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Introduction

This paper focuses on three fields of potential economic cooperation among Mashrek countries, Turkey and Israel, namely: trade in goods, trade in services, and infrastructure. In each of these fields, the paper tries to estimate the cooperation and integration potential both separately and across-field. Facilitation of some labour movements (but not migration per se) was treated mainly in the section dealing with trade in services. But the effects of implementing the free flow of labour among the countries of the region were not explored since it is not realistic to contemplate at present the introduction of this sort of policies neither in the short nor medium run. (but for the special case of Palestine-Israel)
. The integration of labour markets comes chronologically much after the integration of all other markets, as the example of the EU shows. Even nowadays and with all the so-called “deepening” of the process of economic integration in Europe, the EU’s labour market remains fragmented along national borders, even more so for qualified labour and public services. To contemplate at the present time the creation of a Common Market of the Middle East seems to the co-authors of this paper far-fetched, when the most that realistically can be considered is the establishment of Free Trade Areas or in some cases Customs Unions.   After an introduction to the relative magnitudes of the different economies of the region ,  the paper focuses on trade in goods , the most classical and all-important domain of economic cooperation at least in the early stages both of economic development and “normalization” of economic relations . Indeed, one of the characteristics of the sub-region is the lack of  “normal” trade relations between the different territorial units, either because some borders are simply closed (e.g. between Syria and Israel; between Lebanon and Israel) or obstacles to trade are prohibitive (e.g. between Israel and the PA since 2001 until very recently). But even when formally borders are open for business, de facto security measures on the one hand (mainly applied by Israel at its borders with Jordan and Egypt) and politicization of economic relations by private agents on the other hand (e.g. informal trade boycotts applied on Israel by members of the Jordanian and Egyptian civil societies) reduce, if not totally eliminate , any incentive to trade which formal peace treaties between Israel on the one hand and Egypt or Jordan on the other, coupled with their membership in the WTO, should have procured to potential traders since more than a decade (e.g. national treatment, most-favoured-nation treatment and renunciation of formal trade boycotts).  

Much of the same applies to trade in services. There are thousands of different types of services, but we have chosen to concentrate only on several of them, such as health, financial and transport services, either because other services are of minor economic significance and have less of a synergetic effect or simply because of lack of data. 

International capital movement among the countries selected have not been treated. The main reason for this is obvious, namely that all the economies under focus in the report are , in the economists’ jargon, not properly speaking capital-rich, maybe with the exception of Israel. But then Israel is a small economy by world or OECD standards (comparable to Portugal or Ireland, but smaller than Greece, in nominal terms, much less so in PPP terms). 

Furthermore, dealing with cooperation in the domain of infrastructure, as we do at the end of this paper, takes care of some potential projects involving the mobilization of local funds but also of funds originating in some of the neighbouring economies. General conclusions follow.

Macro-economic Features of the Mashrek countries, Turkey and Israel

The economies of the Mashrek countries, Turkey and Israel, are characterized by their relatively small size, and low income. In 2000, the average GDP was $65 billion, the average population size was 23 million and the weighed average GDP per capita was $2,777. Services is the largest sector with 62 percent of the Region’s GDP, followed by industry with 25 percent and agriculture with 13 percent. 

The level of education in the region is relatively low since schooling averages 5.4 years and a high rate of illiteracy that ranged from 3 percent to 33 percent for males and 8 percent to 56 percent for females in 2000.  The Region countries are also characterized by the large rural population accounting for 38 percent of the total population in 2000. The level of industrialization of the region is relatively low. This is reflected by the small number of motor vehicles per 1000 people that averaged 69, in 2000 as compared to 536 in the high income countries. This is also reflected by the low level of commercial energy use, although some of the discussed countries are petroleum exporter countries. In 1999, the average per capita kg of oil equivalent energy use in the Mashrek countries, Turkey and Israel was 1,023, as in middle income countries and as compared to 5,448 in developed countries.

Although substantial efforts have been done in recent years, the region’s economies are relatively closed to foreign trade and the countries of the region suffer from a significant trade in goods deficit that reached $51 billion in 2000 – equal to 11 percent of the region’s GDP that year. Yet, the trade in goods balance deficit is partially offset by a surplus in the commercial service balance and the overall trade deficit in 2000 was $34 billion. 
  
Yet, the most notable feature of the region its  large heterogeneity in terms of countries reflected by most of their macroeconomic data.  For example, while the Turkey's GDP was around $200 billion and Israel's and Egypt's GDPs were around $100 billion, the GDPs of the majority of the countries were less the $20 billion in 2002. Moreover, Turkey's and Egypt's populations were approximately 65 million each, Syria's population was around 16 million and the other countries' populations were less that 6.5 million each. Large differences can also be found regarding the structure of production - while the share of agriculture in Egypt and Syria was 17 percent and 24 percent respectively, the share of agriculture in the West Bank and Gaza was 8 percent and in Israel and Jordan only 2 percent and while the share of services in Israel reached 81 percent it was 49 percent in Syria. Large differences can also be found in the level of education, the shares of the agricultural sectors and the level of industrialization.

Most notable for our inquiry is the high heterogeneity reflected in the countries’ trade structure. Exports of manufactured goods is the largest and the major export sector in almost all the countries of the region, yet this in not the case for Syria, whose major export sector is fuel (76 percent of its exports of goods), and Egypt, for which fuel and manufactured goods sectors both equal to 37 percent of its exports of goods. 

Mashrek countriesshare a long history of trade links, which dates centuries back when much of trade in the region was internal.
 In fact, there once was an integrated system of trade and commerce in the area until the British and French divided it into separate states, put up border crossings and initiated cumbersome customs restrictions among them.
 However, despite their common history, common historical economic and commercial practices, the countries of the Near East never regained the necessary and sufficient elements to integrate among themselves to take advantage of an era, which in other areas of the world have shown the benefits of cooperation and association with such examples as the European Union. Therefore, Mashrek countries have long been suffering from a negative integration syndrome. The countries in the group have always been in a state of relative deprivation so far as globalization is concerned. There have been various attempts of integration and cooperation in the area that covers the Mashrek since the 1950s. Nevertheless, most regional organizations that have been established proved to be ill born, and have failed to create concrete results.

It is usually possible to observe eight important obstacles, each of which either work simultaneously or consecutively to ensure failure: the administrative systems are opaque; the political climate for reform and cooperation is unsupportive; the confidence among the ruling elites is shaky; the historical wounds are yet unhealed; the level of economic development is low; the economic diversification is limited, and a minimum level of sophistication is unaccounted for;  foreign economic relations are vertically clustered according to previous colonial ties. Consequently inter- regional trade and intra-industry trade are insignificant while the physical infrastructure, which facilitates integration among Near Eastern countries is insufficient or incomplete.

Although, each factor mentioned above has equally contributed to the failure of economic integration efforts in the Middle East in general and among the Mashrek countries , Israel and Turkey in particular, we shall focus in this paper on the last one. Nevertheless, the implicit assumption of this paper’s approach will be that if all of those impeding factors were overcome, the infrastructure capacity building among them would work in favor of any prospective economic integration. 

Trade in Goods

The most important area of economic cooperation and the first on a chronological scale has been commercial trade in goods. Liberal scholars believe that free trade, institutionalized through free trade area agreements (FTA), among the countries of the region will lead to stability and peace in the region. This view was widely common at the beginning of the 1990s with the outbreak of the peace process between Israel and the Palestinians. Unfortunately, despite the geographical proximity, the trade potential is relatively limited because of the small economies and low purchasing power of the countries in the region. According to IMF data, in 2002 intra- regional exports accounted for only 4.9 percent of total exports of the Mashrek countries, Turkey and Israel. At the same time, intra- regional imports accounted for not more than 2.9 percent of total imports of the Mashrek countries, Turkey and Israel.
 

