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Introduction 
 

From the Atlantic to the Gulf, people – women, men and children - are the real wealth 
and hope of the Arab World. They are the real renewable resources and the basis and aim 
of Arab development. The Arab people, simply for being human, have a fundamental 
right to a decent life that meets their basic needs. This development has increasingly 
being identified with freedom as the process of expanding people’s choices and their 
ability to realize their potential unencumbered by hunger, disease, oppression or 
occupation.  
 
Israel’s illegal occupation of Arab land is irreconcilable with their development. It 
presents a pervasive obstacle to human development, human security and progress 
geographically since it affects the entire region, temporally as it extends over decades and 
developmentally as it distorts, disfigures and reverses development processes. Its costs go 
beyond loss of life, livelihood and assets. Nothing stifles the noble quest for development 
more than subjecting people to foreign occupation. Foreign occupations of Arab land and 
foreign dictates on the Arab people cast a pall across the political and economic life of 
the entire region. Occupation narrows the national policy space, distorts national 
priorities, drains scarce resources, diverts investments into unproductive uses, fosters 
uncertainties, smokes opportunities and derails political development. Arab development 
has been disfigured by occupation. If this disfiguration by occupation is not sufficient to 
derail Arab development consider the negative effects of violence, upheavals, unrest, 
sanctions, and embargoes. It is small wonder that Arab development has been constrained 
as markets shrink, productivity decline, assets wither away, brains are drained and 
opportunities disappear, frustrations mount and inaction prevails. These two factors alone 
could explain by themselves why Arab development has been elusive. There are to be 
sure more complicating factors that need to be addressed to liberate Arab development 
from the stranglehold of these factors.      
  
Over the 70s and 80s and more recently the Arab economy's "success" was based on 
deriving a huge rent on oil exports, which masked many structural problems and allowed 
the Arabs to coast into the new millennium without having to restructure their economies 
and to improve their productivity. The harsh economic realities of the new millennium, 
however, will leave no options for the Arabs but to confront the challenges of the 
globalized economy or face the prospects of being left behind. Ultimately Arab success 
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will depend on the extent to which they can unravel the occupation of their land, liberate 
themselves from decadent and corrupt regimes, unshackle their dependency on foreign 
designs and dictates, and engender meaningful collective action to face these challenges. 
It will depend critically on how their governments, businesses, investors, workers, and 
communities respond to the challenges before them. The old Arab development model 
has failed and a new model is urgently needed. 
 
The world economic and technological environments are changing rapidly leaving little 
or no time for delay and laggard behaviour. Boundaries and imagination of space have 
become autonomous from location and time. The new Information and Communication 
Technologies (ICT) are reshaping the ways in which people live, work and interact with 
each other. Governments are in “retreat”, and more political and economic space is left to 
the market and the private sector. Global competition is intensifying and competitors are 
only a fraction of a second away from each other instead of being thousands of miles 
apart.  
 
Technological and political factors are equal ingredients that have combined to transform 
the classical international economy.  The new economy in its most fundamental 
arrangement is now global, just as the classical economy was in its essential aspect 
national. 

 
Successive rounds of trade liberalization under the General Agreement on Tariffs and 
Trade (GATT) and the World Trade Organization (WTO) and cross-border investment 
and financial deregulation have led to major changes in world trade, finance, investment 
and the rise of transnational corporations. The world financial markets are an integrated 
network that works on a 24 hours basis. When Japan’s Nickki is about to close its 
operations, London’s FTSE will be opening and by the time it is about to close, NYSE 
will open. Today a widow in Brazil can invest in New York and trillions of dollars cross 
national boundaries on daily basis. 

 
Ironically the most advanced countries have consolidated their markets and moved to 
integrate deeper and further their economies when the Arabs and other third world 
economies remain disjointed and economic integration among them is limited, superficial 
and unraveling. Regional trading blocs dominated by the US, Japan and the European 
Union are expanding and consolidating their markets and their competitive advantages. 
Newly industrialized countries, such as South Korea, Taiwan, Singapore and many others 
are rising again. China has practically become the factory of the world increasing 
competitive pressures in many industries and activities and threatening local and 
traditional comparative advantage in many areas.  

 
A new competitive dynamic has emerged in which countries are expected to open up 
their markets and to restructure their economies with greater emphasis on exports and 
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become more welcoming and hospitable to foreign direct investments. This is precisely 
what the advanced countries of the past did not do when they embarked on their 
industrialization. This has led many economic historians to charge the first world 
countries with “kicking the ladder” so no new industrial countries can emerge.1 The Arab 
economies will have to confront these challenges head on precisely when many basic 
structural weaknesses in the Arab economy hamper its ability to adjust to global change. 
By and large, the Arab economies are still at “a very low entry point into the Information 
Age” and not significantly better in terms of mature and balanced industrialization. 
  

 
Arab Economic Vision for Change  

 
Meeting future challenges requires a vision and a successful development model that 
guides and controls the development process. The issues are not about picking winners as 
much as picking a winning strategy and the correct guiding vision. This was the message 
that Dr. Sayegh put forward in 1992 in his book on why has Arab Development been so 
Elusive. He recognized early on that there is a critical and definite need for the 
development of a broad-based agreement among the Arabs on what it takes and what 
works to succeed in the global economy. They need to be encouraged, guided and 
provoked into a common sense of purpose and a shared vision that will help them raise 
productivity of their economic activities, improve their competitiveness in the world, 
build efficient, diversified and sustainable structures, effective institutions, raise the 
overall standard of living of the common people and protect their values and specificity. 
Individual state action is necessary but not sufficient; it will always be small and 
insignificant in today's global world markets with colossal trading blocs, giant 
transnationals, and glaring ideological hype. The regional perspective and regional 
institutions are indispensable to this effort. This also requires abandoning the old and 
distorting prescriptions of neoliberal economics and the old Arab development model 
based on faulty sociological premises that fostered dependency and failed to put the 
Arabs on a sustained growth trajectory. 

