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PPRREEFFAACCEE  

To be completed 
This study is the result of collaboration between the Government of Syria, UNDP’s Country 
Office in Syria and Sub-Regional Resource Facility for Arab States (SURF) in Beirut, and 
other national and international stakeholders. The targeted audience is policymakers and 
advisors in the government, civil society at large and partners in Syria’s development process. 
The report presents an analysis of the nexus between macroeconomic policies and poverty 
reduction in Syria, since the latter half of the 1990s. It also proposes a broad range of pro-
poor socio-economic measures that could be considered by Syrian decision makers in 
formulating the national five-year plan and any medium to long-term macroeconomic 
framework. Still, it is merely a first analytical step in a complex process that devises a more 
detailed set of local and sectoral strategies required to tackle poverty alleviation.  

The study was completed by a taskforce comprised of twelve national and international 
consultants led by Professor Mahmmoud Abdel Fadil. From UNDP’s side, Khalid Abu-Ismail 
was the principal investigator and task coordinator. Terry Mckinley.   

The team from the UNDP was comprised of Ghada Coury (SURF, Economist), Shaza Al-
Joundi (CO, Poverty and MDGs Focal Point), Sonya Knox (SURF, Editor).  

For the Government of the Syrian Arab Republic, the report was written under the general 
guidance of Abdallah Dardari, Chairman of the State Planning Commission. 

Last, but by no means least, the team would like to express its thanks to the many 
officials and institutions in the Syrian Government, as well as those from Syrian civil 
society, whose cooperation made this report possible. In this regard, special thanks are 
due to CSO’s Chairman Ibrahim El-Aly and his team for their excellent cooperation with 
the data. 
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IINNTTRROODDUUCCTTIIOONN 
 

Methodology and Scope  
 

Khalid Abu-Ismail and Terry Mckinely 
 
 
General Framework 
 
Much of the recent debate in development circles has centred on the relationship between 
growth and inequality. The traditional position—now widely questioned—has been that 
some degree of inequality is a spur to growth because it motivates greater work effort, 
savings and investment. A more recent position argues exactly the opposite: inequality 
impedes growth by restricting access to such productive assets as land and human capital 
and lowering productivity. Most recently, the traditionalists have mounted a counter-
attack, contending that “growth is good for the poor” because, in part, growth does not 
worsen inequality: the poor benefit as much as the rich. 
 
No doubt, the nature of this debate clouds some of the policy issues involved—especially 
by positing some necessary connection between “growth in general” and “inequality in 
general”. The real issue is determining the set of policies that each country should 
implement in order to achieve both growth and greater equity. The set might contain 
some policies that are more conducive to growth and others that are more conducive to 
lowering inequality. The challenge is to construct a policy package that achieves the 
optimal impact in terms of reducing poverty. (Mckinley, 2001) 
 
To this end, this study aims to prescribe policies that attempt to ‘solve’ as much of the 
poverty problem as possible on the economic side of the equation while using social 
policies in a complementary way to reinforce the impact of economic policies. 
 
The case study will examine two major aspects: 1) how to make macroeconomic policies 
more pro-poor (the entry point and focus) and 2) how to enhance the impact of these 
macro-level policies by augmenting the entitlements of the poor (the complementary 
theme). ‘Macroeconomics’ here is defined fairly broadly, to include short-term policies 
for macroeconomic stabilization, long-term macroeconomic policies to stimulate growth 
and policies of structural adjustment, which alter the functioning of the market economy 
and its relationship to the public sector. In examining entitlements, the emphasis will be 
on improving the “supply-side conditions” of the poor, i.e., their access to economic 
opportunities, such as access to assets, productive inputs, technology and employment, 
and their abilities to save and invest.  
 
The outcomes of these policies should be reflected in reduced poverty through 1) faster 
growth, 2) greater equity and 3) the impact of the interaction between the two. This 
implies directly addressing the practical policy implications of recognizing inequality as a 
major impediment to poverty reduction because it excludes the poor from the benefits of 
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growth and lowers growth itself. While not denying the possibility of trade-offs between 
growth and equity, the case study will concentrate on identifying complementarities that 
public policies can promote. Trade-offs undoubtedly exist, especially with regard to the 
utilization of scarce public resources. Thus, the policies recommended by this case study 
will imply losses for some social groups and gains for others. The objective is to 
maximize the gains for the poor. 
 
The main question will be: what are the major policy initiatives that could be undertaken 
to produce complementarities between growth and redistribution? This would involve not 
only generating an inequality-reducing pattern of growth but also undertaking a growth-
enhancing pattern of redistribution. The related question is how policymakers can 
minimize the trade-offs existing between current growth-focused policies and 
redistributive measures. 
 
The governing assumption is that redistributive measures should not be treated entirely as 
a separate policy sphere but integrated, as much as feasible, with growth-promoting 
policies. The desired outcome is a pattern of growth that will deliver ‘absolute’ benefits 
to both poor and non-poor but provide ‘relative’ benefits to the poor. Making 
macroeconomic and adjustment policies more pro-poor will be decisive in achieving this 
objective but not necessarily sufficient. Redistributive measures that alter the basic 
functioning of such major markets as the land, capital and labor markets will also be 
necessary to effectively ‘integrate’ the poor into the growth process. 
 
Our approach to Pro-Poor Growth Strategies stems from UNDP’s 2002 Policy Note: 
“The Role of Economic Policies in Poverty Reduction” (UNDP 2002). This policy note 
concentrates on how growth is generated and whether this process is equitable. Its focus 
is on the economic opportunities of the poor, namely, their access to assets, resources and 
employment that enable them to secure a decent standard of living and thereby 
significantly widen their options for human development. 
 
The policy note takes the position that if countries are to reach the target of halving 
income poverty (the primary poverty goal of the Millennium Declaration), rapid growth 
is certainly essential. However, if growth is more equitable—so that the incomes of the 
poor grow faster than average—countries have a much better chance of reaching the 
target. 
 
Hence, a strategy of such “equity-based” growth will need to be rapid enough to 
significantly improve the ‘absolute’ condition of the poor and equitable enough to 
improve their ‘relative’ position—preferably by achieving equity at the start of the 
growth process (such as through public sector reform or universalizing basic education) 
or by decreasing high inequality over time (such as through pushing up wages by 
generating widespread employment among low-skilled workers). 
 
“Equity-based” growth can be achieved through a variety of strategies, which obviously 
depend in part on each country’s initial conditions. In general, if growth is to immediately 
reduce poverty, it should have a pattern that directs resources disproportionately to the 
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sectors in which the poor work (such as small-scale agriculture), the areas in which they 
live (such as underdeveloped regions) or the factors of production that they possess (such 
as unskilled labor or land). 
 
A strategy that posed such an immediate objective would be strongly equity-driven in its 
early stages and tend to be bottom-up in its impact—directly reaching the poor where 
they are to be found. Although employment might be generated, the rise of real incomes 
might, however, be slower than optimal. Nevertheless, the character of whatever growth 
is achieved would decidedly improve the relative position of poor households.  
 
The longer-term objective of all development is to move the workforce, poor workers in 
particular, out of low-productivity sectors, poorly resourced regions and low-skilled 
employment. In most cases, this would imply moving poor workers out of agriculture and 
into industry and a more modern service sector. 
 
Likewise, if industry is able to grow rapidly enough and generate employment broadly 
enough, poverty will be reduced as a result of the movement of poor workers into higher-
productivity, higher-paid jobs. In the past, import-substitution strategies have succeeded 
in achieving this effect in some countries. Nowadays, some strategies based on 
emphasizing the exports of manufactures have been successful.  
 
In examining the impact of macroeconomic and adjustment policies, this case study is 
directly concerned with these vital issues of growth and inequality, and their interaction. 
In the short run, inequality is not likely to be reduced—and may even rise. If inequality is 
indeed reduced, it is more likely to be due to initial prosperity in agriculture or an initially 
equitable distribution of endowments, such as land or human capital.  
 
Accordingly, it should not be surprising that our policy recommendations favor more 
expansionary, investment-focused fiscal policies and more accommodating monetary 
policies. The Pro-Poor Growth Strategies that it tends to advocate puts a premium on 
boosting domestic savings and investment (instead of the orthodox focus on allocative 
efficiency and price stabilization), and using public investment as a stimulus to private 
investment. This implies a more activist policy role for the state and a larger revenue 
base, with which it can finance capital expenditures and direct them to poverty-reduction 
purposes. However, in the case of Syria, the low efficiency of public investment and the 
fact that savings have outweighed investment in recent years is evidence of the need to 
reform public and financial sectors. 
 
Compared to financial liberalization, greater trade openness may have a more positive 
impact on growth and poverty reduction. However, for this to be the case, it should be 
combined with import substitution policies. If trade liberalization is not complemented 
with other more pro-active measures (especially poverty-focused interventions), such as 
the building of rural infrastructure, financing of agricultural development or the provision 
of adequate credit to small and medium enterprises, it can exacerbate inequality and 
bypass the poor, especially the rural poor. To be most effective, liberalization of trade 
should be designed carefully and go hand-in-hand with a pro-active industrial strategy. 
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In trying to link growth to poverty reduction, the case study invariably has to address the 
importance of generating widespread employment. But such employment has to be at 
decent wages to be poverty reducing. This implies that self-employment and micro-
enterprises (and the micro-finance services supporting them) cannot serve as the 
foundation for a Pro-Poor Employment Strategy. Although such micro programmes can 
help raise incomes, secure and remunerative employment cannot be sustained by these 
interventions alone. The emphasis has to shift to small and medium enterprises, and large 
enterprises that are employment-intensive and skill enhancing. 
 