Table 1 shows the exports of the region to each single country of the region.  Almost all export ratios are below 1 %.  Turkey is an exception to this rule since its imports from the region are significantly higher than each other country in the region.  Israel and Syria are the countries that received the lowest ratios of export products from the region.  A very similar situation exists for the imports. 

Table 1: Exports of the region to the countries of the region

(Percent of total trade)


1995
1996
1997
1998
1999
2000

Egypt
0.42
0.49
0.63
0.56
0.67
0.41

Israel 
0.12
0.25
0.23
0.10
0.14
0.04

Jordan
0.47
0.45
0.18
0.30
0.20
0.36

Lebanon
0.33
0.25
0.33
0.31
0.25
0.24

Syria
0.18
0.15
0.11
0.20
0.15
0.11

Turkey
1.89
1.59
1.64
1.43
1.29
1.24

    Source:  Calculated from IMF, 2001

Aggregated trade potential

A common method for estimating the trade potential between two countries is by using the “gravity model”, developed by H. Linnemann (1966). This model has been found to have a high explanatory power and was commonly used in the 1990s, in estimating both trade and foreign direct investment potential flows. The gravity model explains the level of trade between two countries (i and j) by the pull and push of their respective incomes (to reflect demand and supply forces) and by transaction costs, measured by the distance between the countries and other dummy variables representing artificial trade barriers:
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The gravity model provides for us the “normal” trade values (Xij) between the estimated country and any other country, not only with which it has had trade relations but also with countries with which it does not have any trade relations at the present due to security, political or other reasons. The dependent variable (Xij) can either be country i's exports to country j or country i's imports from country j. The independent variables are:
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 - Gross domestic product of both the examined country and its trade partner (separately). GDP represents the country’s wealth and it is assumed that rich countries tend to trade more than poor countries.  
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 - Population of the examined country and its trade partner (separately). The size of the population is an approximation of the country’s size. Large countries with a large domestic market are commonly considered to be relatively speaking self-sufficient and therefore the larger the population the smaller the expected level of international trade. 
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 - Distance in kilometers between the examined country’s and its partner’s capitals. The distance between two countries directly affects transaction costs. 

In our research we add a set of four dummy variables to the basic gravity model, as described below:
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 - A major non-tariff barrier to trade is language. Since Arabic is an official language in all of the discussed countries except Turkey, we use a dummy variable receiving the value of 1 if Arabic is an official language in the partner country and zero otherwise. For Turkey, which is not an Arab speaking country the dummy variable Arabic was replaced by the variable OIC that receive the value 1 whenever the partner country is a Organization of the Islamic Conference member and 0 otherwise. 
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 - A common border is expected to increase trade between two countries since it makes trade transactions more feasible. We define a dummy variable that receives the value 1 whenever there is a border between the examined country and its partner. 
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- Mediterranean countries are expected to trade more with each other due to cultural similarity, in addition to the fact that access by sea considerably reduces merchandise transaction costs (one should notice that Jordan does not have direct access to the Mediterranean). The dummy receives the value 1 whenever the country is a Mediterranean country.
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- A Free trade agreement leads to the elimination of tariffs and therefore reduces transaction costs and increases trade. The dummy received the value of 1 whenever the FTA was in force more than 3 years during the examined period. Only Turkey and Israel were parties to FTAs in the discussed period.  

Two countries are absent from our regression. The first is the Palestinian Authority for which its geographical distribution of exports and imports is not available. The second is Israel for which the econometric results were extremely poor and only one independent variable was found to be significant. Yet, the potential of foreign trade of these two with other countries can be drawn from the latter estimation, except of course between Israel and the Palestinian Authority.  

Results 

Table 2 summarizes our results as to the inter-regional exports and imports potential and compare them to the actual average 1995-2001 trade data.  Each cell contains the trade potential of each country with all other countries based on the regression result for the discussed country and the sum of all trade flows which were estimated by the regressions for the other countries. As mentioned above, because we did not have regression results for Israel and the P.A., in the relevant cells only the partner country's regression results appear. The actual trade figures also contain both the reports of country Y and country X. One should notice the large discrepancies, which could partially be explained by the differences between CIF and FOB but also by the different methodologies used by the different authorities and the insufficient coordination between them.  

Total inter-regional trade potential according to our results is $5.0-$6.5 billion. Yet, average trade from 1995-2001 was no more than $2.3-$3.6 billion. The exports potential of all countries in the region to other countries in the region is larger than the actual exports. One exception is Turkey, whose actual exports to other countries in the region is similar to its exports potential. The imports potential of all countries in the region from other countries in the region is larger than the actual imports as well. The only exception once again is Turkey, whose actual imports to other countries in the region are similar to its imports potential.

These results are contradicting Ekholm’s et al. findings in the mid-1990s. Ekholm et al. in a comparison of the potential to actual inter-MENA trade values using gravity equations discovered that most countries seemed to trade with other MENA countries in volumes that corresponded to their predicted values. One exception was Israel whose export potential to other MENA countries was 4.9 times greater than its actual trade volume (Ekholm, K, Torstensson, J. and Torstensson, R, 1996). According to our estimations, Israel’s export potential to other countries in the region is approximately 3 times greater than actual exports. This can be explained by the fact that Israel’s trade with other countries in the region has substantially increased since the mid-1990s.    

Table 2: Inter- regional trade and trade potential

(USD million)


Exports
Imports

 
Potential
1995-2001
Potential
1995-2001

Egypt
560.7-924.9
397.8-523.6
704.9-967.7
229.2-566.3

Israel
1,705.8
491.9-714.5
1,859.2
296.5-363.9

Jordan
398.2-479.3
219.5-311.2
127.4-231.6
89.9-170.0

Lebanon
828.8-963.8
245.7-527.6
202.2-547.6
80.4-338.8

P. A. 
110.5
--
43.2
--

Syria
721.1-1,294.0
371.2-714.9
724.7-896.8
345.3-700.4

Turkey
670.8-1,019.7
619.7-855.9
1,334.3-1,951.9
1,304.5-1,508.3

Total region
4,995.9-6,498.0
2,345.8-3,647.7
4,995-6,498.0
2,345.8-3,647.7

Sectorially, we tried to figure out where the potential of trade seems higher using RCA indexes. In the food category Lebanon, Syria and Turkey are the countries having the highest export performance indices.  The three countries’ high indices are common in fruits and vegetables.  Additionally, Lebanon and Turkey have very high RCA indexes in non- manufactured tobacco.  In the field of crude materials, Jordan has the highest index in fertilizers, Lebanon has high indices in worn clothing, ferrous waste and non-ferrous base metal waste, while Syria has high indices in cotton and fertilizers and Egypt in cotton and in stone, sand and gravel.  Egypt and Syria have high RCA indices in petroleum products.  In the field of animal and vegetable oils Egypt, Jordan and Lebanon have high RCA indices in different subcategories.  The chemical products category shows high RCA indices in almost all countries in consideration except in Syria. Inorganic chemicals have high RCA indices in Egypt, Jordan, Lebanon and Israel; metallic salts in Jordan and Israel, medicinal and pharmaceutical products in Jordan, Lebanon, Israel and Turkey; soap and polishing preparations in Egypt, Jordan, Lebanon and Turkey; fertilizers in Egypt, Jordan, Lebanon and Israel; plastics in Egypt, Jordan, Lebanon, Israel and Turkey. In the field of basic manufactures, Egypt and Turkey are the countries having high RCA indices in most products. Egypt shows high RCA indices for several textile products and aluminium.  Turkey’s export performance in textile products is the highest in the region both in terms of quantity of products and in terms of the value of the RCA index.  Additionally Turkey is also highly performing in the export of iron and steel products.  To be noted also in the field of basic manufactures is the high export performance of Jordan and Lebanon in lime and cement, and that of Israel in pearls and precious stones. 