 
The Arabs need a collective, co-operative and innovative economic and social policy as 
part of a broader new development model seeking economic and social renewal agenda 
for the New Millennium. This effort is not about setting out elaborate blueprints for the 
economy. Nor is it about establishing an array of expensive government programs. 
Rather, it is about providing a framework, an understanding and a development strategy 
that enables all segments of society to work realistically together as partners. Grand 
schemes and large and uncoordinated government programs did not bear the fruits they 
were supposed to in the Arab region in the past. Conspicuous white elephants have 

                                                 
1 Ha-Joon Chang . (December 2003). Kicking Away the Ladder: The “Real” History of Free Trade. Foreign 
Policy in Focus. Special Report. www.fpif.org. 
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drained Arab surpluses and engendered waste and ineffectiveness. Import substitution 
strategies in the absence of radical income and wealth distribution programs failed to 
create viable domestic economic capacities, the social contract that saw the government 
exchanging benefits for political acquiescence engendered dependency and a divorce of 
income from effort. Crony capitalism where business success is determined by the 
proximity of the business to rulers fostered a lethargic and parasitical private sector. Arab 
sustainable development is too complex a process; no single sector or scheme or group 
can carry it through. 
 

The Arab economy must overcome some severe structural problems and build sustainable 
sources of income. Awareness of member States needs to be raised about the dangers of 
the heavy dependence on nonrenewable resources, inattention to the scarcity of water, 
heavy and mindless dependence on foreign imports of consumables, foreign technologies, 
expatriate labour, limited industrial capacities, indigenous capabilities, laggard entry into 
the new knowledge economy and the development of highly competitive new 
competencies and activities. 
 
A short list of critical actions to be taken includes:  
 

   Unraveling the occupation of Arab land and Arab people from external and 
internal oppression is the first and foremost necessary step. All else will follow. 
Development and occupation and oppression are irreconcilable; one cannot 
coexist with the other. 

 
   Sustainable development should be anchored on human development, a regulated 

and determined entry into the new knowledge economy, improving the 
transformative and developmental capacities of the state and on co-operative Arab 
joint strategies.  

 
   A comprehensive indigenous and self-reliant development strategy should be 

drawn with the full participation of all segments of society. 
 

   New competitive advantages must be created. These will require concerted efforts 
of the State; they will not emerge autonomously and market forces are too myopic 
to allow these structures to emerge.  Focus must be given to illuminate these new 
competitive advantages that should be sought relentlessly. The broad outlines of 
feasible future scenarios have to be drawn and implemented. 

 
   Critical masses in strategic domains must be established. This presupposes the 

existence of regional and collective identification of these coordinated strategic 
domains.   
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   Proper institutions should be established and the institutionalization of the 

development process is a must. 
 

 

The Logic of the New Arab Development Model 
 
Developing the Arab economy is no longer a matter of choice. The options have 
narrowed considerably. The choice is stark: The Arabs can mount their own development 
process or it will be imposed on them by other parties or under duress. If development is 
to be self-propelled and indigenously initiated then it pays to be proactive and pre-
emptive. In this way the choices and specificities can be protected and built upon. 
 
Without being trite it seems that a correct diagnosis of the problems facing the Arabs is 
70% of the solution. It is equally relevant to recognize and come to terms with the nature 
of the process and its outcome. First and foremost it is necessary to distinguish between a 
strategy that deals with the economy as a set of mechanisms or as an organism that needs 
to be replaced by a new one. If the old economy is seen as an organism then it is crucial 
to realize that it will develop antibodies fight and thwart any feeble attempt to introduce 
piecemeal reform. Those that benefit from the status quo will fight any change. But 
changing organisms may be drastic as the new organism may not survive in the new 
circumstances and destroying old organisms may leave the economy without any life. 
China’s development process is typically described as evolutionary where networks and 
mechanisms were changed slowly, cumulatively and carefully. On the other hand, the 
Soviet System was reformed using shock therapy that brought massive and simultaneous 
changes without developing proper institutions and caretakers. With hindsight the 
Russian reform proved too drastic and quick and developed multitudes of problems. In 
many respects the pace of reform and its depth were too deep; they backfired and a new 
immature system replaced the old mature system. There was not enough time to develop 
the proper heirs of the ancien regime. The new Apparatchiks were insufficiently prepared 
or properly selected to lead and Shepard the reform agenda.  
 
The Arab development agenda should assess carefully and thoroughly the development 
experiences in South-East Asia, Eastern Europe, and Latin America. They need to learn 
from the mistakes of others. It is rarely the case that economists have the chance to 
develop their theories in a laboratory setting. The historical experiment that guided the 
emergence of the developmental states in Southeast Asia is an incredibly valuable 
phenomenon to appraise and learn from and distill best practices. 
 