The Major Entry Points 
 
The case study is structured to encompass seven major entry points, organized in two 
clusters. The first cluster will be macroeconomic policies, which will include: 
− Monetary and financial sector issues 
− Fiscal policy 
− Exchange rate policies 
 
Standard monetary policy is concerned primarily with maintaining monetary balance, 
expressed in a low inflation rate, as the chief basis for stimulating investment and growth. 
Under standard policies of macroeconomic stabilization, fiscal policy is concerned 
primarily with fiscal balance. When fiscal balance is not achieved, the financing of the 
consequent deficit can have a crucial impact on either the interest rate or the inflation 
rate, or both (depending on whether deficits are financed by debt or money creation). 
Many countries, fearing a rise of inflation have maintained excessively restrictive policies 
of macroeconomic stabilization. As a result, they have been deprived of resources for 
financing investment to spur growth. Therefore, exchange-rate policies are of utmost 
importance when concerned with maintaining external balance and facilitating the 
openness of the economy.  
 
Standard macroeconomic policies aim to achieve macroeconomic stability and assume 
that the requirements of growth can and will be secured through market-based adjustment 
policies. They assume further that stabilization policies following orthodox norms will 
not adversely affect either distribution or growth. This case study will be preoccupied, by 
contrast, with how these macroeconomic policies affect poverty, primarily through their 
impact on both growth and distribution. The three macro balances (current account, 
capital account and fiscal balances) will be evaluated chiefly as constraints rather than as 
goals of policy.  
 
The impacts of macroeconomic policies work on both the demand and supply sides. On 
the demand side, the case study will investigate how the constraints of macroeconomic 
balance can be met without depressing demand and therefore investment. On the supply 
side, there is a need to investigate how fiscal policy can be made supply-augmenting 
rather than supply-restricting. The connection with “pro-poor growth” appears on both 
sides. By limiting damaging impacts on the income of the poor, aggregate demand can be 
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maintained. By augmenting the capabilities of the poor, supply response can be 
strengthened.  
 
Thus, in examining policies that are complementary to macroeconomic and adjustment 
policies, the case study will have to go beyond policies to contain the fiscal deficit to look 
at fiscal policies as a whole, including both expenditures and taxes, and examine whether 
the public budget is allocating resources in a more pro-poor manner.  
 
To this end, the main policy question for the case study to answer will be: Is there a 
feasible set of fiscal, monetary and exchange-rate policies that could induce a rapid rate 
of poverty reduction while maintaining macro balances within sustainable, manageable 
limits?  
 
The second major cluster of policies for the case studies will be adjustment policies, 
which will encompass sectoral issues: 
− Financial liberalization 
− Trade liberalization 
− Deregulation 
 
Adjustment measures are integral components of standard policy recommendations. 
However, little research has been conducted to evaluate the poverty impact of these 
economic reforms through their effect on growth and distribution. The main policy 
question for the case study to answer will be: what has been the impact of each of these 
policies on poverty and if the impact has been adverse or substantially less positive than 
predicted, what alternative methods and forms of restructuring can be implemented to 
foster greater growth and equity? 
 
In attempting to assess the effect of the above macroeconomic and adjustment policies on 
poverty, the case study will have to analyze the major structural features of the economy, 
its initial conditions and the major characteristics of the poor. The policy conclusions of 
the case study might well propose, for example, that less restrictive macroeconomic 
policies and more investment-oriented adjustment policies be adopted but that the success 
of these reforms will hinge on altering some of the structural features of the economy or 
the characteristics of the poor. 
 
This study will not rely solely on modeling or simulation exercises but on a rich country-
specific narrative of changes in the macroeconomic framework and the environment in 
which this framework has been implemented. The narrative is geared to national 
policymakers as the primary audience. The objective of the policy analysis is to produce 
a set of the major ‘stylized facts’ of the economy and its responsiveness to the 
macroeconomic framework and generate informed judgments on what alternative policies 
would be more appropriate to the country context. 
 
Thus the overriding objective of this research is to offer policymakers a choice of feasible 
options for more pro-poor economic policies and begin a process of strengthening 
national capacity to achieve the MDGs. It is therefore important that the case study be 
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decidedly policy-oriented. Hence, the study will use a basic analytical framework that 
seeks to:  

(1) Identify the impact of changes in macroeconomic and adjustment policies on 
relevant conduit variables (or channels of causation);  

(2) Identify the impact of these relevant conduits, in turn, on the entitlements of the 
poor and  

(3) Take account of feedbacks from changes in entitlements to the conduits. Conduits 
include such factors as effective demand, the general price level, factor prices 
(real wages and interest rates), key sectoral producer and consumer prices (for 
agriculture and non-agriculture, tradables and non-tradables, exportables and 
importables), and rules and institutions governing both product and factor markets 
(including access to assets and subsidies).  

 

Complementary Policies 
 
While the specific entry points for the analysis (“the policy audit,” if you will) are 
focused on macro-level policies, the conclusions might recommend a broader range of 
policy initiatives. Those complementary policies might include other economic policies, 
other structural reforms, social policies, redistributive measures and poverty-focused 
initiatives. The complementary policies will be significant to the degree that they are able 
to reinforce the poverty impact of macroeconomic and adjustment policies or help reduce 
the constraints on such policies. In some cases, they might be necessary as preconditions 
for the success of the macroeconomic and adjustment policies. 
 

Complementary structural reforms, such as improving the capabilities of the poor and 
their access to productive assets and resources, are needed to make the macro-level 
policies successful. In this respect, the entitlements of the poor, such as human 
capabilities or control of assets, also condition the effects of macroeconomic and 
adjustment policies through their influence on the operation of the conduits. Thus, in 
elaborating policy recommendations, the case study will undoubtedly go beyond 
proposals for macroeconomic and adjustment policies and advocate the use of other 
complementary policies. These are likely to include: 

• Budgetary Re-Allocations: How can the government budget—both on the 
expenditure and revenue sides—be used to reduce poverty? In particular, what 
role can access to public resources and assets, especially access to physical 
infrastructure and economic services, play in reducing poverty? How can the 
incidence of the system of taxation be made more pro-poor? The case study 
should attempt to incorporate these issues of the ‘composition’ of fiscal policies—
namely, how public resources are allocated—and not just confine them to 
examining the macroeconomic balance aspect of fiscal policies. 

• Sectoral or Regional Policies: To what extent can sectoral policies, such as 
stimulating agriculture, contribute to reducing poverty by lowering inter-sectoral 
inequality? What role can the re-allocation of resources to poorer regions play? 
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How can policies of restructuring, including trade and financial sector policies, be 
used to support pro-poor sectoral or regional growth? 

• Redistribution of Assets: What role can the redistribution of assets, such as land 
and housing, play in reducing poverty and by what feasible mechanisms can these 
be achieved?  

• Employment Generation: What role can labor market policies play in maximizing 
the conversion of growth into productive and remunerative employment, 
particularly for the working poor? 

• Developing Human Capabilities:  How can social policies, such as health, 
education and nutrition policies, enhance the participation of the poor in economic 
opportunities? 

 
 
The Descriptive Narrative 
 
The case study will begin by laying out a basic descriptive narrative of trends in 
economic variables, inequality and poverty, which will be explicitly geared to evaluating 
macroeconomic and adjustment policies. The case study will also examine the 
institutional arrangements that determine access to assets, resources and employment and 
identify the trends in domestic and external resources. The nature of the narrative will be 
directly conditioned by the demands of the policy analysis and will not be presented as a 
separate, purely descriptive exercise. The core of the narrative will be macro 
developments and trends in poverty and inequality: 

 
Macro Developments 
 
A thumbnail sketch of macroeconomic developments and policy initiatives or responses 
over the last two decades will be organized around summary macro statistics: growth of 
GDP per person, inflation, unemployment, saving-investment rates, current account and 
fiscal balances, public debt, external debt, real interest and exchange rates, and real 
wages. Where possible, variables such as GDP per person shall be disaggregated by 
economic sector and region. Episodes of instability/crises/stabilization shall be described 
in addition to long-term trends in growth, exports, employment and other key factors. 

 
Poverty and Inequality 
 
A parallel summary of levels and trends in inequality, income poverty and human poverty 
shall be provided. Poverty will be measured, in the first instance, in income terms, 
because of the focus on economic policies. But income poverty measures will also be 
compared and contrasted with estimates of major dimensions of human poverty. The case 
study will seek to cover the following areas: 

• Changes in the incidence and depth of income poverty based on a fixed poverty 
line (both extreme and overall poverty). Some description of the basis for the 
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poverty line and whether it has been held constant in real terms. Comparison of 
the national estimate to that for the PPP $1- and 2-a-day per person measure, 
where available. Consistency checks based on national income accounts data are 
also important. Crucial are changes in income poverty by economic sector, 
employment category, region, rural/urban and gender. 

• Levels and changes in inequality (size distribution) based on income and/or 
expenditures (using the Gini coefficient, comparisons of decile or quintile shares, 
or Theil indices), with a focus on changes in shares at the lower end of the 
distribution (such as the share of the poorest 20%). 

• Differences and changes in other key economic characteristics of the poor, such 
as location in agricultural sub-sector (exports, import substitutes or non-
tradables), informal or formal sector, tradable or non-tradable sector; food market 
position of households as net producer or buyer; and access to public 
infrastructure, such as roads, transportation, irrigation and electricity. 

 

Markets and Other Institutions 
 
The case study will also offer a description of the key markets and other institutional 
arrangements in production and distribution, which often condition the effect of 
macroeconomic and adjustment policies on the poor and their entitlements: 

• In agriculture and related activities, arrangements for access to land and 
commons, and the terms of access. 

• Modes of access to credit in rural and urban areas, and for self-employment and 
informal employment; nature of credit market institutions and the term of access; 
the reach of formal/informal credit, including micro-credit programmes and 
directed/subsidized government credit programmes. 

