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he forces of globalization during the past two decades have been

particularly powerful, but for many reasons, countries in the Arab

region have not participated in globalization to the extent found

in other parts of the world.! Whereas most areas worldwide ex-
perienced a significant increase in global trade as a percentage of total gross
domestic product (GDP) between 1980 and 2004, trade ratios in the Arab
region actually declined during that period.?

In its Economic Developments and Prospects report of 2007, the World
Bank found that “a legacy of protectionist trade and exchange rate policies”
hindered the Middle East and North Africa (MENA) area’s ability to ex-
pand trade and that the “region maintained the highest level of tariff pro-
tection in the world outside of South Asia.” These factors led the World
Bank to conclude that countries in the MENA had all fallen behind in
terms of “global trade and investment integration.”

At the start of the new millennium, many people inside and outside
the Arab region began to question whether efforts should be made to better

integrate the Arab world into the changing global economy.” Notably, Saudi
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oil minister Ali Naimi publicly recognized the benefits and challenges that

globalization brings to the Arab world:
We are transitioning to a global marketplace where traditional national borders are increas-
ingly meaningless for the transfer of capital and ideas. The operative word for the future is
interdependence. We are being drawn closer together by expanding global trade and invest-
ment. Those attempting to ‘go-it-alone” in this new global economy will risk being left behind.

Globalization holds the promise of a better way of life for the world’s people. But real-

izing this promise will not always be easy. We will be faced with tradeoffs as we try to bal-
ance economic growth, quality of life, the environment, culture and tradition.® (emphasis

added)

In an effort to enhance Arab participation in the world’s trading re-
gime, in 2003 President George W. Bush proposed an initiative for a Mid-
dle East Free Trade Area (MEFTA) to promote trade, development, and
economic growth in the Arab region.” The MEFTA initiative called for the
United States to take a series of graduated steps with Arab countries ulti-
mately aimed at creating a regionwide free trade area by 2013.8 The pro-
posed steps included (1) US assistance in acceding to the World Trade
Organization (WTO); (2) expanding the Generalized System of Prefer-
ences (GSP) program for eligible countries; (3) establishing trade and in-
vestment framework agreements (TIFA); (4) establishing bilateral invest-
ment treaties (BIT); (5) negotiating comprehensive free trade agreements
(FTA); and (6) eventually “melding” all of the FTAs into a MEFTA.? The
MEFTA initiative also called for the United States to provide financial and
technical aid to countries for building trade capacity.!”

This article discusses (1) whether external trade intervention, such as
the proposed MEFTA initiative, will lead to greater economic integration
of the Arab world into the multilateral trading regime and (2) whether
MEFTA can serve as the catalyst to enhance intraregional trade and in-
vestment.!! Part 1 of the article provides historical background related to
trade and globalization in the Arab world and discusses the historically low
global and intraregional trade and investment ratios found in the MENA.
Part 2 offers a detailed analysis of the United States’s MEFTA initiative,
including its policy goals and components. Part 3 analyzes the potential
economic impact on the MENA region of external trade intervention, such
as WTO accession and the MEF TA initiative. It first addresses the possible
effect of WTO accession on the MENA and then examines the potential
economic impact that the MEFTA initiative might have on Arab trade
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with the United States. Lastly, part 3 considers whether that initiative could
spur an increase in intraregional trade and investment. The article concludes
that external trade intervention, such as WTO accession and the MEFTA
initiative, offers a dynamic opportunity for the Arab region to better inte-
grate into the world economy. Although the WTO supplies the forum for
the multilateral trading regime, the promise of MEFTA comes from its
potential to encourage economic and policy reforms within the Arab area
that might ultimately result in strengthened trade ties, both internationally
and intraregionally.