Invariably the Arabs are facing strong pressures for a new development model and there 
is no dearth of blue prints and formulas. Unfortunately most of the tendered formulas are 
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couched in oppositional dichotomies and irrelevant binary choices (market vs. 
government, free trade vs. protectionism, etc.). The West is asking the Arabs to use 
models, policies and visions that they themselves did not use when they were at similar 
junctures in their economic histories. There are also pernicious suggestions that the only 
way the Arab can develop would be to discard their culture and adopt western values and 
practices. This flies in the face of history. The Arabs in the 12th and 13th centuries have 
proven that their culture and religion were quite consistent with scientific discovery and 
economic success. Reform is more about falling back on our roots and building on the 
great Arab traditions and values that sparked the golden age of Baghdad that had in its 
libraries more books than in the entire rest of the world. It seems that part of our present 
failures in the Arab world was abandoning our cultural trends and moving off course, 
losing in the process our historical bearings.          
 

  Structural Challenges 

 
The recent historical record of Arab economic development is rife with problems and 
dysfunctions. Real GDP per capita grew at 1.7 percent per annum; it took the region from 
1973 to 2010 to double its GDP per capita. At US$3,022 (constant US$2000) in 2010, 
GDP per capita has not been converging to the levels of high income countries. On the 
contrary, the region’s real GDP per capita, relative to that of OECD, has declined from 15 
percent in 1980 to 9 percent in 2002 (Figure 1). In contrast, East Asian countries, which 
had similar real GDP per capita to that of the Arab countries in the mid-1970s, made 
substantial progress. In 2010, average real per capita income in East Asia was 18.5 
percent of the OECD, up from 15 percent in 1980. South Korea did even better, reaching 
58 percent of the OECD per capita level in 2010, up from 13 percent in 1960. Even 
worse, the Arab countries fell behind Latin America and were only ahead of Sub-Saharan 
Africa through the 1980’s to the present.2 
 
Arab oil-rich economies which in 1975 had per capita incomes (GCC) that were almost 
the same as that of OECD (Figure 2) has dropped by 2010 to slightly less than one third 
of the OECD per capita income. 
 

Figure 1 
Convergence of GDP Per Capita in Developing Regions  

Relative to OECD, 1974-2010 (Constant US$2000) 
 

                                                 
2 Ahmed Galal and Hoda Selim. (2012). The Elusive Quest for Arab Economic Development. Economic 
Research Forum. Working Paper Series. No. 722. 
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        Source: World Bank. World Development Indicators data. 
 

Figure 2 
Convergence of Per Capita Income in Oil and Non-Oil Rich Arab Countries 

Relative to OECD, 1971-2010 (Percent, Constant US$2000) 
 

 
 Source: World Bank. World Development Indicators data. 
 
Many of the explanations of this laggard Arab economic record that have been offered 
were generally truncated, or focused on a single factor and very often intended to malign 
the Arabs. Bernard Lewis (2002) argued that the lack of separation of Mosque and State 
in Islamic countries is what caused things to go in the wrong direction.3 On the other 
hand, Michael Ross (2001) and Jeffrey Sachs (2001) argued that the abundance of oil 
lead to the emergence of rentier states, made more resources available for repression and 

                                                 
3 B. Lewis. (2002). What Went Wrong? Western Impact and Middle Eastern Response. New York: 
Oxford University Press. 
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aborted the modernization effect of rising income, education and urbanization.45 The 
UNDP, Human Development Report singled out three deficits (deficit of freedom, deficit 
of knowledge and deficit in the empowerment of women.6 The real challenges and 
difficulties are more complex than that. One can easily think of many deficits ignored by 
the UNDP Report such as the deficit in influence, recognition, opportunities, integration, 
independence, and collective action. Equally, one can tally a long list of surplus 
debilitating factors such as the surplus of frustrations, of divisive factors, tribalism, 
sectarianism, foreign interference, etc. Below we will present a more nuanced list of 
possible explanations for Arab economic failures bolstered by statistical evidence and 
that go beyond descriptive and prescriptive analyses. 
 
Many underlying structural weaknesses in the Arab economy and society hamper their 
ability to make the necessary transition to the new and productive economy. We argue 
that this transition is contingent upon the optimal use of Arab intellectual capital, 
unshackling themselves from occupation and oppression, building competitive 
advantages, and the proper establishment of the knowledge economy. Only a brief 
account of the most salient problems is presented below:  
 

 A heavy direct and/or indirect dependence on the rent from natural resources (oil) 
is still a dominant characteristic of the Arab economy. This dependence has 
propagated an "Arab Disease", manifested by over- priced domestic currencies 
that served to deter the development of manufacturing exports, as well as by 
inflated costs of production that partially undermined local industry and 
agriculture. Domestic markets are typically flooded with cheap imports that have 
ultimately compromised the current accounts of even the richest Arab states and 
have earned them the dubious distinction of sustaining the highest per capita 
imports in the world. Although it is true that the direct dependence of GCC 
countries on oil has declined, their direct and indirect dependence on oil is still 
very high and perhaps twice as large as the direct dependence. Oil rents in 2014 in 
Kuwait were 53% of GDP, in Saudi Arabia this ratio was 38.7% and in Iraq it was 
41.4% (http://data.worldbank.org/indicator/NY.GDP.PETR.RT.ZS). 
 