The machinery and transport equipment category is the poorest category of the region.  Israel has the most advantageous situation in this category, having high RCA indices in telecommunication equipments, electro-medical apparatus, aircraft an in some other electrical machinery. Turkey has high RCA indices for TV receivers, household type equipments, electric distributing apparatus and road vehicles and aircraft.  Jordan and Lebanon have some comparative advantage for some special machinery and electrical equipment while Egypt and Syria have no comparative advantage at all in this category.

The potential for intra- and inter-industry trade among the Mashrek countries, Turkey and Israel.          

The Concept of Intra-industry Trade

Intra-industry trade is defined here as a situation in which countries simultaneously export and import products of the same industry.  While inter-industry trade based on comparative advantage is larger when the difference in factor endowments between countries is greater, intra-industry trade is larger between economies of similar size and factor proportions.  In other words, the trade between countries with similar levels of economic development is expected to be “intra-industry” in character.
  The most common indicator used to masure intra-industry trade is the Grubel- Lloyd index.  

The formula for the Grubel-Lloyd index is:

T= 1- (((X-M()/(X+M)( ;

where T is the Grubel - Lloyd index for intra-industry trade, X and M are respectively the values of exports and imports of a particular industry and the vertical bars indicate the absolute value. T=0 when a country only exports or only imports the good in question, meaning that trade is inter-industry in character.  T=1 when exports and imports of a good are equal, meaning that all trade is intra-industry. The value of T is practically between 0 and 1. When it is approaching unity, the level of intra-industry trade is increasing, when it is approaching “0”, the level of intra-industry trade is decreasing.

Intra-industry Trade in the Region

An analysis using Grubel- Lloyd index shows that a considerable number of products for Israel, Turkey and Jordan have intra-industry trade characteristics. Israel’s intra-industry trade with the rest of the world is concentrated mostly in high-tech products such as various kinds of electrical machinery, aircraft, measuring instruments and some chemical products.  Turkey’s intra-industry trade is mostly concentrated in primary manufacturing such as tobacco, textile products, iron and steel products, although she has high G-L indices for TV receivers, aircraft and ships and boats.  Jordan’s intra-industry trade has some mixed characteristics. It shows G-L indices higher than unity for low and medium – tech products such as manufactured tobacco, medicinal and pharmaceutical products, paper, textile, iron and steel products, but also for some high – tech products such as electric apparatus and distributors and household type equipments. Another point to note is that Jordan’s G-L indices are considerably lower that G-L indices of Turkey and Israel.  Lebanon’s trade with the rest of the world is mostly inter-industry trade.  Only soap and cleansing preparations, paper board, lime and cement, printed matter and jewellery product groups are subject to intra-industry trade.  Egypt’s two products which are found to be subject to intra-industry trade are textile yarn and articles of plastic, while Syria’s only product subject to intra-industry trade is found to be woven fabrics.We found that most of the trade of  the countries of the region is done with the EU, US and Japan. In order to determine the structure of the region’s trade with these countries, we calculated intra-industry trade indices with the cited countries.   The analysis of the trade flows of Israel, for Turkey and for Mashrek countries are given separately, to show more clearly their different trade patterns.   

The trade between Israel and EU is found to be intra-industry for different kinds of products, while the trade between Israel and USA is found to be intra-industry for only high tech products.  The trade between Turkey and EU is found to be intra-industry for low and medium tech products, while Turkey – US trade is intra-industry for mostly low and medium tech, but also for some high tech products such as several industrial machinery and transport equipments.   EU - Mashrek trade, and US- Mashrek trade is found to be generally inter-industry.  As what regards for Japan there are no big differences in its intra-industry trade patterns between Israel, Turkey and other Mashrek countries.  The sole difference is that Israel and Turkey have significantly higher indices than other Mashrek countries.

The potential for trade between Mashrek countries, Turkey and Israel

We tried to analyse the existing trade situation in the Mashrek region.  Based on the results obtained in the last sections, we discuss now the possible changes in the region’s trade situation if economic ties between Israel, Turkey and Mashrek countries grow stronger. To make an assessment of the potential for trade likely to develop in the region, we will apply an approach used formerly by Arnon, Spivak and Weinblatt in 1996 in an article in The World Economy. Accordingly, one way of evaluating the potential for trade between countries is simply to compare the composition of the countries’ exports and imports.  The underlying economic logic of this is the assumption that the composition of a country’s exports represents its supply of exports, while the composition of its imports reflects its demand for imports.  An examination of the composition of trade between countries reflects a situation- at a given point in time-which arises from their specific demand patterns, classical comparative advantages, product differentiation, economies of scale, etc.  The picture thus obtained, which is accurate only for a given situation, is static.  Nonetheless, the most informative basis for assessing the short term potential for trade is an analysis taking the existing situation as its point of departure.

Table 3 is prepared for this purpose.  It summarizes the export and import structure of each country in consideration. 

TABLE 3: Summary Table of the Principal Export and Import Items

Code
Product
Egypt
Jordan
Lebanon
Syria
Israel
Turkey

054
Frozen&fresh vegetables

X
M




057
Fruits and nuts


X
X

X

334
Petroleum oils
X
M
M
X
M
M

541
Medicinal&pharm.prod.

XM
M


XM

651
Textile yarn
XM


XM
M
XM

667
Pearls&stones


X

XM


67
Iron & Steel
M
M

M
M
XM

684 
Aluminium
X

X




761
TV receivers

X
M

M
X

764
Telecom. Equip. parts and acs.

XM
M

XM
M

776
Thermionic valves




XM


792
Aircraft
M



X


843
Men’s clothing knitted
X




X

892
Printed material

X


X


893
Plastic articles




X


897
Jewellery


X




Source:  Ellaborated by the authors based on  UN data , 2002.

In the first column of table 3 we have the products that are principally traded by these countries, while in the first row we have the countries in consideration.  The letter “X” in any cell indicates that the product in question is one of the main export items in the country in question, while the letter “M” in any cell indicates that the product in question is one of the main import items in the country in question.  If any product group is principally exported by one country, and the same product group is principally imported by another country, the possibility of potential inter-industry trade arises. 

The Potential of Inter-industry Trade in the Region

To make a rough estimation for the potential of inter-industry trade between the countries in the region we will analyse in each row the X and M letters.   This analysis tells us that frozen and fresh vegetables are one of the main export items of Jordan, while it is one of the main import items of Lebanon. Therefore, a possibility of inter-industry trade arises between Jordan and Lebanon in the field of frozen and fresh vegetables.  The same logic tells us that a possibility of inter-industry trade arises between Jordan and Lebanon, and between Lebanon and Turkey in the field of medicinal and pharmaceutical products.  Textile yarn is one of the most traded products and it creates possibility of inter-industry trade between Israel and Egypt and/or Israel and Turkey. Telecommunication equipment can be one of the key products exported by Israel to all other countries in the region. Aircraft may be another item subject to inter-industry trade between Israel and Egypt, and iron and steel between Turkey and all the other countries in the region. Petroleum oil being one of the main export items of Syria and Egypt, give room to inter-industry trade between them and the remaining countries in consideration.

The Potential for Intra-industry Trade

The existence of potential intra-industry trade in the region can be analysed by determining the countries which are both principal exporters and importers of a given product category since by definition intra-industry trade is concerned with the simultaneous export and import of a commodity by a given country.   

Table 3 indicated that the possibility of intra-industry trade in the region is limited.  

One such possibility arises between Jordan and Turkey in the field of medicinal and pharmaceutical products.  A more detailed analysis suggests that it is possible for Jordan to export “medicaments containing substances other than antibiotics” (54179) to Turkey, while it is possible for Turkey to export medicaments containing antibiotics (54171) to Jordan.