• Modes of access to employment; nature of labor market institutions (minimum 
wages, collective bargaining, indexation); incidence of unemployment and 
underemployment; work and income sharing and other informal non-
governmental forms of income security; wage differences and discrimination; job 
tenure and instability. 

 
The Mobilization and Allocation of Resources 
 
A central question for the case study is how those domestic and foreign resources are 
mobilized and allocated. The focus is on finding ways to loosen the tight fiscal 
constraints under which many countries are forced to operate. Thus, the analysis will 
focus on both the level and growth of national resources, especially through mobilization 
of national savings. The study will make an effort to go beyond the standard kind of 
poverty analysis, which focuses on spending for the social sectors (or basic social 
services) and seek to identify the allocation of resources for economic services, such as 
for agriculture, industry or services. It will also offer a description of the incidence of 
major forms of taxation and the general prospects for mobilizing additional domestic 
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resources for development in order to overcome budget constraints. This would involve 
determining whether levels of national savings and tax-revenue are adequate, in 
conjunction with the supply of external resources, to stimulate investment-led growth. In 
order to identify the sources of growth of a country’s economy, it will also be necessary 
to address the constraints on external resources.   
 

Study Outline: 
 
Chapter 1 sets the stage by reviewing recent economic trends, highlighting the 
challenges facing the Syrian economy over the coming decade. Particular attention is 
paid to economic growth and its sources. The chapter reviews the macroeconomic 
framework proposed by the high-committee in charge of overlooking the preparation of 
the five-year plan and evaluates its consistency with the policies presented in this study. 
 
Chapter 2 gives a picture of the banking system currently in place in Syria and defines 
the major challenges facing the financial sector due to its isolation from technological 
developments, erosion of qualifications, and lack of competition. As well, the banking 
system has existed primarily to service the public sector depriving the private sector from 
essential banking services that support and foster economic growth. The issues of 
relations between banks, their different partners, the status of financial developments, and 
the reasons for financial underdevelopment will also be addressed in this chapter. We will 
then examine the status of the monetary policy in Syria, its impact on growth and 
particularly the issues of lack of flexibility in nominal interest rates. Finally this chapter 
attempts to provide some policy recommendations for a successful reform of the financial 
sector in Syria. 
 
Chapter 3 provides a description of the Syrian macro-fiscal picture and the challenges it 
faces in the medium term, attempting to answer the question of how non-oil revenues can 
cover public expenditures, what are the potential sources of non-oil public revenues and 
how to raise them. A tax policy master plan is then proposed detailing measures for 
reforming and enhancing the tax system through direct taxation in Syria, the 
rationalization of ‘tax exemptions’, combating tax evasion and widening the tax base.  
 
Chapter 4 addresses the status of the Agriculture sector, particularly the issues of 
growing labor density in this sector, problems of the landless poor, the widening gap 
between agriculture and other sectors of the economy, as well as the social cost of 
wasting scare resources. It then describes the linkages between the microeconomics of 
farm units within a macro-policy framework and outlines policy recommendations, in 
order to alleviate poverty in this sector, bearing in mind that in 2004, economic activity 
represents 56% of the total rural poor concentrated in agriculture. 
 
Chapter 5 delivers an in-depth analysis of trade and industrial sector performance and 
the policies governing them. It starts by examining the past and prospective impact of 
liberalization and analyzes the potential for and limits to growth in Syria’s non-traditional 
export sector. The chapter also addresses the question of whether or not the Syrian 
economy has fallen prey to the ‘Dutch disease’. Following an examination of the 
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medium-term growth potential for specific non-oil commodity exports (on the basis of 
their comparative advantage), the chapter analyzes the link between growth and exports 
in Syria’s economy and estimates export performance and its influence on the patterns of 
trade in the post-liberalization environment. Major challenges facing the Syrian economy 
are outlined, as well as recommendations that would allow Syria to pursue an industrial 
policy based on private-public partnership.  
 
Chapter 6 presents a summary of the findings of a report by El Laithy and Abu-Ismail 
(2005) titled: “Poverty in Syria: 1996-2004, Diagnosis and Pro-Poor Policy 
Considerations”, which provides a detailed statistical analysis of household-level data for 
1996-1997 and 2003-2004, as a contribution to the preparation of a comprehensive 
poverty reduction strategy for Syria. The chapter: 

• identifies the overall scope and distribution of the problem of poverty, and thus 
indicates the direction and magnitude of the work needed to reduce it; 

• isolates key correlates to poverty, and some of the ways in which they determine 
and affect the dimensions of poverty – thus providing guidance and testable 
hypotheses for the detailed sector-level work that needs to follow it; 

• provides the analytical base for the evaluation of some of the public programs 
existing in Syria today, and can be used to simulate the effects on poverty of 
introducing many new programs. 

• questions the link between macroeconomic policies and poverty reduction and 
identifies sector- (trade, industrial, agricultural, employment) and macro-based 
(monetary and fiscal) interventions for poverty reduction. 

 
Chapter 7 describes the employment and unemployment characteristics of the Syrian 
labor market, studies labor market dynamics, and examines wage patterns and 
inequalities. Finally in its policy recommendations, this chapter focuses on employment 
as an instrument for equitable growth and poverty reduction. The issues of employment-
led growth are also examined, and strategies for national employment policies, issues of 
employment targeting and focused interventions for specific groups are addressed. 
 
Chapter 8 focuses on the issues of urban poverty and more specifically the issues of 
squatter settlements and slum areas by population size and geographical zones. It draws a 
picture of the current situation of Syria with regard to the provision of basic social 
infrastructure, mainly health and education, and studies the interface between ‘informal 
housing areas’ and ‘informal sector’ activities. 
 
Finally, Chapter 9 provides a brief synthesis highlighting the main findings of this study 
and its core policy recommendations. 
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CCHHAAPPTTEERR  OONNEE 
 

The Syrian Economic Challenge 
 

Khalid Abu-Ismail  
 
 
Introduction1  
 
The Syrian economy is typically characterized as highly centralized and under full public 
sector control. This was no doubt the case prior to 1980 when Syria tried to achieve 
“economic independence” through an extensive import-substitution industrialization (ISI) 
program. Foreign trade was exclusive to public sector enterprises, foreign investments 
were restricted and, with the exception of a small number of public enterprises, most of 
the production was geared towards satisfying local demand. Unlike East Asian countries, 
however, Syria failed to take ISI to the level of an export-oriented program. A segment of 
the Syrian industry managed to break out and successfully penetrate East European and 
former USSR markets, thanks to the special relations Syria had with those countries 
during the 1980s and to their highly protected markets. Many of those exports were 
manufactured goods with significant growth potential. However, the dismantling of the 
former USSR broke this peculiar economic relation.  
 
The political and economic ramifications of the collapse of the Soviet Union coupled by 
the global onslaught of economic liberalism provided a strong rationale for opening the 
Syrian economy, but stronger pressures for economic liberalization grew out of a 
domestic balance of payments constraint during the mid-1980s. In Syria, as elsewhere, 
ISI tended to foster mass consumption over capital accumulation, establishing the 
building of a national market as its main raison d’etre. This created dependency on 
imported capital goods without fostering the export capacity needed to earn foreign 
exchange, thereby precipitating balance of payments difficulties.  
 
When aid from Arab countries and oil rent declined along with the fall of global oil prices 
in the 1980s, Syria’s trade imbalance deteriorated sharply. The resulting fiscal and 
foreign exchange crises forced austerity cutbacks in public spending and a consequent 
declining ability of the state to finance investment, new jobs and contracts. As a result 
foreign exchange dried up, factories dependent on imports closed, and shortages fuelled a 
recession.  Debt mounted while per capita income fell 4.5% from 1980 to 1988.  The 
state could no longer sustain its previous policies and began to turn to the private sector 
to reverse the economic decline. In return, private business was awarded concessions: 
thus the further opening of the economy in the early 1990s with legislation that allowed 
and encouraged private investment. The fiscal situation eased up considerably as oil 
exports grew to replace these traditional sources of foreign exchange. 

                                                
1 The findings of this chapter are based, in part, on data and analysis provided by the Economic Planning 
Unit of the State Planning Commission.  
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On the regulatory front, the reforms allowed private sector companies to import goods 
previously included in the restricted list (conditional upon their ability to obtain foreign 
balances from their own export activities). The number of restricted goods has decreased 
since then and foreign currency requirements for imports were eased. This can be seen as 
a gradual switch from a quota-based system to a one based on tariff. Furthermore, tariffs 
were reduced for a large number of products. Bilateral trade agreements are expected to 
force further reductions. The Arab Free Trade Area (AFTA), in force since 1998; 
envisages significant reduction in tariffs between Arab countries over a 10 year period.  
The association agreement with the European Union would imply the extension Most 
Favored Nation status, and the accession to the World Trade Organization (WTO) would 
lock in a series of international agreements that would reduce red tape, and facilitate 
trade.  
 
The Syrian economy has two key strengths: First it has maintained macroeconomic and 
exchange rate stability for almost a decade. Second, its debt (external and internal) to 
GDP ratio is low and it has accumulated a large reserve of foreign currencies. A 
remarkable feature of the Syrian economy is that it managed to achieve macroeconomic 
stability without the adoption of a full-fledged ‘neo-liberal’ policy package, which 
typically also includes privatization of public enterprises, liberalization of labor and 
financial markets, and the reduction of government activity in the field of social policy. 
However, macroeconomic stability masks several critical weaknesses and challenges. 
Paramount among which are the low rate of economic growth since the mid 1990s, rapid 
depletion in oil reserves, a poorly performing public sector, and political turmoil in the 
region. Hence, although Syria has significantly improved human development during the 
1990s, poverty reduction in the future will not be an easy task. Still, the prospects for pro-
poor growth are not entirely dim. Trade liberalization presents both enormous challenges 
and opportunities. Syria’s tourism sector also offers a wide spectrum of potential 
opportunities for employment generation and private sector development. 
 