 Unsustainable high consumption patterns that are divorced from high production 
are characteristic of most Arab economies including some of the non-oil 
economies. Investment/GDP ratios are relatively high in the Arab World but a 
good part of these investments are made in large real estate or infrastructural 
projects that have often been not as productive as was contemplated and have 

                                                 
4 M. Ross. (2001). Does Oil Hinder Democracy? World Politics 53(3): 325–61. 
5 J. Sachs. (2001). Natural Resources and Economic Development: The Curse of Natural 
Resources. European Economic Review 45 (4-6): 827–38. 
6 UN. UNDP. The Arab Human Development Report 2002. 
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tended at times to be duplicative, which ultimately left the domestic economies 
with large maintenance costs. Yanbu, Jubail and few industrial cities around are 
counter examples but few if any of these have proven their economic worth 
independent of large subsidies and government support. 

 
 The transformative powers of the state are hampered by bloated government 

bureaucracies with overlapping rings of rent seekers and where merit and work 
discipline are insufficient. The private sectors in these countries are often 
appendages of the state. Their economic viability is determined more by their 
proximity to the rulers than by normal business practices.  Businesses survive 
either when they are too close to the state or too far in the informal sector. In 
Egypt crony businesses derive 62.5% of all revenues, 90% of Profit but contribute 
less than 11% of employment.7 

 
 Incomes of people are quite often divorced from production or effort and are 

highly related to the state of the oil market and oil rents.  
 

 Domestic economies are exposed to the wide fluctuations of the world market for 
oil, over which the Arabs have limited control. Oil and natural gas exports 
account still for over 63% of total Arab exports but are over 90% in most of the 
GCC countries (see Figure ?).8 

 
 There are also a number of telling indicators of the weakness of the Arab 

scientific and innovative structures and performance. These include the fact that 
less than 35,000 researchers working full time on research, half of them are in 
Egypt. There are 3.3 researchers holding masters and doctoral degrees for every 
10,000 persons in the Arab labor force.9 This is less than 10% of the 
corresponding developed countries’ shares. There are also 50 technicians for 
every one million persons in the Arab World. The comparable figure in 
industrialized countries is over 1000.i Very few engineers and scientists work on 
research and development in the Arab world.  

 
 The Arabs have shown a perverse tendency to pursue "turn key" technological 

projects with limited or no potential for the transfer of technical knowledge to the 
local labor market. There is also an observed slow tendency to adopt new 
technologies. 

 

                                                 
7 I. Diwan, P. Keefer and M. Schiffbauer. (2013). The Effect of Crony Capitalism on Private Sector Growth 
in Egypt. Working Paper, Harvard Kennedy School. 
8 http://wdi.worldbank.org/table/4.4 
9 Cornell, INSEAD & WIPO 2014. 
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Figure 1 

 
 

 
Source: World Bank data and statistics KAM. World Bank 2012. 

http://www.undp.org/content/dam/rbas/report/UNDP-GENERAL-REPORT-ENG.pdf 
 

The Knowledge Index or KI is an economic indicator prepared by the World Bank Institute to measure a 
country s ability to generate, adopt and diffuse knowledge. Methodologically, the KI is the simple average 
of the normalized performance scores of a country or region on the key variables in three Knowledge 
Economy pillars - education and human resources, the innovation system and information and 
communication technology (ICT) 
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Source: World Bank data and statistics KAM. World Bank 2012. 

 
The Knowledge Economy Index (KEI) takes into account whether the environment is conducive for 

knowledge to be used effectively for economic development. It is an aggregate index that represents the 
overall level of development of a country or region towards the Knowledge Economy. The KEI is 
calculated based on the average of the normalized performance scores of a country or region on all 4 
pillars related to the knowledge economy - economic incentive and institutional regime, education and 
human resources, the innovation system and ICT. 
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Source: World Bank data and statistics KAM. World Bank 2012. 
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Source: World Bank data and statistics KAM. World Bank, 2012  
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The Global Innovation Index ranks the innovation performance of 128 countries and economies 
around the world, based on 82 indicators (e.g. Institutions, human capital and research, 
infrastructure, market sophistication, business sophistication, knowledge and technology outputs and 
creative outputs). The overall GII score is the simple average of the Input and Output Sub-Indices. 
 
Korea = 57.1 
Israel = 52.3 
Cyprus = 46.3 
Malaysia = 43.4 
 

 The Arab countries lack a well-established nexus or clusters of firms. It is 
becoming widely recognized that over the long run, sustainable competitive 
advantages develop in clusters of linked industries and compact production 
spaces. The Arab industrial structures are typically fragmented and weakly 
articulated. There has been some successful attempts in large industrial cities 
(e.g., Yanbu and Jubiel in Saudi Arabia), but again much more is needed than 
building on technical affinities in resource dependent industries.  

 
 A shortage of medium-sized and large firms with a home base in the Arab world. 

The branch plant organization of multinationals have often resulted in poor local 
skill development and fewer spin-off industries developed in the Arab region than 
in other regions of the world. Small firms are not capable of massive efforts in 
research and development and are too fragile to compete on the increasingly 
globalized world markets. The spectrum of firms in the Arab World is 
characterized by a deformed distribution that reflects the missing middle 
syndrome. 
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 Under investment in training and slow adoption of flexible workplace 

organizations compared to other more advanced developing countries. There is 
also glaring deficiencies in the provision of adequate financing for technology and 
export oriented companies. Labor markets are characterized by high 
unemployment rates. The Arab region suffers from an unemployment rate of 
about 10% for males, about 20% for females, while youth male unemployment in 
the region is the highest in the world at 25% and that of female youth is over 
43%.10 
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10 http://wdi.worldbank.org/table/2.5 
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 Widespread income and wealth inequality within and between Arab states which 
manifests itself in limited domestic purchasing power. This, in turn, reduces the 
capacity of the local market to sustain local production and also undermines 
health and education opportunities for the masses, which in turn hampers labor 
productivity growth. The Gini Coefficient that exists for only a small set of 
countries is high but not exceptionally high, but the ratio of the richest 10% to the 
lowest 10% is quite high. 