Another area of intra-industry trade in the region arises in the field of “textile yarn” (651) between Egypt, Syria and Turkey, since all the three countries are exporters and importers of textile yarn.  When we go into deeper analysis of 4 and 5 digits, we can see the very similar export and import structure of these countries in “the textile yarn” category.  For example all the three countries are exporters of “cotton yarn” (6513) and all of them are importers of “yarn 85% of synthetic fibres”(6514).  Turkey is both exporter and importer of 6514. Therefore when we analyse the 5 digits category, we can see the possibility for Turkey of exporting “yarn 85% of synthetic fibres non textured of continuous of polyamide” (65142), both to Syria and to Egypt.  This analysis tells us also that Egypt and Syria have no chance to export “cotton yarn” to Turkey, their only export item in this field, since Turkey is also an exporter but not an importer of it.

Telecommunications (76) is another product category subject to intra-industry trade.  “TV receivers” (761) and more specifically “colour TV receivers” (7611) is an export item for Turkey and Jordan, while it is an import item of Lebanon and Israel. “Telecommunication equipments parts and accessories” (764) is both an export and import item for Israel and Jordan, while it is an import item for Turkey, Egypt and Lebanon.  Therefore it is possible for Turkey and Jordan to export “colour TV receivers to Israel and Lebanon and to import “TV, radio broadcasting”(7643) and “parts for apparatus”(7649) from Israel.

It should also be pointed out that these assessments are based mainly on the existing composition of exports and imports, representing a given supply of exports and demand for imports.  As cited formerly, the picture given is static and completely disregards dynamic processes which may develop with time.

The scenarios for both inter-industry and intra-industry trade can be valid if and only if an environment of sustainable peace can be obtained in the region.

Trade in Services: a Regional Overview 

Trade in services has become a central pillar of modern economic activity. Their role in the economy is reflected not only in regards to the amount of people employed in services, or to the amount of income resulting from services activity, but also to the number of internationally traded services sectors, their modes of supply
 and their share in the nation's GDP. In the year 2000, services contributed 64 percent of world GDP, an increase of 12 percent over a decade. (WTO, 2002). On a national level, services are becoming more and more dominant, as their share in countries' GDP reaches more than 70 percent in developed countries, and 20 percent to 60 percent in developing countries (Adlung, 2002a).

In ancient times, the Mediterranean Basin was a region where various services, such as distribution, maritime as well as other transportation services, tourism and travel services prospered under the changing hands of the empires that dominated the area. This however, radically changed in recent times and despite their key role in the countries' GDP and employment structures, the potential of international and regional trade in services is far from being realized, as very little trade in services occurs in the region as a whole, and among the Mashrek countries in particular. 

According to table 4, services accounted for more than 50 percent of all countries' GDP in the year 2001. The average annual growth of services' output was also relatively high and is a reflection of a long term trend of growth in this segment of the economy. Most noticeable is the significance of services' added value to GDP in comparison to the industry's added value. In Jordan for example, services accounted for 73 percent of added value in 2001 while industrial added value accounted for only 25 percent.

Table 4: The Service Sector in 2001


Share of services in GDP (%)
Growth of output in services (average annual % growth)
Value added by services (% of GDP)
Value added by industry (% of GDP)

Egypt
50
4.5
49
34

Israel
70
n.a.
73.3*
20*

Jordan
73
5
73
25

Lebanon
66
4.1
66
22

Palestine
66
n.a.

n.a.

Syria
50
4.6
46
30

Turkey
61
3.7
59
25

* Data for 2000

Source: World Bank, 2003, World Bank 2003b, EUROSTAT, 2001 


Mashrek countries hardly trade internationally and intra-regionally. This is extremely significant given the key role services play in these economies, the reason being that trade in services in these countries suffers from numerous barriers, which restrain the ability of the service sector to become more efficient and competitive. Although to a certain extent, Turkey and Israel are exceptions to this rule, as both are ranked among the 30 leading world exporters and importers of commercial services (WTO, 2000), they are nonetheless also underperforming. 

Table 5: Mashrek's structure of trade in services (2000)

 
Commercial Services exports ($ Millions)
Exports of goods ($ Millions)*
Commercial Services imports ($ Millions)
Imports of goods ($ Millions)* 
Trade balance in commercial services ($ Millions)

Egypt
9687
7061
7161
15382
2526

Israel
14260
30837
12149
34187
2111

Jordan
1689
**1381.9
1485
**3292
204

Lebanon
n.a.
715
n.a.
***6207
n.a.

Palestine
n.a.
n.a.
n.a.
n.a.
n.a.

Syria
1481
5146
1468
3723
13

Turkey
19232
31664 
7620
54041
11612

 
Transport services exports (% of total services)
Travel services exports (% of total services)
Other services exports (% of total services)
Transport services imports (% of total services)
Travel services imports (% of total services)
Other services imports (% of total services)

Egypt
27.3
44.9
27.8
30.9
15
54.1

Israel
17.4
26.8
55.8
39.4
23.1
37.5

Jordan
17.7
47.1
35.2
38.6
23.9
37.5

Lebanon
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.

Palestine
n.a.
n.a.
n.a.
n.a.
n.a.
n.a.

Syria
16.6
73.1
10.3
47.5
45.6
6.9

Turkey
15.4
39.7
44.9
36
22.5
41.5

* Exports and imports of goods are calculated f.o.b

** Figures for 1999

*** c.i.f.

Source: World Bank, 2002, IMF, 2002

Trade Potential

The theoretical framework applied here for exploring the potential for trade in services between the Mashrek countries, Turkey and Israel is the theory of comparative advantage and specialization,
 which takes into account the macroeconomic performance and overall living standards on a comparable basis between nations. According to traditional comparative advantage theory, a nation will export those products or services where its labour productivity is relatively high to its labour productivity in other goods and services (Helpman, 1999:122). Several techniques were developed over the years to calculate specialization and comparative advantage patterns. However, since most of the indices developed utilize trade statistics, such an application may prove to be impossible in the case of services exchanged among Mashrek countries. The reason for that is that trade in services’ statistics in the region are rather poor and hardly provide data on neither the services traded nor their destination or measurements of inflows and outflows.

Hence, our measurement of comparative advantage and trade potential, is inspired by the Heckscher-Ohlin Model. According to the Heckscher-Ohlin Model, international trade is a result of differences in the relative abundance of production factors and resources among countries. Therefore, a country will export the commodities (or services) that are intensive in the production factor (or resource) in which the country has relative abundance in comparison to other trade partners. According to this model, international trade is the outcome of indirect trade in production factor services. Given a country's relative production factor endowment, it is possible to identify and predict its exports in a state of free trade. Measuring comparative advantage in the various services sectors can be calculated by identifying production processes and characteristics of specific services, followed by the measurement of relative abundance of corresponding production factors and resources in countries under focus.

Restrictions and barriers to trade in services are abundant in all service sectors across the region, and in particular they protect key sectors that are essential for economic development. These restrictions, which come on the forms of quantitative restrictions, price-based instruments, standards, licensing and procurements requirements, discriminatory acess to distribution networks and FDI restrictions,
 block the possibility of trade enhancement among the region's countries and vis-a-vis the rest of the world, limit competition and depress prospects of efficiency and competitiveness. 

Until today, only Jordan, Egypt, Turkey and Israel have become World Trade Organisation (WTO) member states and adhered to the General Agreement in Trade in Services (GATS) dedicated to eleminating barriers to trade in services. Careful examination of these countries' GATS commitments, reveals that with the exception of Jordan, very limited sectorial level of commitments was taken. Moreover, it confirms that numerous barriers to trade still remain also in the sectors in which commitments were taken and in all forms of restrictions.

Identyfing existing barriers to trade in services is essential for the liberalisation of trade in the region and for the selection of the best policy tools that can maximise the trade potential. Given the broad range of trade restrictions in WTO and non-WTO Mashrek countries, as well as the extent of harmonisation and legislation convergence required, it is not likely to envisage in the near future regional integration in services that will substanially go beyond the GATS.
 For that reason, we focus on certain possibilities for trade potential on GATS commitments level basis, under the assumption that those countries that are not WTO Member states will become so. Our analysis of trade potential suggests four backbone services (information and computer technology services, financial services, transportation services and health services), which liberalisaton will have a synergetic effect on other sectors, and can enable the right environment for the nurturing and facilitation of export capacity in other services, and facilitate and enhance investment attractiveness, create employment opportunities and strengthen the private sector's capacity, as well as reduce government involvement and expenditures, thus allowing a better and efficient resource allocation.   