Historical Context:
The Arab Region’s Historically Low Trade Ratios

The Forces of Globalization Leave the Middle East Behind

As Renato Ruggiero, former director-general of the WTO, succinctly
stated, “A powerful confluence of forces drives globalization.”'? Some of
these forces reflect government policies, and others seem to have a life of
their own. The forces of globalization since the end of the Cold War have
been particularly dramatic, leading many to question why the Arab region
has not participated in globalization to the degree found elsewhere.!3

By the early 2000s, international institutions began to recognize that
the Middle East was largely missing out on trade-related growth.* Ac-
cording to United Nations statistics at the time, “the [Middle East’s] share
of world exports peaked at 12% in 1981, but dropped to less than 5% in
2001. Regional trade has been particularly low. In 2001 it accounted for 8%
of the region’s total trade, compared to nearly 75% for Europe and 50% for
Asia. And [United Nations] statistics reveal [that] the Middle East at-
tracted only 0.7% of global foreign direct investment throughout the
1990%.715

In its Economic Developments and Prospects report of 2007, the World
Bank found that the MENA countries had “entered the new millennium at
a significant deficit with respect to most other regions of the world in terms
of its integration into the world economy.”*® The volume of trade increased
in most regions of the world over the prior two decades, but trade in the

MENA region declined.!” The ratio of trade to GDP fell from an average
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of 100 percent in 1980 to about 60 percent by 2000.! Oil dominated re-
gional exports, and “only a few countries had established growing non-oil
export sectors.”

'The MENA also attracted only a negligible share (a mere 0.3 percent)
of the world’s foreign direct investment.?? Although many factors affect the
level of trade, the World Bank concluded that the MENA region’s ability to
expand trade was “disadvantaged by a legacy of protectionist trade and ex-
change rate policies.”! It further found that “the [MENA] region main-
tained the highest level of tariff protection in the world outside of South
Asia, with simple average tariffs in MENA averaging almost 19 percent.”??

'The MENA maintained high nontariff barriers, such as price-control
measures, import licenses, and quota requirements.?> In addition, several
factors increased the costs to trade, including “technical barriers to trade,
customs, and administrative procedures, and costly and inefficient backbone
services, such as transport, logistics, ICT [information and communica-
tions technology] services, and finance.”**

Arab Trade with Europe and the United States Is Low

An extensive study of trade in the Arab countries reveals “considerable evi-
dence that these countries trade significantly less than countries with simi-
lar incomes and geographic proximity to trading partners in other parts of
the world.”” In a paper presented to the World Bank, Jeffrey Nugent, pro-
fessor of economics at the University of Southern California, used a gravity-
model specification to find that the Middle East traded under its potential
in the mid-1990s.2® Professor Nugent “obtained shortfalls in trade with
respect to Europe and the North American Free Trade Agreement
(NAFTA), which he ascribes to a variety of causes, including low oil prices,
high tariff barriers, poor telecommunications, capital and exchange con-
trols, and . . . trade diversion effects.”®’

Other studies using a gravity-model specification also found that al-
most all Arab countries were far below their estimated export potential
with the European Union.?® One such study examined 15 Arab countries’
exports to Europe and concluded that, on average, they were 33.5 percent
lower than they would be, assuming that their export behavior to the Euro-
pean Union market is identical to that of any European Union country.?’
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One reaches the same conclusion with respect to Arab trade with the
United States. An economic study of 2005 that examined the bilateral trade
of six MENA countries (Algeria, Tunisia, Morocco, Egypt, Jordan, and
Syria) with the United States found that they “seriously underexploited
their trade potential with the United States.”? The study concluded that
“in particular . . . the United States is a major untapped market for Jordan,

Morocco, Syria, and Tunisia, while Algeria and Egypt ‘overexport’ to the
United States.”!

Intraregional Trade Is Low

Several studies in 2005 found that Arab countries do not trade enough
among themselves. One discovered that intraregional trade between Arab
countries was nearly four times less than expected.’? Another used a com-
prehensive gravity model that included both policy and institutional factors
to explain the trade shortfalls of the MENA region.3* Researchers esti-
mated the model “with panel data techniques based on recently assembled
panel data on bilateral trade flows and the relevant explanatory variables for
over 150 countries for the years 1970, 1975, 1980, 1985, 1990, 1995, 1997
and 2000.”3* This study verified that MENA trades too little, both intrare-

gionally and with countries outside the region.®

The United States’ Middle East Free Trade Area Initiative

In 2003 the United States, under the Bush administration, proposed
establishing a US MEFTA by 2013.3¢ Under the MEFTA initiative, the
United States would engage countries in the MENA in a step-by-step pro-
cess designed to facilitate trade relations with the United States.3” The ini-
tiative envisioned that these steps would lead to the negotiation of compre-
hensive bilateral FTAs between the United States and all countries in the
region.’® The United States would then combine these into a single over-
arching arrangement (i.e., MEFTA) between the United States and the
area as a whole.* The following sections provide background on the rea-
soning behind the MEFTA initiative and the step-by-step approach under
it.
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Key Indicators of US Economic Ties to the Middle East