As the title suggests, this chapter is focused more on the challenges facing the Syrian 
economy, which are easily discernable from reviewing macroeconomic performance 
indicators during the past two decade.  Section 1.1 analyzes growth patterns (from both 
the demand- and supply-sides). Section 1.2 attempts to explain the falling rate of growth 
by tracing changes in factor productivity. Public finance and monetary sector 
developments are examined in Sections 1.3. Section 1.4 is concerned with issues related 
to foreign trade. Section 1.5 suggests pro-poor macroeconomic policies derived from 
other chapters in this case study and from similar work on macroeconomic policies for 
poverty reduction in Asia-Pacific in Mckinley (2003). Finally, Section 1.6 ends with a 
discussion of the proposed macroeconomic framework of the next Five-Year Plan. 
 
 
1.1 Growth and its Sources: 
 
Achieving high and sustainable rates of economic growth is the primary challenge 
for Syria. In this regard, decision makers face two major problems. The first is a 
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sustainability problem. The growth of the Syrian economy has been bound to oil revenues 
and the change in oil prices. This implies non-oil exports should increase dramatically to 
offset the expected loss in foreign exchange resources. The second problem is the low 
rate of growth itself. Overall, the economy grew by an average of 7% a year in the first 
half of the 1990s, with a peak of 13.5% in 1992. Growth in the second half of the 1990s 
and early 2000s, however, was far less favorable (Figure 1.1). In fact, GDP per capita is 
declining due to the fact that growth rates are declining faster than those of population 
growth. Figure 1.2 shows GDP per capita in 2002 was less than that of 1996. 
 
         Figure 1.1: Average GDP Growth         Figure 1.2: GDP Per Capita  

 
Table 1.1: Contribution to GDP Growth by Expenditure (1996-2002) 
 (%) 1996 1997 1998 1999 2000 2001 2002 1996-

1998 
1999-
2002 

1996-
2002 

Total GDP  Growth rates 9.8 5.0 6.8 -3.6 0.6 3.4 3.2 7.2 0.9 3.6 
Exports Growth rates 13.5 15.1 0.5 9.6 0.5 13.0 11.8 9.7 8.7 9.1 
 Share in GDP 29.9 30.9 33.8 31.8 36.2 36.1 39.5 31.5 35.9 34.0 
 Contribution 4.0 4.7 0.2 3.1 0.2 4.7 4.6 3.0 3.1 3.1 
 Share 40.9 93.0 2.5 -86.2 28.6 139.0 143.9 40.9 344.7 84.7 
Imports Growth rates -4.1 -1.6 -6.3 11.5 -2.4 10.4 7.7 -4.0 6.8 2.2 
 Share in GDP 36.3 31.7 29.7 26.0 30.1 29.2 31.2 32.5 29.1 30.6 
 Contribution 1.5 0.5 1.9 -3.0 0.7 -3.0 -2.4 1.3 -1.9 -0.5 
 Share 15.0 10.3 27.7 84.4 120.5 -89.7 -74.1 17.9 -211 -15.1 
NFD Contribution 5.5 5.2 2.1 0.1 0.9 1.7 2.3 4.2 1.2 2.5 
Public Consumption Growth rates 0.2 1.2 2.0 -1.6 19.1 2.3 0.1 1.2 5.0 3.3 
 Share in GDP 12.2 11.2 10.8 10.3 10.5 12.4 12.3 11.4 11.4 11.4 
 Contribution 0.0 0.1 0.2 -0.2 2.0 0.3 0.0 0.1 0.5 0.4 
 Share 0.3 2.8 3.1 4.7 334.2 8.3 0.3 1.8 58.4 9.9 
Private Consumption Growth rates 6.1 1.0 5.9 -4.5 -2.9 -5.1 2.0 4.3 -2.6 0.3 
 Share in GDP 72.0 69.5 66.9 66.3 65.6 63.4 58.1 69.4 63.4 66.0 
 Contribution 4.4 0.7 3.9 -3.0 -1.9 -3.3 1.1 3.0 -1.7 0.3 
 Share 44.5 14.2 58.0 84.2 -314.7 -96.7 35.6 41.7 -191 8.0 
Public Investment Growth rates 8.6 15.6 4.5 -1.2 4.4 -13.1 5.8 9.5 -1.1 3.5 
 Share in GDP 9.7 9.6 10.6 10.3 10.6 11.0 9.2 10.0 10.3 10.1 
 Contribution 0.8 1.5 0.5 -0.1 0.5 -1.4 0.5 0.9 -0.1 0.3 
 Share 8.5 29.7 7.0 3.6 78.0 -42.9 16.4 12.9 -15.7 8.8 
Private Investment Growth rates -7.2 -23.8 1.5 -4.5 -12.2 97.7 -6.0 -9.8 18.7 6.5 
 Share in GDP 12.5 10.5 7.7 7.3 7.2 6.3 12.0 10.2 8.2 9.1 
 Contribution -0.9 -2.5 0.1 -0.3 -0.9 6.1 -0.7 -1.1 1.1 0.1 
 Share -9.1 -49.9 1.7 9.3 -146.6 181.9 -22.1 -15.2 115.4 3.6 
Source: Authors calculations based on data from the Central Bank of Syria  
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Syria experienced rapid economic growth in the early 1990’s until 1997. It was marked 
by a sharp drop in growth starting at the end of the 1990’s and early 2000’s. Growth 
averaged over 7 per cent between 1993 and 1997, reaching a high of 9.8 per cent in 1996. 
From 1999 to 2003, however, growth plummeted to 1 per cent, reaching a low of    -3.6 
per cent in 1999 (Figure 1.2). Table 1.1 breaks down GDP by expenditure for the period 
from 1996 to 2002, during which, shares of exports, imports and private consumption 
grew (declined) from 29.9 per cent to 39.5 per cent, (36.3 to 31.2 per cent), and (72 to 
58.1 per cent), respectively (figure 1.3).  
 
Figure 1.4 shows the contribution to growth of GDP expenditure components. Evidently, 
private consumption contributed the most to growth, averaging 3.0 per cent of the 7.2 per 
cent growth rate over the period from 1996-1998. However, its contribution turned 
negative over the subsequent period (-1.7 per cent). This was not the case for public 
consumption, which contributed 0.1 per cent and 0.5 per cent to overall growth during the 
1996-1998 and 1999-2002 periods, respectively. The contribution of net foreign demand 
(NFD) declined from 4.2 per cent to 1.2 per cent, due to an increase in leakages (imports) 
from aggregate demand. Nonetheless, NFD remained the single largest source of growth 
over the entire period, highlighting the significant role of oil exports.  

The overall contribution of investment to GDP growth remains very low by comparison 
with other developing countries and is cause for concern. The contribution of gross 
investment to GDP was –0.2 per cent for 1996-1998 and 1 per cent for 1999-2002, which 
yields an overall contribution of only 0.4 percent to the 3.6 per cent total average growth 
during the entire period. Public investment contribution to growth declined from 0.9 per 
cent to –0.1 per cent over the periods 1996-1998 and 1999-2002 respectively. This 
reflects the overall poor performance of public sector in Syria. Private investment had a 
negative (-1.1 per cent) contribution during 1996-1998. On the other hand, its 
contribution improved somewhat for the 1999-2002 period to reach 1.1 per cent. 

Fig. 1.3 GDP by Expenditure: Share of 
Components (1995-2002)
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Table 1.2: Contributions to GDP Growth by Sector (1996-2002) 

 (%) 1996 1997 1998 1999 2000 2001 2002 
1996 
-1998 

1999 
-2002 

1996-
2002 

Total GDP Growth (1)  9.8 5.0 6.8 -3.6 0.6 3.8 4.2 7.2 1.3 3.8 
Agriculture Growth rates 14.6 -2.9 22.3 -15.1 9.2 8.6 8.2 11.3 2.7 6.4 
 Share in GDP 23.4 24.4 22.6 25.9 22.8 24.7 25.9 23.5 24.8 24.2 
 Contribution 3.4 -0.7 5.0 -3.9 2.1 2.1 2.1 2.6 0.6 1.5 
 Share in (1) 34.8 -14.1 74.2 109.6 337.6 55.4 49.7 35.8 47.4 38.0 
Mining & Manufacturing Growth rates 22.1 15.8 3.9 -3.4 -8.1 1.8 -2.4 13.9 -3.0 4.2 
 Share in GDP 27.6 30.7 33.9 33.0 33.0 30.1 29.6 30.7 31.4 31.1 
 Contribution 6.1 4.8 1.3 -1.1 -2.7 0.6 -0.7 4.1 -1.0 1.2 
 Share in (1) 62.1 96.4 19.5 31.5 -428.6 14.5 -16.9 56.7 -76.9 31.0 
Building and Construction Growth rates 9.8 5.2 0.5 -5.1 1.9 1.4 1.2 5.2 -0.1 2.1 
 Share in GDP 3.4 3.4 3.4 3.2 3.2 3.2 3.1 3.4 3.2 3.3 
 Contribution 0.3 0.2 0.0 -0.2 0.1 0.0 0.0 0.2 0.0 0.1 
 Share in (1) 3.4 3.5 0.3 4.6 9.6 1.1 0.9 2.4 -0.4 1.9 
Wholesale & Retail Trade Growth rates -4.4 -5.1 0.9 1.4 -7.9 0.3 5.3 -2.9 -0.2 -1.3 
 Share in GDP 20.8 18.1 16.3 15.4 16.2 14.9 14.4 18.4 15.2 16.6 
 Contribution -0.9 -0.9 0.2 0.2 -1.3 0.0 0.8 -0.6 -0.1 -0.3 
 Share in (1) -9.2 -18.5 2.2 -6.1 -205.7 1.3 17.9 -7.8 -5.0 -7.2 
Transport & Communication Growth rates 7.2 10.6 -0.5 8.6 5.4 5.2 6.2 5.8 6.4 6.1 
 Share in GDP 11.1 10.9 11.4 10.7 12.0 12.6 12.8 11.1 12.0 11.6 
 Contribution 0.8 1.2 -0.1 0.9 0.6 0.7 0.8 0.6 0.8 0.7 
 Share in (1) 8.2 23.0 -0.9 -25.9 104.0 17.0 18.6 8.8 58.5 18.3 
Finance & Insurance Growth rates -5.1 7.6 2.0 18.5 -7.4 -2.0 5.4 1.5 3.6 2.7 
 Share in GDP 3.8 3.2 3.3 3.2 3.9 3.6 3.4 3.4 3.5 3.5 
 Contribution -0.2 0.2 0.1 0.6 -0.3 -0.1 0.2 0.0 0.1 0.1 
 Share in (1) -1.9 4.9 1.0 -16.5 -46.2 -1.8 4.3 0.6 8.0 2.0 
Social Services Growth rates 0.2 18.9 8.3 7.5 26.5 8.4 20.0 9.1 15.6 12.8 
 Share in GDP 1.6 1.5 1.7 1.7 1.9 2.4 2.5 1.6 2.1 1.9 
 Contribution 0.0 0.3 0.1 0.1 0.5 0.2 0.5 0.1 0.3 0.3 
 Share in (1) 0.0 5.6 2.1 -3.6 80.8 5.2 11.8 2.0 25.9 6.6 
Other Services Growth rates 3.2 -0.5 1.5 -3.3 22.1 3.3 6.9 1.4 7.3 4.7 
 Share in GDP 8.3 7.8 7.3 7.0 7.0 8.5 8.5 7.8 7.7 7.8 
 Contribution 0.3 0.0 0.1 -0.2 1.5 0.3 0.6 0.1 0.5 0.4 
 Share in (1) 2.7 -0.8 1.6 6.4 248.4 7.3 13.8 1.5 42.5 9.4 
Source: Authors calculations based on data from the Central Bank of Syria 
 