 
Gini Index and Income Distribution Indices

Ratio of
Reference Year Index Lowest 10%Lowest 20%Second 20%Third 20%Fourth 20%Highest 20%Highest 10% Highest 10%

to lowest 10%

Iran, Islamic Rep. 2013 37.4 2.9 6.8 11.1 15.6 22 44.6 29.1 10.03
Israel 2010 42.8 1.7 4.6 9.6 15.5 22.9 47.4 31.3 18.41
Morocco 2006 40.7 2.6 6.5 10.5 14.5 20.5 48 33.1 12.73
Sudan 2009 35.4 2.6 6.8 11.7 16.3 22.9 42.4 26.7 10.27
Tunisia 2010 35.8 2.6 6.7 11.6 16.1 22.6 42.9 27 10.38
West Bank and Gaz 2009 34.5 3.2 7.7 11.9 15.9 21.9 42.6 27.4 8.56

Source: http://wdi.worldbank.org/table/2.9

Percentage Share of Income or ConsumptionGini index (World Bank Estimate)
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 High levels of illiteracy particularly among females as well as low levels of 
education among the labor force. Adult illiteracy rates in the Arab world are 
relatively high, still above 25%, but this is far lower than what it used to be a few 
decades ago. When female illiteracy rates are singled out the Arab world shows 
the worst record. Lebanon, Jordan and Syria show relatively lower rates of 
illiteracy than the rest of the Arab countries, rates that are comparable to some of 
the NICs rates. 

 
 Participation rates in education, at every education level, have risen dramatically 

in the Arab world between 1965 and 2015. There is still room for improvement 
particularly when Arab indices are seen against those in the Pacific Rim or 
Europe and even the world at large. Mean years of schooling in the Arab world 
are still relatively lower than those in East Asia and the Pacific, Latin America 
and the Caribbean. Very few students enroll in scientific and mathematical areas. 

 
 The education attainments of Arab labor do not prepare it for international 

competition. In 1992 the average year of schooling of Arab labor was equal to 3.6 
years, the 2010 figure is 4.5 to 5.5 years. In comparison, in China it was 5.2 years 
in 1992 and in 2010 it exceeded 6.1 years.  The poor performance of Arab 
countries is particularly evident when one considers that mean schooling in East 
Asia and OECD in 1992 exceeded the 2010 figures in the Arab World. 
 

 
 
 
 
 
 
Figure 2 
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 The lopsided industrial structures of many of the economies of the Arab world 
compromise the ability of these economies to sustain stable investment 
environments or provide local opportunities to local labor. The Arab economy is 
still primarily an “old” economy. The Arabs have not ventured enough, in a 
serious manner, into the new economy. Primary manufacturing production still 
dominates the Arab structure of production. The Third Industrial Revolution is 
rooted in solid state electronics and information computer technology (ICT). The 
Arab countries have not been able, as of yet, to develop even a rudimentary base 
in these industries. Conversely, newly industrialized countries in Southeast Asia 
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have successfully developed an export oriented electronics industry. Employment 
in agriculture in the 30-70% range and is still the mainstay in the most populated 
Arab countries. One also sees a high level of employment in services, which 
reflects basically inefficient bureaucracies. For example, employment in services 
in the Gulf Co-operation Council countries represents 65% of total employment 
and 76% of the employment in Jordan. 

 
 

Figure 3 
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 Manufacturing activity is still relatively modest in most of the Arab states. The 
region seems to depend rather strongly on primary production or downstream oil 
processing. With the exception of few oil producing countries, Arab 
manufacturing activity has remained limited or stagnant Per capita manufacturing 
value added (MVA) in US$ in the year 2012 shows Egypt with $458, Jordan 
$812, Saudi Arabia with $2,530, and Tunisia with $629. On the other hand, 
Malaysia shows a total MVA per capita of $2,529 and Chile $1,577 in the same 
year. ii 
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 Primary products accounted for over 98% of the Arab exports in 1965. This share 
declined to 87% in 1990 and to 75% by 2000. This is still an excessive share and 
symptomatic of the heavy reliance on the export of natural resources and the 
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limited shares of manufactured exports. Arab high technology exports as a percent 
of manufactured exports was less than 3% in 2014.11  
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11 http://data.worldbank.org/indicator/TX.VAL.TECH.MF.ZS 
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 Classifying industries by their technological sophistication and using UNIDO’s 
designations of Medium and High Tech (MHT), and Low Tech (LT) and 
Resource Based (RB), we find that in the year 2000 that most Arab countries still 
show a heavy specialization in RB categories. It is also evident that a few Arab 
countries particularly Egypt and Jordan have developed a good standing in the 
Medium technology industries. The following shares are distilled from the 
UNIDO database. Egypt’s manufacturing was split into 45.3% in MHT, 20.5% in 
LT and 34.2% in RB, Jordan’s was 30% in MHT, 13% in LT and 57% in RB, 
Kuwait shows 8.8% in MHT, 10.5% in LT and 80.7% in RB, Tunisia shows 
24.4% in MHT, 36.6% in LT and 38.8% in RB, while Syria shows 9.3% in MHT, 
55.9% in LT and 34.8% in RB.iii 

 
 The technological structure of Arab exports is heavily biased towards LT and RB. 