US trade with the Middle East is a small share of its total trade, in 2005
accounting for only 4.1 percent of all US exports and 4.6 percent of all US
imports.*’ These low numbers indicate that on the basis of economic size
alone, “the Middle East is not a region on which the United States would
normally be expected to focus.”*! US interest in MEFTA is not primarily
economic; rather, it reflects “geopolitical and security considerations” re-
lated to the United States’ war on terror and the Middle East’s strategic
position as a key supplier of oil and gas.*> The MEFTA initiative also re-
flects the United States’ policy perspective that the Middle East needs an
economic component as part of a comprehensive strategy to address the
numerous conflicts it faces.®3

Background on the Middle East Free Trade Area Initiative

Just a year and a half after the terrorist attacks of 11 September 2001 on the
World Trade Center, the Bush administration proposed the MEFTA ini-
tiative as part of a plan to fight terrorism through the use of trade-policy
mechanisms designed to encourage economic growth and democratic re-
forms in the Middle East.** MEFTA incorporated an idea debated in
Wiashington at the time—using trade as a tool to fight terrorism. For ex-
ample, prior to the announcement of MEFTA, policy analyst Edward
Gresser argued that the Arab world had been the “blank spot” on the Bush
administration’s trade agenda and that this “undermin[ed], rather than
support[ed], the war on terrorism.”* Gresser noted the “economic crisis
affecting almost all of the western Muslim states,” observing that these
states had “seen their share of world trade and investment collapse since
1980.74¢ This resulted in “stagnant growth and falling income” as well as
“unemployment, political tension, and rising appeal for religious extrem-
ists.”¥ He further argued that “a strategic initiative for the Muslim world
could end, or at least ease, the tilt.”*® Gresser called for an initiative “analo-
gous to programs now available for Central America, the Andean nations,
and Africa” in order to promote “growth and creation, and so reduc[e] the
attraction of radicalism and religious fundamentalism.”#

Brink Lindsey of the Cato Institute argued for an initiative that could
generate immediate results to supplement the Bush administration’s pursuit
of FTAs, which take longer to negotiate.’® He proposed a short-term ini-
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tiative: legislation that would “grant temporary duty-free, quota-free access
to the U.S. market for exports of selected Muslim countries.”! Lindsey
maintained that this shorter-term program would prove the United States’
“‘commitment to the region, thereby providing a jump-start for the longer,
arduous process of negotiating FTAs.”>2

'The policy objectives suggested by Gresser and Lindsey were later sup-
ported by the 9-11 Commission Report, which included the following rec-
ommendation: “A comprehensive U.S. strategy to counter terrorism should
include economic policies that encourage development, more open societ-
ies, and opportunities for people to improve the lives of their families and
to enhance prospects for their children’s future.”3 In summary, the premise
of the United States’ MEFTA initiative was that an economic boost to the
region could help alleviate the poverty, weak institutions, and corruption
believed to make some countries vulnerable to terrorist networks.>*

On 23 June 2003, at the World Economic Forum in Jordan, US trade
representative Robert Zoellick offered further details on the initiative.>® In
terms of eligibility, the Bush administration’s MEFTA initiative is open to
“peaceful’ countries that seek an increased trade relationship with the
United States and . . . ‘all those countries that are prepared to participate in
economic reform and liberalization.””®

Ambassador Zoellick outlined a six-step process or “roadmap to
MEFTA” for Middle East countries to become part of MEFTA.>” These
steps included (1) the United States assisting countries in joining the WTO;
(2) participating in the GSP; (3) entering into TIFAs; (4) entering into
BITs; (5) entering into FTAs with the United States; and (6) eventually
“melding . .. subregional FTAs into an historic regional [MEFTA].” The
ambassador also indicated that “the final element” of the MEFTA initiative
included the United States providing financial and technical aid to fund the
building of trade capacity in the region.”” As envisioned, MEFTA would
ultimately cover 20 countries in the MENA.¢°

