cus-
toms union,"z because the larger the bargaining unit the more
effective its bargaining can be. This advantage is therefofe
an important factor in support of the Arab Economic Unione
After all in this world of giants, what can the tiny Arab coun-
tries do isolated? An integration at least will make of them
a stronger bargaining unite.

Third, the present inter-Arab trade relations is a
warrant as to the success of such an undertaking. Table 10
shows that one fifth of all Arab exports (with a value of 152
million dole.) is exchanged among themselvese For many countries
the inter-Arab trade is the largest group in their aggregate
trade. Jordan, Lebanon, Syria, and Iraq sent in 1958, respec-
tively, 68%, 43%, 354, 30% of their total exports to the other
Arab conntrieé. For Sudan and Egypt the shares are more modest
----‘-_-I:-;:-;;;;;;:-:E;;;;:;;-::-E;poirs des Agr;c;I::;;;

Frangais", Economie et Humanisgme, Nos 116, Jan-Feve

1959, pe 44
ZQ-Viner,.gE.cit. Pe 506
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(21 and 9 per cent), but in absolute terms they are not

negligible.

Such a pattern of foreign trade shows that the Arab
economies are to some extent interdependent and that an abo=-
lition of trade barriers would largely contribute to further
stimulate the inter-Arab trade. To plunge to the discussion
of the benefits which such a union may bring, would be out
of the context of the present studye Nevertheless, a brief

note on the possible gains appears to be relevante

The weight of the economic argument and common sense,
support that if trade barriers are removed, the result will
be more trade and more effective competition, and with them
the incentive for harder work and more efficient production
methods and a greater likelihood that new investment will be
encouraged and will be made in those places and in those in-
dustries where economies of location and scale can best be
exploited.1 There is no difference, in principle, between the
reasons for, and benefits of, specialization and exchange wi-
thin a national economy and among national economies.2 The
existence of artificial boundaries decreased specialization
by putting obstalBles to resource mobility, which in turn,
slowed down the spread of innovations, and limited competitione

Tariffs, and quotas protected the inefficient producers and

—— - —— e —— - —— e — - —— ——— T — . - — . - . —

le Miriam Camps, The European Common Market a
American Policy, icenter of International Studies,
Princeton University, 1956), pe 21.

2. Delbert A. Snider, Introduction to International

Economics, (Homewood, Illinois: Richard Irwin 1954} p. 13.




prevented the rationalization of productione The elimination
of the tariff barriers and quotas will increase efficiency by
putting pressure on the uneconomic unitse A new incentive

will be created to get rid of the existing economic and tech-
nical backwardness. It is true that underdeveloped economies
require protection, assitance, and credits rather than foreign
competitions But the benefits of a moderate competition, which
would push specialization to the point where the marginal cost
of qach good becomes the same in every country, cannot be ig-
norede In the modern world, "prosperity like peace is in-

divisible".

Through all my readings I did not encounter an econo=

mist - a European minded economist - condemning the Six's
union. No doubt, there were mercyless critics but none of them
condemned the very essence of the scheme. Some economists
attacked the inward looking attitude of the Treaty, others the
obstinance of the French in rejecting the free trade area
proposals, but the concept of the union was rarely = if ever=
attackeds The words of the French writer, Frangois Fontaine
will cut short any further commentaries: "Suggest, he says,
a more efficient means of freeing the European of his decre=
pitude, of his fears, of his complexes, propose a revolution
which MODIFIES MORE STRUCTURES WHILE DESTROYING LESS, show he
that progress goes by another way, and I give up Europe for

T - — - - — " - - - - ) - ——

le Scitovsky, opecits: p. 52
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this other search"e

After one and a half year of experience, the Community
has worked smoothly and there are persistent rumors that the
transitional period may be accelerated (the proposals got the
quasi unanimity of the Assembly).l Meanwhile, the Arab govern-
ments are having occasional meetings to put the foundations
of the Arab Common Market. During the recent meeting in Cairo
the Economic Council adopted a resolution that the Arab Eco=-
nomic Union be realised within 10 years and decided that re-
solutions about the measures to be taken be left to subsequent
meetingse Since 5 years such decisions are being adopted wi-
thout any further effect. It is high time that Arab coéuntries
resort to concrete measures to achieve their ultimate unione
Declarations or resolutions on paper are not of great impore
tance, unless they are executeds In this age of Yluniks’}

ACTION is the only key of progress and successe

le "D'Accord pour 1'Acceleration",
Communauté Européenne, Bulletin Mensuel,

Paris, No. 4, Avril, 1960, p. 3.
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