Information and Computer Technology services:

With the exclusion of Israel and Jordan, Mashrek countries have not yet turned into ICT services exporting countries, although some of them have the human resources and capabilities to become such (World Bank, 2003a: 154). This conviction is supported by  an analysis of the Networked Readiness Index,
 which clearly indicates Israel's relative advantage in this sector, but also shows a potential for Turkey and Jordan.

Removal of trade barriers on imports of ICT services and ICT related services can enhance the ICT export capacity of Turkey, Jordan, Lebanon and Egypt, which although still underperforming in this sector, have substaintialy improved their domestic ICT services markets. Egypt produces and exports software packages to the Gulf states, as well as remote education and offshore engineering, and is considered to be a regional software content hub, with 80% of its software exported to Arabic countries. Jordan exports a wide range of data conversion services, and enjoys relatively well educated labour (Ibid.). The Lebanese software industry has advanced in recent years and improved its competitiveness and market penetration, among other things due to private sector's capacity building and collaboration initiatives. Lebanese companies are involved in software services, telephony integration and voice-software and website solutions. Israel is one of the world leading exporters of  ICT and ICT related services, driven mainly by its software industry. Data security and internet-related software play a significant role in Israel's software export structure. Turkey is a net importer of ICT services, mainly due to the lack of infrastructure, government ownership and government provision of key services, as well as high costs on internet-access which depress local demand. Although not likely to change in the near future, several initiatives were launched for the improvement of infrastructure, encourgement of ICT research and development and improving ICT education. 

Opening markets in ICT can leverage companies' capacity to obtain greater market shares thus enabling them to transform their small and domestic market oriented present structure. One major area to be tackled in this context is the removal of barriers to the movement of natural persons, which is a vital component for the enhancement of technological transfer and commercial presence.
 The elimination of trade barriers on ICT services trade in the region can have additional external positive effects. ICT services can be exported to other Arab speaking countries, and Mashrek countries can benefit from the expanding trend of outsourcing professional, back-office and administrative services from developed countries into lower-cost offshore markets. Free trade would benefit Israel most which would likely become a net exporter to the region, insofar as language is not a barrier. Given Turkey's present infrastructure and readiness it will remain a net importer, and Jordan, Egypt (and Lebanon to a lesser extent) will import from Israel, but will export and intra-trade with the other countries. 

Transport services:

Transportation services encompass land, maritime and air transport, and their capacity and efficiency have a profound overall impact on the economy as they serve as infrastructure for the facilitation of commodity trade, tourism, investment, labour market mobility and other services and sectors of the economy. The degree of efficiency, reliability, costs and flexibility in transport services, which are of utmost concern to those utilising these services, depends on the regulatory environment and organisation in this sector (Muller-Jentsch, 2003: 43).

Road and Rail Transport

Trade liberalisation in this area gives scope to a wide and diverse range of economic activities ranging from freight transport to passenger transport (WTO, 2001: 501-503). Roads are the main infrastructure for freight and passenger transportation in all countries. The trucking industry is rather competitive in most countries and is largely owned by the private sector. The opening up of borders, coupled with further deregulation, harmonisation of standards
 and liberaliation of right of establishment and cabotage, gives scope to large intra-regional trade in haulage and passenger transport services (Muller-Jentsch, 2002). 

Syria, Turkey and Egypt have a comparative advantage in passenger transport, and are more likely to export passenger transport services to Lebanon, Israel, Palestine and Jordan (Eurostat, 2003). Such a comparative advantage can enhance  tourism services in the region and can facilitate the development of sophisticated intra-regional tourist packages, as well as allowing a cheap alternative for religious tourist services.

Turkey, Syria, Egypt and to a lesser extent Israel, have a comparative advantage in the case of haulage services. The removal of trade barriers in this sector can enhance the flow of goods in the region and is especialy important for efficient connection between airports and sea ports. The facilitation of haulage trade between the Mashrek countries, Israel and Turkey, depends also on simplification of customs. Reducing procedures and forms at borders, more transparency, using of electronic systems and simplification of nomenclature are crucial for transport facilitation. Until today, only Lebanon, Israel and Turkey have undergone such a reform (Ibid).

Opening up of trade restrictions in rail transport services can have a positive impact on costs and costs advantage over road transport, in particular for long distance land transport (Ibid.). Connection of railway networks
 can lead to major freight costs reduction, as well as the facilitation of passengers movement in the region and outside of the region. The linkage of efficient railway and maritime transport can maximise the region's capacity of once again becoming a central international trade route where goods originating in the Far East can be shipped through the Red Sea and Suez Canal and then carried by rail to Mediterranean ports for re-shipment to Europe.

Maritime transport

Maritime transport in the Mashrek countries is extremely underperforming due to major restrictions on trade, inefficiency, high costs and low private sector participation. Elimination of trade barriers could thus promote exports, raise local standards to international level, improve efficiency and competition, lower costs and integrate the region into global production networks. 

Trade liberalisation in this sector matched by regulatory reform and customs reform can lead to efficient competition between ports and service suppliers. Egypt for example can turn its Port Said Port into a regional container port, while Palestine and Israel can develop feeder shiping into their own local ports. Similar patterns of trade can develop among Lebanon, Syria and Turkey. Jordan's Aqaba port can serve Israel, thus allowing the latter to make better resource allocation of its limited land in Eilat for Tourism. Competition between ports combined with connection of ports to rail and road transport can facilitate regional trade. The ports of Gaza, Ashdod and Haifa can serve southern Syria and Jordan for example. Liberalisation can also lead to intra-regional passengers maritime transport and have positive implications on both intra and inter regional tourism. It can also lead to trade in services such as warehousing, maritime insurance and banking. 

Air Transport

Air transport services are dominated by state-control and ownership, with the minor exceptions of Turkey and Israel where some competition and reduction of state-ownership was introduced, and Palestine which does not yet have an air transport sector. Given the small domestic markets for air transport (with the exclusion of Turkey), most gains from trade liberalisation can be achieved in international air transport of passengers and freight (cargo transport is one of the fastest growing sub-sectors of air transport). Liberalisation should be aimed at air transport and auxiliary services, such as ground handling and airport management. Greater competition through the liberalisation of air transport markets can allow Mashrek countries higher stakes in the carrying of goods with high value to weight  ratio, perishable products and access to production-sharing networks, just-in-time methods and supply-chain management (Ibid.). Since the liberalisation of air transport is a sensitive area for reform, due to the sector's structure of holdings and ownership, employment and association with national security, liberalisation can be better achieved on a bilateral agreement basis or a regional air service agreement, as was done in the European Union.
.
Turkey, Egypt and Israel have a clear comparative advantage in passenger air transport services (Eurostat, 2002). This is reflected by the levels of passengers transports and the number of airports which host more than 100,000 passengers per year. Turkish, Israeli and Egyptian airports can tbe ransformed into regional passengers transport centres for Lebanon, Jordan and Palestine. Liberalisation matched with privatisation and deregulation can lead into competition between airlines in the region and drive prices down, thus not only encouraging regional trade but also transit passengers aviation. 

Tukey, Egypt and Israel hold the same comparative advantage vis-a-vis other Mashrek countries in freight air transport. The amount of tonnes of freight and mail shipped through their airports, as well as its annual average growth exceed by far those of the other countries (Ibid.). Liberalisation allows much scope for freight and cargo transport, especially for those countries, thus enabling just-in-time transport and other types of cargo to the rest of the region. Liberalistion will also lead to better competition with other modes of transport mentioned previously, which will drive specialisation processes and enhance effiency. 