The Step-by-Step Middle East Free Trade Area Initiative

World Trade Organization accession. It is the United States’ position
that Arab countries that join the rules-based system of global trade by ac-
cession to the WTO will be better able to take advantage of the benefits of
open markets and globalization.®! At the beginning of the new millennium,
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nine countries in the MEFTA were members of the WTO: Bahrain, Cy-
prus, Egypt, Israel, Kuwait, Morocco, Qatar, Tunisia, and the United Arab
Emirates (UAE). Over the past seven years, three additional MEFTA
countries have joined the WTO: Jordan, Oman, and Saudi Arabia (see ta-
ble).

Table. Entities covered by the MEFTA initiative: Progress toward a bilateral free trade
agreement with the United States

MEFTA Entity |, WTO " GSP TIFA BIT FTA
Middle East
Bahrain 1995 — 2002 2001 2006
Cyprus 1995 — — — —
Egypt 1995 Yes 1999 1992 —a
Gaza Strip/
West Bank — — — — —a
Iran Negotiating — — — —
Iraq Negotiating Yes 2005 — —
Israel 1995 — Yes Yes 1985
Jordan 2000 Yes Yes 2003 2001
Kuwait 1995 — 2004 — —
Lebanon Negotiating Yes 2006 — —
Oman 2000 Yes 2004 — 2006
Qatar 1996 — 2004 — —
Saudi Arabia 2005 — 2003 — —
Syria — — — — —
UAE 1996 — 2004 — Negotiating
Yemen Negotiating® Yes 2004 — —
North Africa
Algeria Negotiating Yes 2001 — —
Libya Observer — — — —
Morocco 1995 — Yes 1991 2006
Tunisia 1995 Yes 2002 1993 —

Source: Data from WTO/Office of the US Trade Representative; adopted from Mary Jane Bolle, Middle East Free Trade Area:
Progress Report, CRS Report for Congress, RL32638 (Washington, DC: Congressional Research Service, 2006), 14, table 2,
http://www.hsdl.org/?view&did=464705.

aGoods are eligible for US free-trade benefits under a 1996 amendment to the United States—Israel Free Trade Area Implemen-
tation Act of 1985, Public Law 104-234, 110 Statute 3058 (1996) (codified as amended at 19 United States Code ‘ 2112 note
[2000]), if coproduced with Israel, Jordan, or Egypt in a qualifying industrial zone in compliance with rules of origin require-
ments, or wholly produced in the Gaza Strip / West Bank.

"The WTO General Council established a working party to examine Yemen's request for accession in July 2000. The fourth
meeting of the working party took place in November 2007, at which time the government of Yemen highlighted its determination
to address the WTO accession requirements in 2008 in order to become a member in 2009.
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In April 2000, Jordan became the 136th member of the WTO six
years after establishing a working party under the General Agreement on
Tariffs and Trade (GAT'T) and with significant assistance from the United
States.®? Jordan’s accession was hailed as a “historical moment” and “a turn-
ing point in the continued development of the Jordanian economy.”®3 In
November 2000, the Sultanate of Oman became the 139th member of the
WTO after concluding negotiations that began in 1996.%* In December
2005, Saudi Arabia became the 149th member of the WTO after almost 12
years of negotiation.®> Saudi Arabia’s accession was a historic day for the
WTO and brought to the “multilateral table” the 13th-largest merchandise
exporter and the 23rd-largest importer.®® Given its position as the “swing”
energy producer and its historical lack of transparency, Saudi Arabia is per-
haps the most significant Arab state to join the WTO. All but one of the
remaining MEFTA countries (Algeria, Iran, Iraq, Lebanon, and Yemen)
are in the process of negotiating their accession to the WTO.%” The only
exception, Libya, has been granted observer status but has not yet started
the accession process.®

As a practical matter, however, WTO accession takes years, and the
United States has recognized that it is not an immediate answer to US se-
curity concerns related to the Arab region.®” As former US trade represen-
tative Charlene Barshefsky acknowledged, “Programs of a more immediate
nature” are “critical to bring economic and job growth to [the MENA] re-
gion to provide hope and a counterweight to a large growing, relatively well
educated but unemployed population.””® Barshefsky also recognized the
need for greater economic integration in the region by stating that “we need
the kind of relief that may help these countries integrate one with the
other.””!