Of Egypt’s exports in the year 2000, 24.9% and 37.8% were LT and RB 
respectively. Kuwait’s exports in the same year are predominately RB with over 
42% of its exports is oil related. Jordan’s exports show a fair share of MT of 
about 18.2%. Tunisia’s exports are primarily in the LT category with 49.4%. 
Textiles, Clothing and Chemicals are three dominant manufacturing products of 
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the Arab World. Machinery and transport equipment manufacturing shows very 
low shares. By all standards, Arab manufacturing activity is traditional or 
resource based and the shares of the modern sector and products are low.iv 

 
 High-Tech exports’ shares in total exports are more telling. Egypt shows a 2% 

share, most other Arab countries show very low percentages varying between 0.1 
and 0.3%. Israel on the other hand shows a share of 29% and Korea 33%.v  

 
 For all practical purposes the Arab economies are all export oriented economies 

and show very high foreign trade percentages (exports + imports as percentage of 
GDP). Arab oil producers typically show export shares that exceed 70%. Non-oil 
Arab economies are also highly exposed to trade. This exposure measured by the 
share of exports of goods or non-factor incomes (exporting the producer) in GDP 
is also relatively high. It is perhaps important to note here that the high share of 
exports to GDP is more the result of non-factor incomes than the exports of 
merchandise. 

 
 While exports from East Asia and the Pacific grew at 9.8% between 1980 and 

1990, they declined in the Arab region at the rate of 1.1% per year. Between 1990 
and 1995, the disparity between the two regions is even starker: while exports in 
East Asia grew at 17.8% per annum, Arab exports fell by 4.7% per annum. Using 
1987 as the base year, the terms of trade (ratio of export prices import prices) 
declined from 130 in 1985 to 96 in 1990. While terms of trade have improved 
slightly in the mid-1990’s and early 2000s, they declined in 2014. The region has 
still not counteracted the reverses it suffered in the 1980s. Indeed, while most 
regions of the developing world experienced declines in their terms of trade none 
were as severe as those of the Arab region.vi   

 
 Dependence on external sources of finance is also manifested by a high 

indebtedness in the Arab region. In 2006 the total external debt stocks stood at 
$144.7 billion. It grew to $187.9 billion in 2014. Egypt's public foreign debt 
declined to $30.6 billion in 2006 but then grew to $39.6 billion in 2014. In 1995, 
poor Sudan had a debt of $18 billion, and was still $18.4 billion in 2006 but grew 
to $21.8 billion in 2014. Syria’s external debt was $21 billion in 1990, declined to 
$5.6 billion in 2006 and to $4.6 billion in 2014. Jordan’s external debt was $8 
billion in 1990. Iraq's external debt is rumored to run over $100 billion. External 
debt as a ratio of exports is over 180% for the Arab in 2000. It is over 52.6% of 
the region's GNP in the same year. The latter ratio is the highest for all developing 
regions except Sub-Saharan Africa. Servicing the debt is exacting a heavy toll on 
the economy. Measured as a percentage of exports it has exceeded 14.9% in 1995.  
Earlier, the debt-service demands were even higher; in 1990, they were 24.6%, 
and it is thanks to debt-restructuring and forgiveness, lower international interest 
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rates and some growth in the region, this figure has dropped.  Nonetheless, 
interest payments on this debt alone are absorbing 8.1% of export proceeds of the 
region.12  
 

 Foreign direct investment was $18.1 billion in 2006 and declined to $12.8 billion 
in 2014.13 

 
 Total factor productivity (residuals in production functions) and partial factor 

productivity (average input productivity) have fallen drastically in the Arab region 
between 1960 and 2000, while in most other developing countries average total 
factor productivity increased. In East Asia and in the OECD countries it grew by 
over 1.5% per year.vii 

 
 Until now, no Arab State has established an adequate science and technology 

system. Although there are more than 10,000 consulting firms and over 100,000 
contracting firms in the Arab world, these remain small and narrowly specialized 
in the areas of civil engineering. A number of constraints impede the work of 
these consulting and design organizations. There are little or no financial services 
provided to these institutions on a par with their OECD competitors. They 
typically undertake projects in their home base and rarely outside it because they 
lack access to risk coverage. While Asian countries that are serious about 
developing domestic technological capabilities have emulated OECD practices, 
the Arab countries have not.viii   

 
 In 1995, Arab scientists and professionals published over 7,077 articles and notes 

in international refereed journals. About 80% of this published research was 
carried out in academic organizations. The two leading fields are applied 
chemistry and clinical medicine. The Arab world scholarly output in 1995, as 
measured by the number of publications per million inhabitants was 26. By way 
of contrast, Brazil had 42, France 840, Switzerland 1,878 and South Korea 144. 
To compare the advancement of South Korea relative to the Arab World, one 
need only note that in 1985, the scholarly output of the Arab world was equal to 
that of South Korea at 15 per million inhabitants.ix 

 
 In 1995, more than 1,000 Arab organizations published one or more scientific 

papers. It is estimated that the full time equivalent of researchers working in 
research centers in the Arab world is about 10,000. In the same year, the 
departments of basic and applied sciences in Arab universities were staffed with 
50,300 faculty members of whom 32,200 held a Ph.D. degree in science and 

                                                 
12 http://datatopics.worldbank.org/debt/ids/region/MNA 
13 Ibid., 
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technology. Zahlan estimates that there are roughly 50,000 Ph.D. professionals in 
science and technology in the Arab world. They have limited output and limited 
effectiveness on account of low R & D budgets and in the absence of S & T 
systems.  