On the supply side, growth during the 1996-
1998 period was driven mainly by mining and 
manufacturing, with a contribution of 4.1 per 
cent (a share of 56.7 per cent) due mainly to 
the increase in oil exports, then by 
agriculture, which contributed 2.6 per cent 
(Table 1.2). Thus, productive sectors 
contributed over 75 per cent to economic 
growth during that period. This trend was 
discontinued as the average growth rate of the 
industrial sector fell sharply from 13.9 to –3 
per cent over both periods (from 1996 to1998 
and 1999 to 2002), respectively. 
Consequently, its contribution to growth 
declined to an average of –1 per cent during 
the latter period. The average rate of growth 

Fig. 1.5 Contribution to Growth by 
Sector (1996-2002)
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of agriculture also declined (from 11.3 to 2.7 per cent), which reduced its contribution to 
growth to reach 0.6 per cent, but it was still the second largest source of growth due to the 
poor overall rate of growth. Services (trade, transport and communications, finance and 
other services) contributed the most to growth from 1999-2002 with an average of 1.7 per 
cent (figure 1.5). 
 
 
1.2 Explaining the Falling Rate of Growth 
 
The relatively poor growth performance since the mid 1990s is reflected in an increasing 
per capita income gap between Syria and neighboring MENA economies. As shown in 
Figure 1.6, Syrian per capita income is 15% lower than that of the non-oil-exporting 
MENA countries. As noted earlier, there is an increasing dependence on agriculture and 
mining, which reflects high vulnerability towards external factors such as rainfall and oil 
prices. The contribution of agriculture, mining, transport and services sectors to GDP is 
increasing at the expense of manufacturing, electricity and trade (mining & agriculture 
assumed 49% of GDP in 2002 while only 41% in 1990), which is evidence of the 
fragility of the economic growth (Figure 1.7). The weakness of the industrial sector, as 
compared to other countries in the region is also highlighted in Figure 1.8. 

 
Most sources of growth studies treat labor (L) and capital (K) as pre-determined in an 
econometric sense. They wrap the labor and capital shares of output Lε  and Kε into )(αε  
for some value of α and thereby try to apportion growth between factor accumulation and 
“technical progress.” However, as argued by Taylor and Rada (2005), standard sources of 
growth models are empty of content because they depend upon neoclassical production 
theory. A famous example is Young’s (1995) study of four East Asian “Dragons” which 
argued that their rates of Total Factor Productivity Growth were not high in comparison 
to other economies. The inference drawn was that their rapid output expansion was 
basically due to high rates of employment and capital stock growth, especially the latter. 
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Evidently such conclusions will sensitive to the choice of α . Moreover, all four dragons 
had quite respectable rates of labor productivity growth and their capital stock grew more 
rapidly than employment. As a consequence, their growth rates of capital productivity 
had to be negative. Hence, the view that Asian growth has been “inefficient” because it is 
associated with falling average capital productivity is flawed. The purported inefficiency 
is the consequence of a “theorem of accounting,” neither more nor less (Taylor and Rada, 
2005).  

 
Thus, drawing inferences regarding policy prescriptions on the basis of Solow-style 
growth models can be misleading. Solow’s model implies that regardless of its starting 
point, the economy converges to a balanced growth path, where each variable in the 
model is growing at a constant rate and the growth of output per worker is determined 
solely by the rate of technical progress, which is exogenous. The model has two serious 
problems. First, it suggests that poorer countries would have a faster rate of convergence 
than richer ones, thus that the gap between rich and poor countries would be reduced over 
time. Second, and more importantly, it takes as a given the variable of technical change, 
which it considers central for growth. However, data limitations aside, tracing changes in 
labor and capital productivity can be of interest to locate areas of weakness in the Syrian 
economy and draw some stylized facts.  

 

1.2.1 Productivity of Capital  
 
As indicated in Figure 1.9, a trend of increasing public investment did not appear to have 
a ‘crowding in’ effect on private investment. The SPC attributes this to a discouraging 
investment climate and incomplete macroeconomic reforms. Nonetheless, it would be too 
simplistic to argue that there is a clearly discernable pattern of decline in private 
investment since 1991. The trend in Figure 1.9 indicates an oscillation around the rate of 
10 per cent of GDP. The increase in public investment is clearly a wise choice by Syrian 
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decision makers given the increase public savings from windfall oil revenues and due to 
the critical need to upgrade infrastructure. The excess of savings over investment in 
recent years is a clear sign of the recession but it is important to emphasize that the low 
rate of private investment is the result of a crippled financial sector and inappropriate 
monetary policy mix and not due to the increase in public investment per se. 

 
There is on the other hand a clear pattern of decline in the Marginal Productivity of 
Capital as MPK declined from 45 per cent during the period from 1990 to 1996, to 16 per 
cent during the period from 1997 to 2000 (Figure 1.10). The latter yields an incremental 
capital output ratio of around 6.5, which is very high even by comparison with least 
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developed economies. Figure 1.11 plots the overall MPK for the public sector. Figure 
1.12 shows the public MPK by sub-sector. The latter gives an interesting result, which 
fits well with the earlier findings: the sharp drop in productivity of the public sector is 
concentrated in the construction sector where the bulk of public investment went to 
infrastructure and services with poor short-term productivity. The drop in productivity of 
the public financial and trade sectors and the persistently negative productivity of the 
manufacturing sector are strong indicator of urgency of reform in those sectors.    
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The deterioration in private MPK (Figure 1.13), has also contributed to the general 
deterioration of MPK: private investment is going to the services sector, which has a low 
rate of return in the short term. Evidently, this current investment configuration spells out 
a difficult trajectory for future growth. Appendix Table 1.A.1 gives the required 
investment levels for the given rates of productivity under different depreciation 
scenarios. Given the current MPK rate, it estimates that reaching the target of 7 per cent 
annual growth would require maintaining an investment to GDP ratio of over 50 per cent.  

 
 
1.2.2 Employment and Labor Productivity 
 
Labor productivity decline in the major sectors is another alarming feature of the Syrian 
growth performance (average productivity growth rate during the period from 1996 to 
2002 was –0.06 per cent). The decline is particularly noticeable in the construction and 
trade sectors, which had negative rates of productivity over the latter period (Figure 
1.14). SPC estimates also suggest the cost of job creation (per worker) has increased by 
50 per cent over the two periods (SPC, 2005).  
 
More concerning is that, alongside the economy wide decline in labor productivity and 
rising cost of job creation, unemployment rates increased from 5 per cent in 1981 to 11.6 
per cent in 2002. Furthermore, the percentage of people working less than two days per 
week reached around 812,000 workers in April 2003 (16.2 per cent of the labor force). 
According to the 2003 unemployment survey, unemployment is concentrated mainly 
among the youth, particularly in the 20-24 year age group, which represents 24 per cent 
of the unemployed. In addition, 57 per cent of the unemployed belonged to the lower 
educational categories. Middle educational categories (mainly vocational and technical) 
represented 40 per cent of the unemployed. The remaining 3.2 per cent belonged to 
higher educational categories (university degree holders). 
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Evidence provided in Chapter Seven suggests lack of growth has taken its toll on the 
labor market. Employment opportunities have simply not expanded sufficiently to absorb 
new entrants into the labor force (Figure 1.15). The labor market is caught in a ‘double 
squeeze’. On the supply side, high population growth rates have fuelled rapid labor force 
growth. On the demand side, insufficient growth has led to extremely modest job growth. 
Recent surveys suggest that both open unemployment and underemployment are high. 
Youth unemployment is rife. There seems to be a mismatch between the skills produced 
by the education and training system and the skills required by employers in the private 
sector. The public sector appears to have become a repository for skilled graduates. Many 
Syrians have sought to adapt to these austere conditions by holding multiple jobs and by 
participating in the informal economy.  