Continuation of the Generalized System of Preferences. The short-
term plan under MEFTA includes continuation of the GSP, which allows
duty-free entry into the US market for at least 3,500 products from 140
developing countries.”? As of 2006, only eight of the 20 countries covered
under MEFTA were eligible for GSP benefits: Algeria, Egypt, Iraq, Jordan,
Lebanon, Oman, Tunisia, and Yemen.”3

'The GSP provisions of the United States” Irade Act of 1974 also limit
product preferences on the basis of import sensitivity.”* GSP provisions
specifically exclude from tarift preferences certain textiles and apparel,
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watches, footwear, handbags, luggage, wallets and briefcases, work gloves
and other leather wearing apparel, steel, glass, and electronics.”> Because
these are important export categories for MEFTA countries, imports under
GSP represent only a small fraction (0.2 percent for 2005) of all imports
from the MEFTA region.”®

Trade and investment framework agreements. TIFAs “establish a
framework for expanding trade and for resolving outstanding disputes.””’
Since the MEFTA initiative was announced in 2003, the United States has
negotiated new TIFAs with eight countries: Iraq, Kuwait, Lebanon, Oman,
Qatar, Saudi Arabia, the UAE, and Yemen (see table above).”® Nearly three-
quarters of the MEFTA entities now have TIFAs with the United States.”
'The MEFTA entities that do not include Cyprus, the Gaza Strip and the
West Bank, Iran, Libya, and Syria (see table above).%

Bilateral investment treaties. “Bilateral investment treaties (BITs)
oblige governments to treat foreign investors fairly and to offer them legal
protections equal to those afforded domestic investors. BITs make the busi-
ness climate more attractive to U.S. companies.”®! Since the announcement
of the MEFTA initiative, the United States and Jordan have approved a
BIT.3? Subsequently, the United States now has BITs with more than one-
quarter of the MEFTA entities: Bahrain, Egypt, Israel, Jordan, Morocco,
and Tunisia (see table above).®* The following MEFTA entities do not have
BITs with the United States: Algeria, Cyprus, the Gaza Strip and the West
Bank, Iran, Iraq, Kuwait, Lebanon, Libya, Oman, Qatar, Saudi Arabia,
Syria, the UAE, and Yemen.

Free trade agreements. Since implementation of the MEFTA, the
United States has completed F'TAs with Bahrain, Morocco, and Oman,
and an FTA with the UAE is under negotiation.®* FTAs were already in
effect for Israel and Jordan.®> Some people have questioned the effective-
ness of these F'TAs, and in light of the MENA region’s historical reluctance
“to engage in . .. fundamental systemic changes,” some skepticism is prob-
ably warranted.®® Some have also questioned the benefits of FTAs in light
of the relatively modest trade and investment links between the Arab coun-
tries and the United States.?’

Although some skepticism might be warranted, it is important to note
that the FTAs with Bahrain, Morocco, and Oman are particularly striking
because of their “comprehensive and deep character.”® Unlike other FTAs,
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these new ones require liberalization for trade in all goods, including agri-
culture, and for many services and foreign direct investment.®’ The require-
ments of the FTAs are enforced by dispute-settlement agreements backed
by the possibility of the suspension of trade concessions or preferences,
payment of monetary assessments by violators of FTAs, or both.”

'The “deep character” of these F'TAs is significant because, with the
exception of the Gulf Cooperation Council, most previous agreements
signed by Arab countries—both with the European Union and among
themselves—generally dealt only with tariffs and quotas.”* Although tariffs
in the region have been reduced, Arab countries “have failed . .. to deal ef-
tectively with non-tariff barriers and the liberalization of services and in-
vestment.”?

One can make a strong argument that the deep nature of the United
States’ F'TAs in the MENA presents a unique opportunity for the Arab
states to implement additional policy measures, both individually and col-
lectively.”® Thus, “the promise of the [FTAs] comes from the ability to use
them as a catalyst for increased economic benefits by improving regulatory
rules and systems at home and facilitating integration with the rest of the
region and the world.””*

Creation of a Middle East free trade area. As Ambassador Zoellick
outlined, the MEFTA initiative envisions the “eventual melding of [the]
subregional FTAs into an historic regional Middle East Free Trade Area.”
The difficulty of ultimately establishing one MEFTA has been recognized.?®
Furthermore, the ambassador noted, at the time, that a MEFTA “will not
be created in a month, a year, or even five years. But America is committed
for the long haul, through a step-by-step strategy for progress that will help

nations build free, dynamic economies and rising standards of living for
all.”?’