 
 In 1995, 33% of all scientific publications were produced in the GCC countries, 

which constitute only 9% of the Arab population. Egypt accounts for 32% with a 
25% of Arab population. Maghreb accounts for 18% of the publications with 31% 
of the population. Lebanon, Syria and Jordan account for 8% of the publications 
and 9% of the population. Only 29 organizations published 50 or more scientific 
papers in refereed international journals, and only 5 organizations published 200 
or more papers. King Saud University (Riyadh) had 422 publications and was the 
leading research organization in 1995. Cairo University was next with 330 
publications. King Fahd University of Petroleum and Minerals (Dhahran) had 320 
publications.x 

 
 Low levels of research and development and slow rates of technological diffusion 

are evident in most Arab countries. Egypt is one Arab country that has mounted a 
credible research and development program, but it under-performs its competitors 
in the Third World and spends far below the record of developed countries on 
R&D. While advanced countries such as the US, Japan and Sweden spent on 
average 3.7% of their GNP on R&D, the Arabs spent less than 0.2 of 1%. More 
disturbing is the fact that the largest proportion of this limited expenditure (89%) 
is made by the public sector. xi 

 
 There are very few patent applications, grants of patents or patents in force in the 

Arab world. In 1990, Algeria had 185, Egypt 789, Iraq 322, Tunisia 144 and 
Saudi Arabia 455. By way of contrast, Netherlands had 53,514, South Korea 
31,387, Israel 3,908 and Japan had 376,792. 

 
 There were 4.9 main lines per 100 Arabs in 1996 as compared to 0.8 lines in 

1975. This is about the same level as that of Southeast Asia but below Latin 
America with 10.2 lines per 100 inhabitants. But the disparities between the 
various countries of the region are staggering with 7.5 main lines per 100 in Egypt 
(1999), 24.02 in Kuwait (1999), 30.2 in the UAE (1998), 8.98 in Tunisia (1999) 
and 1.3 lines in Yemen (1996). Most of the telecommunication industries are 
public utilities operating under monopoly conditions. Only Morocco and Tunisia 
have opened the door to foreign investment in these sectors. (World Bank 2002 
and UNCTAD 2002). 

     
 Mobile cellular phones are widely used in the GCC countries, Lebanon, Jordan, 

Morocco, Tunisia and Yemen. They are typically very expensive to use and the 
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initial subscription fees are prohibitive. In Saudi Arabia the subscription fee is 
$800 which, is the highest in the world. In Saudi Arabia cellular phones per 1000 
inhabitants is over 63.6 (2000), in Lebanon 212.5 (2000), in Jordan 58.31 and as 
low as 5.84 in Tunisia. When compared to averages in other countries such as 
Turkey with 245.6, Chile 222.2 and Indonesia with 17.3, the average Arab 
numbers are rather comparable. It is difficult to determine precisely the 
business/consumption divide in the use of the cellular phones. There is 
considerable grounds too suspect that their use in consumption in the Arab World 
is rather high. (World Bank 2002 and UNCTAD 2002). 

 
 

Figure 4 
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 Unlike mobile phones, Internet connections or users are limited and are at the 
initial stages of their use. Syria and Saudi Arabia have only recently permitted 
limited Internet connections. The highest rates of connectivity in 2000 are in the 
UAE and Kuwait and then only at the rate of 1.8-2.14 hosts per 1000 inhabitants. 
There are 0.094 hosts in Jordan, about 0.35 in Egypt, 0.146 Lebanon and 
Morocco, 0.3 in Algeria, Tunisia and Syria. This compares to 0.06 in Southeast 
Asia and 0.35 in Latin America.  Internet users per 1000 people in 2000 show a 
1.27 for Syria, 2.98 for Egypt, 18.51 for Jordan, 52.75 for Kuwait, 61.81 for 
Lebanon, and 14.35 for Saudi Arabia. In 2001, Internet users in the Arab world 
reached 4.5 million people or 1.6% of the population (World Bank 2002 and 
UNCTAD 2002). 

  
 Computer ownership is rather high in the Arab region with UAE 6.5 personal 

computers per 100 inhabitants, followed by Saudi Arabia with 6, Lebanon 5, 
Oman 3, Jordan, Egypt and Tunisia 2.2, and Syria 1.5. In Latin America the 
average per 100 inhabitants is 2.4 and in Southeast Asia is 0.45. There are 18 
computers per 1000 inhabitants in the Arab world versus a global average of 78.3 
per 1000 inhabitants. 