            Source: Central Bureau of Statistics and State Planning Commission 
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Estimates in this study also suggest that approximately 19.0 per cent of Syrians are 
vulnerable-that is at risk of falling into at least a transient spell of poverty. This incidence 
of vulnerability has remained largely unchanged even as current poverty declined 
moderately between 1996-97 and 2003-04. Accordingly employment generation is of 
crucial significance to the prospects of economic development and poverty reduction in 
Syria. 
 
 
1.3 Monetary and Fiscal Issues 
 
Inflation in Syria averaged 8.2 per cent from 1992-1998. It then dropped significantly 
since then reaching a low of -3.7 per cent in 1999. The decline in inflation may be 
attributed to the effect of a restrictive monetary policy. The decline in world interest rates 
(in the years 2001-2002), the lack of nominal flexibility on the interest rates led to a 
situation where the premium paid against the dollar and the real interest rates on the 
Syrian pound reached historical highs (Figure 1.16). In this respect, as argued in Chapter 
two, the evolution of the real interest rates ran counter-cyclically, as the increase in real 
interest rates had occurred at a time where inflation was decelerating and growth was 
slowing down.  

 
As a result of this contractionary monetary stance, Syria has maintained average inflation 
rates at levels significantly below other MENA countries and its total bank credits (as a 
percentage of total deposits) declined (Figures 1.17 and 1.18). Public sector banks, 
reflecting the earlier noted poor productivity of the financial sector, are in dire need of 
reform in order to meet the Basle solvency requirement (Figure 1.19). Also in parallel 
with the rising rate of domestic savings, foreign currency reserves have skyrocketed, 
reaching six times the minimum export coverage requirement (Figure 1.20).     
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Figure 1.17: Inflation in Syria and Other Countries
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On the fiscal front, a rudimentary summary of fiscal operations in Chapter three indicates 
that Syria has a fairly healthy current surplus (total revenue minus current expenditure) 
and is, in fact, able to finance all its development expenditures from total revenues. In 
other words, there is no immediate or looming fiscal crisis, in the medium term, and 
hence there is room for focusing on the growth and distribution aspects of fiscal policy.  
 
The Chapter also shows that Syria was able to meet its current revenue needs with non-
oil revenues during the mid 1990’s. In this sense, it could be argued that the fiscal 
position was stable and healthy as oil revenues were being used exclusively for 
investment purposes. The picture has worsened significantly since then, and it is clear 
that oil revenues increasingly have had to cover current expenditures, thereby leaving 
very limited room for enhancing fiscal space. In addition, the chapter suggests oil 
revenues are increasingly being used for public consumption, implying a squeeze on 
resources available for public investment. The basic features of public finance in Syria 
are summarized in Appendix Figures 1.A.1 to 1.A.12. The Figures indicate the following 
stylized facts:  

1. Deteriorating structure of the Budget revenues; the oil share in the Budget 
revenues kept increasing during the last few years (Figure 1.A.1). 

2. Tax revenue is low in Syria in comparison with neighboring countries despite the 
higher tax rates (Figure 1.A.2). 

3. The public sector share in the income tax (compared with its contribution to GDP) 
reflects widespread tax exemptions and there is significant tax evasion in the 
private sector (Figure 1.A.3).  

4. Syria depends much more on income tax than on taxes on commodities and 
services (Figure 1.A.4). 

5. The investment budget is higher than in similar countries (Figure 1.A.5). 

Figure 1.20: Foreign Reserves
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6. Current spending is Syria is lower than other countries especially the Salaries and 
Wages component (Figure 1.A.6). 

7. Public debt does not constitute a burden on the budget or on the balance of 
payments (Figure 1.A.7). 

8. Subsidies constitute almost 13% of GDP in 2003 and the cost of services 
subsidies is increasing (Figure 1.A.8). 

9. Pricing policies for petroleum products should be revised (Figure 1.A.9). 
10. Budget surplus at a time of more economic recession (Figure 1.A.10). 

 
 
1.4 Foreign Trade  
 
On the trade front, the late 1990’s witnessed a dramatic increase in oil exports, which 
converted a persistently wide trade deficit into a small trade surplus. Thus, the share of 
exports in GDP increased from an average of 31.6 to 38.6 per cent over the periods 1994-
1997 and 1998-2002, respectively, reaching 42.7 per cent of GDP in 2002. The average 
share of imports in GDP decreased from 31.1 to 29.8 per cent over the same periods. 
However, sustainability of oil exports is at risk due to the low level of oil reserves 
(Figures 1.21-1.22) 

 
Syrian exports are therefore highly concentrated in primary products, with crude 
petroleum, agricultural products, crude fertilizers, etc. constituting 79 per cent of total 
exports in 2002. In 2002, manufactured and semi-manufactured goods made up only 16 
per cent and 4 per cent of exports, respectively, and were composed of, mostly, textile 
yarn, apparel, food and leather products. This renders the export share of manufactured 
goods among the lowest worldwide. Imports, on the other hand, are more diversified and 
mainly composed of manufactured goods. The low added value in Syria exports is also 
reflected in the fact that the average value of each exported ton is only 25 per cent of that  
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of the imported ton. Dependence on raw material and low-technology exports has 
increased significantly over the period from 1990-2000 (Figure 1.23).  

 
Geographical distribution of exports shows the European Union (EU) as Syria’s main 
trading destination (52 per cent of exports in 2002).  Arab countries represented the 
second largest market for Syrian exports (21 per cent of total exports in 2002). Moreover, 
trade within the same industry is low with Europe and there is higher integration with 
Arab Countries (Figure 1.24). 

Figure 1.22 Effect of Oil Exports on Balance of Trade
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1.5 Pro-Poor Macroeconomic Policies for Syria: Main Findings 
 
Evidently, the period from 1996 to 2002 was a watershed in terms of Syria’s economic 
performance. After a period of high growth in the early 1990’s, the Syrian economy fell 
into a recession. This resulted in a growth pattern that was driven by foreign demand. 
However, growth based on oil exports may prove to be unsustainable. Therefore, a 
flexible poverty reduction strategy will have to devise a more sustainable growth path to 
lift more Syrians out of poverty. 
 
On the poverty front, UNDP’s pioneering study (El Laithy and Abu-Ismail, 2005) 
provides a rich source of information for our analysis of the prevalence of income 
poverty and characteristics of the poor. The study’s principal finding is that, in 2003-
2004, almost 2.02 million individuals in Syria (11.4 per cent of the population) could not 
obtain their basic food and non-food needs. Using higher ‘household-specific’ 
expenditure poverty lines, overall poverty in Syria rises to 30.12 per cent, representing 
almost 5.3 million individuals; and with the $2 a day international measure, 10.36 per 
cent of Syrians are poor.  
 

Thus, despite sluggish growth and an increase in income inequality, Syria managed to 
reduce poverty. Furthermore, between the years 1997-2004, inequality in Syria, as a 
whole, rose slightly (the Gini index rising from 0.33 to 0.37), however, increases in per 
capita expenditure outweighed the effect of this worsening distribution leading to the 
decline in poverty. In this respect, three main findings are worth noting:  

1. The inconsistency between the growth rates of the Household Budget Survey and 
the national accounts quite striking and needs further examination in light of the 
developments in the informal sector and patters of transfers.  However, the 
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decrease in income poverty due to an increase in per capita expenditure is 
corroborated by the fact that human development indicators also showed an 
improvement over the period from 1996 to 2004.  

2. There are major regional variations:  
a. In the rural While poverty was generally more prevalent in rural than in 

urban areas of Syria, the greatest differences were geographic.  The North-
Eastern region (Idleb, Aleppo, Al Raqqa, Deir Ezzor and Hassakeh), both 
rural and urban, have the greatest incidence, depth and severity of poverty; 
the Southern urban region has very low levels of poverty; and the Middle 
and Coastal regions have intermediate levels of poverty.  

b. The incidence of poverty declined rapidly in the Middle and Southern 
regions, especially in rural areas.  The decline was moderate in urban areas 
of the North-Eastern and Coastal regions, and poverty actually rose in the 
rural parts of these regions. 

c. In the rural Southern region, both, the size and the distribution of 
expenditure improved, lowering poverty; and in the rural North-Eastern 
region, the size and distribution of expenditure both worsened, raising 
poverty levels.  

3. Education was the single characteristic with the strongest correlation to poverty 
risk in Syria. More than 18 per cent of the poor population was illiterate, and 
poverty was highest, deepest and most severe for these individuals. Poverty was 
inversely correlated with educational attainment, so that even a moderate 
improvement in education could reduce the ranks of the poor.  Differences in 
poverty headcount with respect to educational status were wide.  In urban areas, it 
ranged from 11.7 per cent among illiterate persons to only 1.5 per cent among 
university graduates. The corresponding rates in rural areas were 16.5 per cent 
and 5.0 per cent.  Poverty perpetuated the lack of education, leading to a vicious 
cycle of poverty and low education.  

 
Building on this poverty-growth nexus, this study charts out macroeconomic policies that 
are distinctly different from the Neo-Liberal policy matrix that has dominated economic 
prescriptions around the globe for the last two decades. These policies include a more 
pro-active fiscal stance, focused on public investment as basis not only to foster more 
rapid growth but also as a mechanism to focus resources on poverty. In this framework, 
monetary policies play a complementary accommodating role to expansionary fiscal 
policies and eschew restrictive inflation targeting. In order to finance additional public 
investment, a more concerted effort would need to be mounted to mobilize domestic 
public resources, which are deemed to be too low in many countries to support a pro-poor 
growth strategy. Also included in the macroeconomic framework are recommendations 
for a cautious policy stance towards trade liberalization, with a preference for backing 
trade policies with pro-active industrial policies, allowing medium-term protection of 
vital domestic sectors and focusing development on sectors, such as agriculture, where 
poor workers are concentrated.   
 