'The final element that Ambassador Zoellick observed in the MEFTA
initiative is “the [United States’] provision of financial and technical aid to
help countries develop the capacity to take part in negotiations, implement
trade agreements, and build the legal and entrepreneurial infrastructure to
partake in the benefits of open markets.”® To fund trade-capacity building
under the MEFTA, “the Middle East Partnership Initiative [MEPI] will
help target more than $1 billion of annual funding from various U.S. Gov-
ernment agencies and encourage partnerships with private organizations
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and businesses that support development.” The MEPI “is also aimed at
increasing educational opportunities, strengthening civil society and rule of
law, and supporting small business.”’? The MEPI received an estimated
$294 million in funding between fiscal years 2002 and 2005.1%1 For 2005,
total funding for US trade-capacity building was $1.3 billion, of which
Middle East countries received $236 million or 18 percent.!%?

The Economic Impact of External Trade Intervention

As the World BanK’s Economic Developments and Prospects report for
the MENA region notes, “The relationship between openness to interna-
tional trade and income growth is almost axiomatic. . . . Economies with
greater openness to international trade experience higher rates of economic
growth, as a result of both higher investment levels and sustained gains in
productivity.”1% Perhaps of greater significance to the Arab region is the
ancillary benefit that “greater openness also can motivate the overall reform
agenda.”’®* Over the past several years, countries in the MEFTA have “em-
barked on [a variety of trade] reforms [designed] to liberalize their trade
regimes and remove the many existing impediments to greater trade.”'%

The Impact of Accession to the World Trade Organization

Since the beginning of the new millennium, three MENA countries have
joined the WTO: Jordan, Oman, and Saudi Arabia.!% As a result of WTO
accession, MENA countries as a whole have made significant progress in
tariff reduction since the start of the decade.!%” In particular, Jordan made
substantial commitments in trade reform as a condition of its accession to
the WTO in 2000 and implementation of the US FTA in 2001.1% Tariffs
decreased by about half from an average of 23 percent in 2000 to less than
12 percent by 2005.1%

The most recent Arab member of the WTO, Saudi Arabia, was admit-
ted in 2005.1% To meet WTO requirements, that country revised many of
its protective trade policies, particularly with respect to import licensing,
customs valuation and fees, standards and technical regulations, and legisla-
tion for intellectual property rights and patent registration.!!!

Relative to the world, tariff reform by MENA countries since 2000 has
been higher than that in any other region but Europe and Central Asia,
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ranking in the top 62nd percentile of countries worldwide.!? Despite the
progress made by MENA countries in the WTO, that organization’s recent
reports indicate that more structural reforms need to occur.!3 For example,
in 2006 the WTO conducted its first-ever trade-policy review of the
UAE. .1 That review found that the UAE’s generally liberal economy had
grown by an average of 6 percent per year over the past decade and 9 per-
cent between 2003 and 2005.1%° Despite some diversification, however, the
UAE remains dependent on crude oil and gas exports for a significant share
of its national income.1¢ The WTO secretariat noted that “internal barriers
to trade, resulting largely from the absence of a competition policy, institu-
tional weaknesses, and restrictions on foreign participation in the economy,
are impediments to doing business in the UAE and are hindering the diver-
sification into services, a sector that is rapidly becoming a strategic prior-

ity.”117

The Middle East Free Trade Area Initiatives Potential Impact on Arab
Trade with the United States

'The relatively small value of bilateral trade between Arab countries and the
United States implies that the economic impact of MEFTA will be mar-
ginal. Since the United States has historically charged very low duties on
imports from Arab countries (just over 0.5 percent in 2003), it is unlikely
that MEFTA will significantly increase exports from Arab countries to the
United States.!® Rather, the more probable result of tariff reductions under
MEFTA is that imports from the United States will increase.!?’