Financial services:

Lebanon, Jordan, and Israel seem most likely to benefit from regional liberalisation of banking trade, as their developed and relatively open banking infrastructure has led to a greater competitiveness of their private banking sector. Trade liberalisation will enhance competition, thus allowing access to finance at competitive costs, expand firms' capacity and export opportunities, enhance efficiency through foreign banks participation, create spillover effects of modern financial techniques and benefit small and medium enterprises (World Bank, 2003: 171-173).
 Liberalisation of trade can also allow reaping economies-of-scale, introducing new financial products, allow investors to hold more diverse portfolios, raise governance standards and risk diversification (Muller-Jentsch, 2003: 50-55). It is most likely that Lebanon, which used to be a major financial centre in the Middle East, Israel and Jordan, will become net exporter of financial services to the other countries of the Mashrek, including Turkey. The potential of banking services can encompass deposits, lending (in particular for commercial financing), financial leasing and trading, money transfering, and trading of various sorts (such as exhange rate and interest rate instruments). 

Given Egypt and Turkey's comparative advantage in certain aspects of maritime transport services, they are likely to export maritime insurance to the rest of the region. Other types of insurance, such as life or health insurance will probably be exported by Lebanon and Israel. 

Large scope also exist in the securities market. Dual registraton agreements between stock exchanges, in particular vis-a-vis the Lebanese and Israeli bourses and removal of financial trade barriers can lead into growing trade in all sorts of financial instruments, such as derivative products, securities and other negotiable instruments and financial assets. Lebanese and Israeli companies can export under-writing, agent placement, money broking and investment management and consultancy services. Closer integration of financial markets will also help foster regional trade by expanding the private sector's capital raising capacity in the open markets. 

The prospects for regional trade in financial service will grow with the spread of ICT services, that will allow customers and suppliers better accessability and compertition. Although, a potential net exporter of financial services, Israel is likely also to consume financial services from other countries, like Jordan, Lebanon and Egypt, as the use of the Arabic language can be an incentive for Israeli Arab consumers. Intra-service trade will also develop among Lebanon, Israel and Jordan as sophisticated customers will try to maximise their profits with further markets liberalisation.

Health services:

Based on an analysis of health services production factors structures, Israel and Lebanon have a comparative advantage in producing health and social services (The World Bank, World Development Indicators, 2002). Given the geographical proximity, Israel and Lebanon will specialise in exporting sophisticated and expensive health services and can serve as regional medical centres, open for patients from the other countries, which can also become regional physicians training centres. Another possible avenue of trade export potential for Israel and Lebanon is e-health services, where medical treatment can be physically given in one country and analysed in a different country. Since analysis of medical tests and other examinations is rather costly and depend on expensive equipment and highly skilled labour, opening-up for competition of the regions' health markets for cross-border supply of e-health services can result in cost reduction, better efficiency and faster treatment. Intra-service trade can also develop in this field between Lebanon, Jordan and Israel in particular in distance surgeries services.

Egypt, Tukey, Syria, Palestine and Jordan can export nursing and care services, which for example can substitute the already existing large import of such services by Israel from the Philippines and Romania. Palestine and Jordan can export dental services to Syria and Israel.
 Egypt is already importing ophthalmology services from Turkey, and the latter can extend its exportation to other countries such as Syria and Jordan. Health tourism is another area where health services can be supplied coupled with tourism and recreational services. Syria, Jordan and Israel have a strong potential of exporting health tourism services, as healing springs are located along the shores of the Dead Sea and the Sea of Galilee.
 Regional cooperation in this field can be achieved by Syria, Israel and Jordan at their triple border jointment, for the establishment of a major health and tourism centre. 

Cooperation in Infrastructure among the Mashrek countries, Turkey and Israel

Physical infrastructure is one of the main factors, which determines the level of development of a country, the quality of life of its people, the stage of integration of its markets domestically, regionally, internationally and globally. It is crucially important that a country undertakes the necessary new investment in infrastructure as well as its updating. Completing its roads, rail roads, harbors, airports, water systems, electricity, telephone and internet connections should enable to built up its productive sectors and prepare decent living conditions for its people in both urban and rural dwellings. 

Beyond the role of infrastructure as a main human development indicator, projects, investments, maintenance and services of infrastructure provide opportunities for employment and technology implementation for the people of a country. Modernization penetrates into deep traditional culture by means of various infrastructure investments. Infrastructure investments have potentialities to provide a natural leeway for proliferation and diffusion of knowledge, information and skills.

Establishment, maintenance and utilization of standards for infrastructure, which are developed, adjusted to, and absorbed, further affects lives of people. Concepts such as public safety, efficiency, governance, 24-hour servicing, security, protection of minors from abusive publications, broadcasts and networks become by-products of developing modern infrastructure . Therefore, depending upon the type of infrastructure investment, a series of spillover effects can take place. If cooperation between the ME countries in infrastructure were to take place in many areas, revival of economic activities in the sub-region is likely to nourish prosperity, and peace.

The idea behind improving physical capacity building in infrastructure within and between the countries of the MNM is to accelerate development in respective national economies and to create interdependence among them so that they cooperate in other areas in the sub-region. 

Cooperation in development of physical infrastructure may offer lots of opportunities to the countries of the MNM. Inadequate infrastructure is one of the main factors, which contributes to the failure of economic integration efforts in the region as well. Therefore, if physical infrastructure were to be completed, assuming that all other political and social conditions were also to be satisfied, the ME may also enjoy the benefits  of economic integration. 

Having governments involved in infrastructure projects, is also a precondition since infrastructure projects almost always involve high costs. Under the implicit assumption that intensive efforts of building infrastructure do not induce excessive public deficits to destabilize economies, promote corrupt public practices, infrastructure investments in the region should be expected to produce restructuring and technical advancement. Private sector participation in infrastructure projects is usually rare in the countries under focus. However, in many areas of infrastructure from power generation to transportation, telecommunication, water sanitation, and environment, private sector participation may promise more efficient methods of providing services to establish links between the regional economies and to improve lives of people. 

Efficient infrastructure is not only a regional or sub-regional necessity for the Middle East but it is also an essential way to integrate it to the global economy. When countries lack quality infrastructure, manufacturing sectors cannot advance, and service sectors cannot function at all. Without well-functioning infrastructure, countries have difficulty in attracting domestic and foreign investors, as poor and inefficient infrastructure creates high costs. Moreover, it is not possible for the regional economies to integrate with the rest of the world through international trade when transportation and telecommunication facilities are not sufficiently advanced.

The investment needs in the region for infrastructure was estimated as $300 – 350 billion between 1997 and 2006.
 Therefore pooling of financial funds, expertise, and technical know-how is needed. If pooling of funds can be done through a commonly agreed upon sub-regional supranational authority to finance infrastructure investments, waste and/or duplication of expenses will be avoided. Cost minimization through scale economies is to be expected from cooperation. Countries, which have comparative advantage in undertaking infrastructure activities, may provide low-cost and high quality services. 

It is theoretically possible to recruit companies of  countries in the region (e.g. as Egyptian, Turkish, Syrian and Israeli companies) in joint ventures to conduct construction of various infrastructure projects such as roads, railroads, airports, harbors and port facilities, irrigation and desalination plants, pipelines and refineries, power plants, electricity power grids, hospitals and schools. Joint ventures of companies in infrastructure are likely to induce trade in goods and services, and generate other trade-related investments among the participating countries in such projects. Therefore cooperation in infrastructure projects should be regarded as an indispensable source of inter-regional coherence.

There are legal and institutional instruments of cooperation for capacity building in infrastructure among the countries of the Near East. The legal fundamentals of capacity building in infrastructure are treaties, which are signed and ratified at bilateral and multilateral levels between the MNMCs. The institutions vary from inter-Arab professional unions to financial institutions such as the Arab Monetary Fund, Islam Development Bank and country funds, which have been established to attract development funds for the country in question. There are also institutions, which have been designed to implement an infrastructure project. Joint venture firms in construction, transportation, electrification and desalination areas have also been actively involved in undertakingjoint projects.   