In order to heighten the pro-poor impact of growth, this alternative policy stance also 
places priority on some sectoral measures, such as employment generation and 
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agricultural and rural development, as critical complements to macroeconomic and 
adjustment policies. For job creation, the emphasis is on not only fostering a more 
employment-intensive pattern of growth but also taking explicit public measures to boost 
the productivity of poor workers. For agricultural and rural development, the emphasis is 
on deploying public investment for critical public goods (such as rural roads and 
irrigation). 
 
In what follows we examine in more detail suggestions that form the heart of the 
proposed pro-poor macroeconomic strategy building on the findings of the other chapters 
in this case study and on the study by Mckinley (2004) which summarizes the findings of 
the eight case-studies in Asia-Pacific. 
 

1.5.1 Expanding Pro-Poor Public Investment and Mobilizing Domestic 
Resources for Investment 
 
A major initial finding of the UNDP Asia-Pacific regional programme—which has been a 
fairly consistent theme across the case studies—is the need to use fiscal policy more pro-
actively to expand pro-growth and pro-poor public investment. In several countries, 
UNDP’s Asia case studies found that capital expenditures are a small percentage of total 
government expenditures. In South Asia, for instance, this percentage is only nine per 
cent. By contrast, in East and Southeast Asia, it is much higher, namely, 24 per cent. In 
Vietnam, in particular, it is 32 per cent. At approximately 11 per cent of total government 
expenditure, Syria’s development expenditures are significantly lower than fast growing 
Asian economies. 
 
Underlying the recommendation for an increase in public investment is the notion that it 
can, if reasonably growth-oriented, have a “crowding-in” effect on private investment. 
Boosting aggregate demand through public investment can have the advantage not only 
of sparking recovery in a stagnant economy but also loosening the supply constraints on 
long-term growth. However, “crowding-in” cannot be automatically assumed. Public 
capital expenditures have to be carefully designed as part of a well conceived pro-growth 
as well as pro-poor strategy. 
 
The multipliers for expenditures on public investment can be substantial if such 
investment helps boost the productivity of labor and capital. The higher marginal 
propensity to consume in developing countries—compared to industrial countries—is an 
additional factor that can increase these multipliers (Hemming, Kell and Mahfouz 2002, 
p.12). Also, the multiplier impact of public investment can be powerful if there is excess 
capacity in an economy and households are liquidity constrained—as is the case in many 
developing countries.  
 
The common concern of Washington-Consensus economists has been that increasing 
public investment will enlarge public deficits and these, in turn, will lead to higher 
inflation, depreciation of the exchange rate and higher real interest rates.  There is little 
evidence in the literature that public investment crowds out private investment through 
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changes in the interest rate or exchange rate (Ibid., p. 36). Moreover, multipliers remain 
large, and crowding out is minimized, when a moderate monetary expansion 
accompanies an increase in public investment. As long as deficits are used to finance 
public investment that expands aggregate supply, the aggregate demand effects should 
not be unduly inflationary. 
 
Public investment can also be a powerful instrument for the re-allocation of public 
resources to poverty reduction. As part of its National Poverty Alleviation Strategy, for 
example, China has used public investment to channel funds to the poorer western 
regions of the country, which have been left behind by the economic boom centred in the 
richer coastal provinces. 
 
In Cambodia, the UNDP case study argued that increased public investment is not likely 
to trigger high inflation since much of the capacity of the economy is under-utilized and 
adequate resources can be mobilized through domestic borrowing to finance the 
investment. Moreover, inflation was not an immediate problem since it was a negative 
0.6 per cent in 2000-2001. The overall picture is very similar in Syria, where GDP 
growth has been sluggish and inflation has been relatively low in recent years. 
 
As a share of GDP, gross capital formation is not very low in Syria (20 per cent in 2002), 
however it decreased significantly from a high of thirty per cent in 1994. However, the 
main problem is that until recently this investment was not reaching rural areas, where 
most of the poor are located. China and Vietnam have achieved high rates of economic 
growth, largely due to high rates of investment. In 2001, the share of gross capital 
formation in GDP was 39 per cent in China and 31 per cent in Vietnam. Both countries 
have been able to finance most of this investment with domestic savings. In 2001, gross 
domestic savings were 40 per cent of GDP in China and 29 per cent in Vietnam. In 
China, ODA has played virtually no role in financing domestic investment while FDI has 
financed about one tenth of it. In Vietnam ODA and FDI together have accounted for 
over one fourth of domestic investment.  
 
A priority for Syria is to raise additional public revenue to finance investment. But it is 
also necessary to raise this revenue in a way that will not adversely affect the poor. In the 
case of Syria, non-oil revenue to GDP ratio (which is important to consider given the 
expected decline in future oil revenues) is much lower than needed to finance an 
investment-led growth strategy. Raising additional revenue is therefore critical to 
financing a boost in public investment, which can generate accelerated growth. An 
investment-led pro-poor growth strategy hinges on three financial conditions: 1) 
mobilizing sufficient revenue for public investment 2) mobilizing sufficient private 
savings to finance private investment and 3) complementing domestic resources with 
stable inflows of public and private capital. Domestic borrowing can contribute to 
financing public investment but only as a complement to revenue mobilization. 
 
The macro fiscal challenge that Syria faces is of a medium term nature.  Syria’s ability 
to maintain a credible investment programme that raises growth in the medium term 
relies critically on its being able to deploy existing oil revenues entirely for productive 
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public investment and in ensuring that non-oil revenues fully finance current expenditure.  
In this sense, as Roy argues in Chapter 3, there exists considerable fiscal space for Syria 
to use its oil wealth to expand capital investments in growth and human development 
promoting activities without recourse to IMF type short run stabilization policies. The 
next question to ask therefore is:  What are the potential sources of non-oil revenue 
growth that would enable Syria to deploy its oil revenue for pro-poor and growth 
enhancing public investment and to economic diversification? 
 
The revenue/GDP ratio in Syria fluctuates between 25 and 30 per cent of GDP with a 
discernible increase in this ratio observed in the 2000-02 period. This is a relatively high 
figure, but even if the lower bound is taken to be the existing trend mean, then this 
implies that the Syrian government commands a reasonable proportion of GDP as 
revenue. Oil revenues accounted for between 10 and 11 per cent of GDP over the period: 
1994-2002 period and between 40 and 46 per cent of total revenue in the same period, 
excluding 2001 which appears to be an outlier year. Following the macro fiscal logic 
spelt out above, the key focus is therefore on the sources of non-oil revenue growth that 
could be reasonably raised with a minimal incidence on the poor and vulnerable and 
which, at the same time, afford adequate revenue buoyancy potential for Syria.  
 
Roy argues Syria can considerably expand fiscal space through three avenues: 

1. Considerably lowering tax expenditures to raise direct and indirect tax revenues. 
2. Raising taxes on international trade chiefly by enhancing the tax base, by 

widening the coverage of import taxation. 
3. Exploring ways of expanding the indirect tax base including (but not exclusively 

confined to) the introduction of a Value added tax. Other ways of enhancing 
domestic indirect taxation could include excises on luxury goods, like cigarettes 
and tobacco “Tobin” taxes on foreign exchange related transaction, and low-rated 
but broad based taxation of key expenditures associated with increased private 
sector accumulation such as private construction activities. 

 
These tax measures should no be implemented in a piecemeal way. Syria should design a 
medium term tax policy Master Plan, based on careful analytical study of the incidence 
buoyancy and elasticity of existing and proposed taxes, and implement such a master plan 
over a ten-year period to maximize the potential of its existing tax base.  The most 
positive policy feature of the existing tax structure is that the tax base will grow 
automatically as Syria diversifies into non-oil based economic activities and accelerates 
its participation in non-oil international trade. This, combined with increased private 
sector activity will automatically provide both an enhance tax base and increased handles 
for allocation of taxes on domestic production and consumption and on international 
trade.  
 

The Tax Policy Master Plan should therefore detail proposed tax enhancement measures 
with the envisaged changes in economic structure and should ensure that the incidence of 
taxation on poorer and vulnerable groups is minimized.  
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1.5.2 Complementing Fiscal Policy with Less Restrictive Inflation Targets and 
Financial Sector Reforms 
 
In developing countries as a whole, the average inflation rate has declined over the past 
decade to its lowest level since the 1960s. In many of them, there is little protection left 
against the onset of deflation. This is also evident in the Syrian case where inflation 
dropped 8.2 per cent from 1992-1998, reaching a low of -3.7 per cent in 1999. The 
decline in inflation was due to the effect of a restrictive monetary policy, as argued 
above.  
 
The fixation with low inflation is not only confined to Syria. As the UNDP Asia studies 
show, even on the part of relatively successful countries such as China and Vietnam, 
targeting low inflation stems partly from a concern about the potentially destabilizing 
effects of financial liberalization. No doubt, supply-side factors are also involved. In 
China, trade liberalization is contributing to low prices, as are the associated excess 
capacity in some state-owned enterprises and a large pool of surplus labor in rural areas. 
While monetary policy has become more accommodating recently and fiscal policy 
continues to be expansionary, the deflationary impact of the SARS epidemic has yet to be 
determined. 
 
However, the danger of deflation, if it persists, is that it can lead to a self-reinforcing 
downward spiral of prices, profits and incomes, from which it is difficult for 
policymakers to extricate an economy. Monetary policy is rendered ineffectual because 
the economy has sunk into a “liquidity trap” (a term coined by Keynes). Thus, it is better 
to prevent deflation than try to combat it once it becomes persistent. Once it is 
entrenched, fiscal policies are more reliable in turning the tide (IMF, 2003).  
 