Focusing exclusively on the effects of eliminating tarifts on goods,
however, runs the risk of seriously understating the impact of the MEFTA
agreements, especially the FTAs. Some argue that “the additional effects of
reducing non-tarift barriers and the liberalization of services trade and for-
eign investment should not be ignored” and that “simulations of these ad-
ditional effects suggest they could be large.”'?° For example, estimates using
Tunisia and Egypt indicate that “liberalization of foreign investment in
services that is generalized to all trading partners could boost welfare by
almost ten percent of GDP.”12!

Simulation models often assume that the structure of trade will remain
unchanged, which can lead to misleading results.!??> For example, the Inter-
national Trade Commission’s analysis of the US-Jordan FTA completely
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missed the explosion in Jordan’s exports of clothing to the United States as
a result of special trade concessions that the latter granted Jordan.!? In-
deed, this F'TA offers valuable insight into the effect that stronger trade and
investment relations can have on economic development. As a result of the
various trade agreements between the United States and Jordan, the latter’s
exports to America “grew from $13 million in 1999 to $412 million in
2002, created over 30,000 direct new jobs, and attracted over $200 million
in new investment from 11 different countries.”’?* Recent data is even more
impressive: “Jordanian exports to the US increased from $72.8 million in
2000 to a stunning $1.267 billion in 2005.”1%

General trade data also suggests that the United States’ exports to and
imports from the MENA region have increased since the announcement of
MEFTA: “Between the end of 2002 and the end of 2005 ... U.S. exports to
[the MENA] countries grew by 56% while U.S. imports from these entities
nearly doubled.”?® The greatest growth in US imports from the MENA
occurred in petroleum and natural gas.’?” Imports of nonmetallic mineral
manufactures, medicinal and pharmaceutical products, and organic chemi-
cals also increased.!?® Goods making large contributions to the growth in
US exports to the MENA region included transport equipment, road ve-
hicles, electrical and nonelectrical machinery, nonmetallic mineral manu-
factures, telecommunications, and scientific instruments.'?’

The Middle East Free Trade Area Initiative May Lead to Increased
Intraregional Trade

According to the Bush administration, the six-step MEFTA initiative seeks
to address political, economic, and humanitarian objectives to help Middle
East countries become “sustainable trading partners.”The hope is that each
of the successive steps involved in negotiating TIFAs, BITs, and FTAs
might help induce internal changes in the laws and regulations of the vari-
ous countries.”’3% Further, one of the stated goals of MEFTA was to en-
courage intraregional trade.!®! Prior to the announcement of the initiative,
such trade accounted for only 8 percent of the total trade in the region.!3
'The United States intended to “focus efforts on improving this number,”
noting that “strong regional ties often lead to rapid expansion in trade flows
and economic growth.”?3 Thus, the United States hoped and expected that,
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“as [its] bilateral trade ties expand in the region, . .. trade among the coun-
tries of the region [would] also grow and expand” (emphasis in original).!3

'The Arab countries that have signed agreements with the United States
should use them as an opportunity to enhance regional integration by ex-
tending the MEFTA provisions and coverage to each other. They should
also use the agreements to leverage trade and investments liberalization
with other trading partners. Extension of the MEFTA provisions through-
out the region will probably produce a measurable increase in intraregional
trade. At this point, it is unclear whether the Arab countries will apply the
MEFTA provisions intraregionally and whether the potential for increased
intraregional trade under MEFTA will emerge.

Conclusion

'The Arab world has enjoyed spectacular rates of growth for the past
four years. High oil prices have spurred this growth, but intensified global
trade linkages have undoubtedly also contributed. When President Bush
announced the MEFTA initiative in 2003, the stated goal called for con-
cluding the plan in a decade—by 2013. This was ambitious at the time, and
the United States has recently indicated that the overall objective of
MEFTA “was not to meet the deadline but to push the reform process in
the region along.”'*> Scholars generally agree that the MEFTA initiative is
a step in the right direction and that its deep nature presents a dynamic
opportunity for Arab countries to implement economic reforms that will
allow the region to better integrate into the multilateral trading regime. It
remains to be seen whether countries in the MENA region will continue to
move the reform process along, but Arab countries that do not embrace the
changes necessary to compete in the new global economy will “risk being

left behind.”
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