Examples of Cooperation in Infrastructure in the Near East
Cooperation in the area of physical capacity building in infrastructure as an   example of sectoral cooperation has taken place in agriculture; building of connecting roads, harbors, railways, flight routes, completion of telecommunication lines and networks.  

Examples of cooperation in different areas of infrastructure are given below:  

Table 6: Examples of Projects for Agricultural Infrastructure
Projects


Partners

SEAP*

Transfer of Irrigation Technology, Animal Husbandry,

Vegetable Seed Production

Education and Training in irrigation and fertilizer use.

_________________________________

Irrigation and Agro Production

__________________________________

Irrigation and Agro Production


Turkey- Israel :          A few Israeli firms are currently active in irrigation projects in Turkey. They also got involved in irrigation equipment; production and irrigation systems, agricultural and medical equipment production, and seed and fruit juice concentrate production.
 (since 1995)

Turkey – Jordan

Jordan -Israel

   * South Eastern Anatolia Project

Table 7: Examples of Projects for Joint Transport and Telecommunication         Infrastructure

Projects
Partners

The Horizon 2000 (an integrated sub-region  restructuring program)

The Haifa-Irbid-Dead Sea-Red Sea railway line, a freight transport facility is to connect the Mediterranean Sea to the Red Sea.

At the regional level, the Regional Economic Development Working Group (REDWG)

3 railway lines to connect Israel with the neighboring countries. 

MED-TRANS (The MED-TRANS has many objectives such as transport data collection, upgrading of road, railway and port systems and developing common transport language.
)

Reconstruction of the old Hijaz Railway Line

Installation of two submarine fiber optic cables one connecting Tartous in Syria with Tripoli, and Beirut and Saida in Lebanon with Alexandria in Egypt


Lebanon-Syria

Jordan-Israel

Egypt, Jordan, Israel and the Palestinian Authority

Israel-Palestine-Egypt

Syria, Palestine, Jordan and Egypt in the East and to be extended to the Maghreb. 

Syria-Jordan-Saudi Arabia

Syria-Egypt-Lebanon

Table 8: Examples of Projects to Build a Common Electricity Infrastructure

Project
Partners

Interconnection of the northern utility systems of Egypt, Jordan, Syria, Palestine, Lebanon, Turkey, Iraq and Iran with the southern utility systems of the Gulf area is expected to provide significant regional energy gains.

A five-country interconnection (The $239 million interconnection between Egypt and Jordan was completed in 1998. 
 The connection was done via underwater cable between Tabqa and Aqaba.
) There is also Lebanon is already connected to Syria. The Syrian part of the project was completed at the end of 1999. Jordan and Syria are linked via 400-kilovolt cables while Jordan and Egypt are linked via underwater cable in the Red Sea.  

Linking Egypt, Syria and Jordan creates a network of a 45- gigawatt power pool.
 The Syrian-Iraqi and the Turkish- Iraqi interconnected wiring systems were completed as of 2000. The Jordanian-Syrian- Egyptian grid link was completed the same year.
  Therefore, Turkey, Jordan, Egypt, Syria, and Iraq have been fully linked by a common grid since 2002. Israel is in negotiating terms with Jordan so that it can also be a part of this vast project.


Turkey-Egypt-Jordan-Syria-Lebanon-Iraq

Egypt- Syria – Iraq - Turkey - Jordan.

The southeastern flank of the grid-linking project also includes the Gulf States. Saudi Arabia-Kuwait, Saudi Arabia- Bahrain, Bahrain-Qatar, Qatar-UAE, and UAE- Oman interconnected lines look promising among the proposed options.   

Cooperation in Production and Trade of Petroleum and Natural Gas

Sectoral cooperation in petroleum and natural gas has the potential to enable the  countries in the sub-region to have access to new technologies, exploration, drilling and production. Therefore, cooperation among these countries to explore, produce, refine and trade oil may bring beneficial outcomes. However, oil, natural gas and petrochemicals are viewed as pan Arab strategic interests in the area. Therefore, cooperation in those areas only includes Arab states,
 reluctantly includes Turkey, but excludes Israel. In most recent years there are examples of sub regional sectoral cooperation in the oil sectors as well.  Examples of existing projects are as follows.

Table 9: Examples for in Production and Trade of Petroleum and Natural Gas
Projects

The Turkish International Petroleum Company (TIPC) had been involved in the new oil field expeditions in Egypt since 1990 until 2002 when its operation licenses were suspended. Throughout the 1990s the TPIC got involved in petroleum exploration in the West Qarun, West Gebel El Zeit, and West Baharia regions.
 

Israel and Lebanon offer a potential for alternative oil export routes for the Gulf oil to the West. 
  However, the potential can only be a reality if there could be a comprehensive settlement for the Arab-Israeli conflict. Furthermore, such a peace settlement could rekindle the option for utilization of the Trans-Arabian Pipeline (Tap-line) as an alternative for oil transport.
 Nevertheless the Tap-line has not been in operation regularly since 1975. But with the possibility of a viable peace settlement reconsideration of such an alternative may be a possibility.  

Production and transfer of petroleum and natural gas as joint projects are two areas of sub-regional cooperation attempts, which exceptionally have the  involved Turkey, Syria, Jordan, Israel, Lebanon, and Egypt. A notable development has so far been transfer natural gas from Egypt to Turkey via pipeline. The protocol signed between the two countries in 1999 considers the possibility of two alternative routes for natural gas transfer, and they are as follows:

                    . By land via Egypt- Jordan-Syria- Turkey,

                    . By sea via Egypt (Alexandria) and Turkey (Ceyhan),              

Egypt, Jordan, Syria and Lebanon have been going ahead with the construction of a $ 1billion – natural gas pipeline project since June 2002 without Israel.
  In fact the talks of Egyptian gas exports to Israel were frozen in 2002. 

There is a separate contract between Syria and Lebanon to pump Syrian gas to Lebanon through a pipeline.  According to the contract, the Homs - Banias gas pipeline is being linked to the Syrian-Lebanese border via a 12-km pipeline.

 The four countries also have agreed to establish an Arab company for the transportation and marketing of the gas. Egypt has already started the construction of the pipeline, which will be running 250 kilometers from El-Arish in the Mediterranean to Aqaba in the Red Sea.

  The “Arab gas pipeline”, which will stretch 370 kilometers from Aqaba to Syria is going to be completed in 2005, and make Syrian imports of natural gas from Egypt a possibility. Gas trade is expected to reach 3.3 trillion cubic feet annually during the next 20 years if all connections are made.
 The section of the pipeline going from Egypt to Jordan has been completed. The extension of the pipeline to Syria is to be built. Turkey is also among the regional countries, which is going to benefit from this project through importing natural gas from Syria.
.



Cooperation in Environmental Infrastructure    
There are five major environmental challenges in the region: increasing water shortages, waste management, pollution and endangered ecology, preservation of coastal areas and desertification. Special environmental protection programs and common policies to monitor regional climatic change are needed. The regional water resources problem must also be treated as an environmental problem. 

 Climatic change is an imminent threat that could easily affect countries, which already have security problems among themselves.
 Among the current environmental problems, severe water- shortages, and losing of the top- soil may be aggravated by climatic change. Interim solutions to such problems include transfer of desalinated water from desalination plants of Israel and the Gulf counties to Jordan.  Sales of water may also bring temporary relief if compatible rates to desalination can be ensured. Nevertheless, because of the expected effects of global warming in about 30 to 50 years from now, instead of fighting over scarce water resources sustainable solutions must be produced to remedy potentially growing environmental conflicts in the region.
 