 
       
 
      Figure 5 



 
 

 31

0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1

Yemen

Syria

Iraq

TOTAL Middle East

Palestine

Saudi Arabia

Iran

Oman

Israel

Jordan

Lebanon

Kuwait

United Arab Emirates

Bahrain

Qatar

Internet Penetration in Middle Eash Countries
Users as % of Population, 2016

 
Source: http://www.internetworldstats.com/ 

 
 



 
 

 32

 
 Arab countries spent about 4.5-5.5% of their GDP on education. This is about the 

same as most low to middle income developing countries spend on education, but 
significantly lower than advanced and NICs countries’ expenditures. Furthermore, 
the Arabs spend heavily on tertiary levels (four times more than on primary and 
secondary levels). This is a significantly higher ratio than other developing 
countries spend on this level. xii 

 
 Between 1990 and 1995, in 20-24 age groups, 0.1 per cent of Egyptians studied 

mathematics and computer science and 2.5 per cent studied engineering. These 
were 0.8 and 2.5 for Algeria, 0.6 and 1.1 for Lebanon, 0.3 and 0.5 for Saudi 
Arabia, 0.3 and 0.8 for Tunisia, 0.1 and 1.0 for Syria, and 2.5 and 3.1 for Jordan. 
This compares with 2.8 and 13.5 for Korea and 1.2 and 2.7 for Mexico and 2.7 
and 4.2 for the United States. xiii 

 
 Competency of the education system is typically low. A recent study in Egypt 

showed that competency in language and mathematical skills is 30 per cent and 
40 per cent, respectively. In an international study of comparative educational 
achievement in 1996, Kuwait the only Arab entrant from the Arab World came in 
39th out of 41. A year earlier Jordan came last.xiv 
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Figure 6 

 
 

 
 

 The high unemployment rates in the Arab World (15 million unemployed), 
particularly among university graduates (30-35%) are rather high. This may be in 
part due to the lack of synchronization of the educational system output with the 
required skills by industry and government.xv   

 
  More than 30 million new jobs were required by the year 2005 simply to employ 

the expected increase in labor supply. This would have required at least a 6% real 
annual rate of growth. The recent rates of growth topped this but were 
unfortunately unaccompanied by any perceptible increase in employment. 

  
Conclusion 
 

The broad outline of needed reform is not difficult to outline. It covers a wide 
spectrum of issues and areas. First and foremost the reform would be conceived 
within an enabling, free and responsive policy environment for developing and 
utilizing the full human capabilities of all citizens. It will involve the courage to 
unleash talent and creativity in all age groups, especially the young. The Arab 
countries have the resources to eradicate poverty and build HD provided a solid 
political commitment is made to build human development objectives through: 
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• Seek the liberation of Arab land from the stranglehold of occupation and 

foreign dictates. 
• Promote Arab integration as a critical strategy to survive and compete  

– e.g. support the implementation of GAFTA and its transformation into a  
common Arab market 

• Build Arab economic and trade cooperation and promote freer mobility of 
knowledge, people & resources in the Arab region. 

• Support inter and intraregional cooperation 
• Pursue active and preventive development; build social cohesion, tolerance 

and respect for minorities and other cultures 
• Building a society of freedom and knowledge 
• A future built by all for the benefit of all 
• A culture of quality and openness 
• A dialogue and cross cultural accommodation 
• Representative parliaments, with more women represented 
• Independent judiciaries, supported by well-functioning legal systems 
• Transparent regulatory systems 
• Public sector reforms to reduce high transaction costs and eliminate 

monopolies 
• Efficient public services and cohesive organizational structures 
• Active, empowered and socially committed civil society 
• Promote broad-based political participation, ensuring accountability and 

transparency in government 
• Freedom of the press and respect for human rights 
• Women need to be politically empowered by far greater participation  
• Mainstreaming gender in national development strategies and plans can set 

the stage for greater female participation 
• A timetable to eliminate legal discrimination should be established and 

followed 
• Reverse the feminization of unemployment by effectively addressing gender 

gaps in the quality and relevance of education and skill-training programs 
and jobs 

• Reform educational content and quality and redress gender disparities 
• Institute informal and in-service vocational training and encourage lifelong 

learning 
• Match educational output with job market demand 
• Connect with well qualified Arab expatriates 
• Invest more in applied R&D and build dynamic linkages among scientists, 

researchers and investors 
• Establish policies, info-structure and meaningful and realistic public-private 

partnerships to boost ICT access and uptake and reduce costs 
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• Focus on increasing the Arabic content for web & general knowledge 
• Higher education should be considered as vital as primary education 
• Provide transparent incentive packages to foster genuine private sector 

growth; encourage entrepreneurs to invest, take risks, open opportunities 
and expand markets and jobs  

• Establish sound and coherent government economic policies 
• Develop efficient, equitable and accountable mechanisms for the allocation of 

public expenditure 
• Create and maintain efficient infrastructure and skilled workforces, reduce 

red tape and foster attractive and hospitable investment regimes 
• Mainstream human development and poverty reduction within national 

economic policy 
• Uphold the transparent rule of law 
• Legal reform should be at the core of institutional reform 
• Ensure citizens’ rights are compatible with fundamental human rights 
• Activate the voice of the people, by: 

• Strengthening institutions of local governance 
• Liberating civil society organizations 
• Fostering free and responsible media 

• Provide for more effective participation by local communities, especially the 
poor and under-represented 

• Re-orient societal incentives, lead by example, promote attitudinal change 
towards knowledge & achievement, and build dialogue among civilizations 
 

 
While this may seem to be a long package of wishful measures, they are increasingly 
becoming necessary ingredients for an indigenous reform package that carries the seed 
for a brighter and more solid Arab future free from outside impositions and connected to 
the long glorious Arab history. 
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