Environmental projects especially need full cooperation of all regional countries. Soil quality in relation to irrigation of arid lands is an important agricultural issue. All countries in the area must improve their irrigation techniques for water conservation and for preserving the quality of already problematic top- soil, especially from salination. Water management is directly related to the irrigation method employed. Although surface irrigation is the most widely employed technique, sprinkler irrigation and micro irrigation techniques are also used in countries like Jordan.
 Israel is a country in the ME, which has the know-how and experience to conserve water, and retain the soil quality with highly sophisticated irrigation methods. It is important to note that Jordan cooperates with Israel in irrigation despite the political frictions in the region.      

One of the most important developments is the establishment of the Friends of the Environment in the Middle East (FOEME) in the region. FOEME is a regional environmental organization, which brings Palestinians, Israelis and Jordanians together to promote sustainable development, to protect shared ecosystems and advance efforts for peace building in the region.
 The project aims to promote regional sustainable water management practices by focusing on conservation, efficiency and fair water allocation. It also focuses on creating educational community activities so that knowledge is shared about the importance of water conservation and responsibility for the environment to be respected under good neighborly practices. The FOEME initiative also has pollution control programs. One of the most important accomplishments of the initiative is the elimination of the phosphate dust- pollution over Aqaba, which has indeed been eliminated.
 The FOEME initiative should include countries of the Maghreb to monitor all environmental problems in the region.

Conclusion 

Cooperation in capacity building in every sphere of infrastructure may not only help in achieving economies of scale and benefits from cross-border externalities and therefore improve economic efficiency for the MMNCs, but it may also help overcome the regional obstacle of having poor infrastructure and should come before any other type of economic cooperation plan is made. Continuous cooperation in infrastructure may help the ME countries to create employment, and to accumulate knowledge and expertise.  

There are already various treaties and protocols, which have been signed and ratified at bilateral and multilateral levels to enable cooperation in capacity building in infrastructure in the region. Major regional projects include completion of regional transport and energy networks to facilitate trade cooperation. These ambitious projects also have extra regional legs to serve the Balkans and the entire East Mediterranean region. Other sector based cooperation initiatives include joint ventures in environment- friendly infrastructure especially in the area of reservoir construction, and renewable energy production. However, there are constraints on cooperation in infrastructure. First of all, the security, safety and confidence among the ruling elites must be restored and maintained, so that private sector participation in infrastructure investments be encouraged and the heavy burden on public budgets alleviated. Furthermore,  governments of the respective countries must establish the basic policy framework and facilitate initiatives of private sectors to form regional joint ventures.  

The Israeli-Palestinian conflict not only overshadows the viability of any initiative for Palestinian-Israeli cooperation for infrastructure building, but also causes destruction of existing infrastructure. Furthermore, it also prevents cooperation between Israel and its Arab ME neighbors, and makes Turkish-Israeli prospects for cooperation politically captive. As a result Israel, a country with high technology concentration is almost always excluded from projects although its expertise could make a significant difference.

On the other hand, because of existing security problems in the Near East it may not be realistic to expect cooperation in every sphere of infrastructure. Regional infrastructure projects must include Maghreb and Mashrek countries as well as Turkey and Israel.  Cooperation is the only way to make the region benefit from positive externalities of infrastructure investments. Pooling of regional funds must continue. The EU, the World Bank and the UNDP must also continue to provide funds and technical assistance to individual countries, when needed.                                                                        

General conclusions

Seen from Europe, the sub-region this paper focuses on coincides by and large to what German and Anglo-Saxon scholars call the Near East (in contrast with the more wider concepts of  the Middle East or MENA countries). As such, there is a tendency to rely too much on colonial history and travelers’ recollections of other times to draw an overall economic picture of the region. Unfortunately, this leads to stress too much the commonalties among the different economies, such as their tourism potential , the region being the berth of Western civilization; or the semi-arid character of the land. 

This paper has shown  that the economies of the sub-region under focus are extremely diverse. On the one hand,  there are some small middle-income, resource-based or service-based developing countries, such as Syria , Jordan, the PA and Lebanon. All four are small markets. On the other hand , there are three fairly diversified middle-sized emerging  economies, namely Turkey, Egypt and Israel. The latter has in some sense characteristics of an extremely open post-industrial economy, based since a decade on the development of high-tech hardware and software, but also on polished diamonds. It is by far the richest economy by regional standards and therefore a non-negligible market. However its demographic base is very small. This contrasts with Turkey and Egypt, the first economy being more diversified than the second. Both are strategically located  politically and economically, at the intersection of  important traffic sea-, air- and land lanes . Egypt  is oil- and gas-rich; Turkey is water-rich and mineral-rich.

Therefore a priori we have a collection of complementary economies, which at present are by and large not exploiting this feature. The reason is well-known: unsolved political conflicts have led to the economic dislocation of the Near East economy since at least 50 years now, although the trend towards economic disintegration can be traced back to the dissolution of the Ottoman Empire in 1918. Therefore , and again a priori, the resolution of political conflicts should lead as one of its significant secondary outcomes, the re-composition of the Near East as an economic region which would be able to exploit the complementarity mentioned above.   

We have shown  that total inter-regional trade in goods could be about twice of what it was during the period 1995-2001 for which data was collected and a gravitational model was run (from $2 to $3 billion nowadays to $5 to $6 billion after normalization of trade relations). Although in absolute terms this is very significant, one must not loose the overall perspective: If nowadays 5% of  total trade is made regionally, normalization would elevate this share to 10%. This means that the main trade partners of the countries of the region would remain the EU and the US. 

We have found not surprisingly that normalization  would make the largest difference for Israel, which could see its trade with all its neighbours increase to three times as much than at present (still representing not more than 5% of its foreign trade). But less obvious is the fact that Lebanon does not trail far behind Israel in spite of the fact that its frontiers are open for trade with all the countries of the region, but for Israel. At the other extreme it  is shown that , again not surprisingly, Turkey is exploiting its trade potential already now , since it is practicing “hot peace”  with all the countries in the sub-region (something that Jordan and Egypt do not).

Most potential bilateral trade in goods should be inter-industry in character: frozen and fresh vegetables, crude oil,  pharmaceutical products, textile yarn, telecommunication equipment, aircraft, iron and steel.  The potential for intra-industry trade appears to be limited to a few but important sectors, namely the textile, pharmaceutical  and telecommunication industries, all three easily allowing for the vertical geographical fragmentation of the production process.

Regarding trade in services, it appears that there is a huge non exploited potential for Israel of supplying the whole region with ICT (Information and Communication Technology) services. Egypt, Syria and Turkey have very significant comparative advantages to exploit  in all what concerns trade in road haulage and passenger transport services. Turkey, Egypt and Israel hold comparative advantages vis-a-vis other Mashrek countries in air cargo services.  On the other hand , Lebanon, Israel and Jordan can easily become much beyond existing levels exporters of financial services to Egypt, Turkey , Syria and the PA.  It is also likely, give relative factor endowments, that Israel and Lebanon become regional medical centres, with Egypt, Turkey , Syria and Palestine becoming in turn huge exporters of nursing and care services  to Israel , allowing for the partial replacement of  current imports from the Philippines and from Romania.. Health tourism services would be exported mainly by Jordan, Syria and Israel to other economies in the region, while Jordan would specialize in dental services. 

Infrastructure deficiencies must be overcome to facilitate economic integration. Cooperation in this domain seems a priori feasible because it is mostly devoid of political connotations (a current example being the creation on Jordan’s territory of QIZ). In this respect, it seems that at this stage the most suitable type of  voluntary cooperation (going beyond sheer normalization) is of a sectoral (e.g. dealing with renewable energy) or a functional one (e.g. dealing with trans-border environmental problems). Comprehensive across-the-board agreements should be avoided (including FTAs, customs unions and common markets). They have the disadvantage of concerning whole societies, part of which have not desire yet to cooperate with the former enemy. Any infrastructure project leading to widespread positive externalities should be given priority, such as water-sharing projects or joint ventures for the cleaning of common waterways(such as the Jordan river).
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