The Neo-Liberal recommendation to national policymakers is that they should insist on 
maintaining inflation rates of 0-5 per cent even though there is little empirical evidence to 
suggest that inflation rates above that level, or even above 10 per cent, have an adverse 
effect on growth. For example, the fastest period of growth for the Indonesian economy 
was in the 1970s, when the average annual growth rate of real GDP was 7.7 per cent. 
During that time, the average annual inflation rate was over 17 per cent. During the 
period 1990-2001, China had an average inflation rate of almost eight per cent but still 
grew at almost nine per cent. In Sri Lanka, inflation—especially an increase in food 
prices—has been highest during periods of growth and poverty reduction. An increase in 
food prices is likely to have a pro-poor impact on food producers in rural areas.  
 
Although relaxing inflation targeting too much is not recommended because of the 
danger of jeopardizing macroeconomic stability, some degree of inflation is expected to 
accompany a growing economy. This would facilitate the adjustment of relative prices to 
reallocate resources from unprofitable to profitable sectors. Moreover, if monetary 
policies are excessively restrictive, they can nullify the potential growth stimulus of 
expansionary fiscal policies. Low inflation is more likely after a sustainable rate of 
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economic growth has been achieved; trying to maintain low inflation before growth has a 
chance to take off is likely to throttle any economic expansion. 
 
Country experiences in Asia indicate that where reforms are properly managed, they 
contribute to strong improvements in economic growth and poverty levels. However, 
poorly managed reforms that are manifest in financial crises can damage economic 
growth with negative implications on poverty levels. This is particularly true for financial 
sector reforms where poorly managed external liberalization can have potentially 
devastating effects. It is therefore essential for the reform of the financial sector to be 
well-designed and properly-sequenced. 
 
In Chapter two, Megarbane argues it could be advantageous to speed up the pace of 
internal financial sector reform (not to be confused with external financial liberalization). 
Indeed, given the high costs associated with the prevailing weaknesses of the financial 
sector in Syria, it could be desirable to adopt such a strategy in order to improve the 
ailing banking sector. Such an approach seems all the more appropriate that the 
macroeconomic situation in Syria is currently favorable. Macroeconomic stability (low 
inflation, stable exchange rate, and high international reserves), low indebtedness of both 
the public and the private sectors, and a budget surplus (because of high international oil 
prices) contribute to create a unique window of opportunity for reforms. 
 
Such a strategy should however anticipate and avoid the risks that poorly sequenced 
financial sector reforms pose for macroeconomic stability and banking soundness. In that 
regard, Megarbane points out some weaknesses in the reform approach are already 
apparent that could if not addressed undermine the success of the reform effort. 

• The critical mass of reforms in prudential regulations and supervision that are 
needed before proceeding with the adoption of market-based arrangements has not 
yet been implemented. In particular, the adoption of proper accounting rules, a good 
loan classification system and associated provisioning rules, capital adequacy 
guidelines, and limits on loan concentration are urgently needed. 

• A minimal program for public banks restructuring should be introduced as soon as 
possible. The task of restructuring problem banks is an extended process that 
requires considerable resources as well as technical preparations. Therefore only 
key elements could be implemented upfront. However these elements—including 
the recapitalization of weak banks, early changes in prudential norms and credit 
extension policies—are essential if the reform is to proceed without major 
problems.  

• Reforms in the exchange rate and trade systems are needed to remove major 
bottlenecks for the development and normal functioning of the banking sector. 
Moreover these reforms can perform a critical catalytic function and help to provide 
momentum to the broader financial sector reform process. 

• New indirect monetary instruments should be introduced. The transition to full 
reliance on indirect monetary controls may take time, because experience and 
confidence in the new system has to be gained by the central bank and the private 
sector, and new institutional arrangements and competitive market mechanisms 



 

 

 

39 
 

need to be in place. This calls therefore for an early introduction of the new 
instruments that could be phased in gradually. 

• The organization and functioning of the Central Bank would need significant 
strengthening to facilitate implementation of financial sector reforms. 

 
Megarbane concludes that the restructuring of public sector enterprises and the 
liberalization of the investment environment are necessary complement to the financial 
sector reform, if the expected benefits of the reform are to materialize and if the 
restructuring of the banking sector is to be sustainable. 

 
1.5.3 Agricultural and Rural Development  
 
In Syria as well as in many of the countries of Asia-Pacific, agriculture remains a large 
and important economic sector, particularly for employment. Most of the livelihoods of 
the poor are tied to it. Thus, agricultural development, and rural development more 
generally, remain crucial for poverty reduction.  
 
In most countries it would be difficult to achieve a more pro-poor pattern of growth 
without increased agricultural prosperity. Those countries, such as China, Indonesia and 
Vietnam, which have been most successful during certain periods in reducing poverty, 
have emphasized agricultural and rural development. The economic transitions in China 
and Vietnam started with agricultural reforms and the early success of Indonesia in 
dramatically reducing poverty had a great deal to do with channeling resources into rural 
areas, such as for basic infrastructure and social services. In addition, Bangladesh 
achieved its most rapid rate of poverty reduction in the 1990s largely through the impetus 
provided by increases in agricultural incomes. 
 
The countries that have made the most progress against poverty have concentrated efforts 
on agricultural and rural development. For example, Vietnam, one of the countries with 
the strongest poverty reduction records, started economic reforms in agriculture through 
replacing collectivized farming with family-based farming. This was based on equitably 
distributing land use rights, according to family size and guaranteed for reasonably long 
periods. Systems of land-use rights have worked as powerful mechanisms to avert rural 
poverty in countries such as China and Vietnam. 
 
China also boosted production incentives in agriculture, as state procurement at low 
prices was abolished and farmers were allowed to sell their marketable surplus to private 
traders. Controls on external trade were also relaxed and farmers helped produce an 
export boom in agricultural commodities, principally in rice but also in other 
commodities such as coffee, cashew nuts and marine products. 
 
When economic reforms in China started in agriculture in 1979, the period of the most 
dramatic declines in poverty occurred—well before the country’s National Poverty 
Alleviation Programme began. Poverty reduction was more rapid and comprehensive 
from 1979 to 1984 than in any period since then. The rate of poverty reduction began to 
slow thereafter, as the development strategy adopted an export orientation and shifted 
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resources to the rich coastal regions. But during 1993-1996 poverty also dropped 
dramatically as real income per person rose 21 per cent in rural areas. The main 
explanation is that in both 1979-1984 and 1993-96 the terms of trade of agriculture 
notably improved as farm purchase prices were raised, and farm incomes increased 
correspondingly.  
 
The experiences of both China and Vietnam point clearly to at least one major successful 
strategy that many poor developing countries can adopt to achieve a rapid and pro-poor 
pattern of growth in the early stages of development. By contrast, the development 
experiences of Cambodia and Nepal show that the rate of poverty reduction will be slow 
if growth is not stimulated in agriculture. In both countries, a large majority of the poor 
are located in rural areas, with livelihoods tied directly to agriculture. During 1990-2001, 
the rate of growth of agricultural GDP was 1.8 per cent in Cambodia and 2.6 per cent in 
Nepal (Table 7). Growth in industry in both countries was faster but it was narrowly 
based—mostly in a small export sector producing garments and textiles.  
 
El-Ghonemy argues that although the development process has, over the last two 
decades, left agriculture to accommodate an increasing labor force, especially the 
landless poor, growing labor density on cultivated land is not in itself responsible for 
declining per capita productivity / income in agriculture and the widening gap within and 
between agriculture and other sectors of the economy. His analysis in Chapter Four 
suggests that the responsibility is shared by: (a) Inadequate investment in the capital-
hungry agriculture that contributes 36 per cent of national income; and (b) the 
widespread use of labor-displacing technology that has been facilitated by trade 
liberalization, combined with the limited labor-absorption capacity of other formal 
sectors.  Hence, the strategic importance of expanding non-farm labor-intensive activities 
within rural areas should be prioritized not as a residual but as a determinant of job-
creation and an income stabilizer against sudden climatic shocks. 
 
El-Ghonemy also argues that, distribution of the expropriated privately owned land, 
which has not been distributed among the intended beneficiaries (needy peasants), is a 
priority option. The Peasant Union – assisted land market-purchase by poor peasants is a 
policy option, provided that present credit-lending restrictions are relaxed.  IFAD of the 
UN may help the Agricultural Credit Bank in these land-purchase arrangements. 
Progressive land taxation may be considered by way of levying higher land tax-rates on 
productive lands as the size of landownership increases, which might induce large 
landowners to sell part of their land, using the raised revenue to finance irrigation 
expansion. Research is needed in this hitherto neglected policy issue. The pace in 
poverty reduction by these suggested means is of critical importance. 

 

1.5.4 Generating Widespread Employment for Poverty Reduction 
 
While much of the rhetoric of the latest generation of national poverty reduction 
strategies supports the importance of pro-poor growth, most of them overlook a critical 
set of public policies that can help achieve such an objective, namely, feasible policies to 
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generate widespread employment at decent wages. In Syria as in the Asia-Pacific, this 
has had a lot to do with the lack of development of agriculture and non-farm rural 
enterprises. It also relates to the lack of development of small and medium enterprises 
generally and the failure to move labor out of agriculture and into higher-productivity 
industry. 
 
As in the case of Syria, half of the countries studied by the regional programme, 
Bangladesh, Cambodia, Nepal and Vietnam, the majority of the employed are in 
agriculture. In Nepal those employed in agriculture account for over three-quarters of all 
employed and in Cambodia almost three-quarters. The share of the employed in 
manufacturing is relatively small in most of these countries. Outside agriculture, there are 
few opportunities for employment except in services, most of which are low paying. 
 
Generating widespread employment depends principally on the character of growth—
namely, whether it is reaching the sectors and regions where the poor are concentrated 
and employing the factors of production that they possess. Generally, this implies that 
growth should have an employment-intensive character. But this is obviously not enough 
since the most labor-intensive sectors are often the lowest paying.  
 
Another essential condition is to raise the income of the poor through boosting their 
productivity—either by raising it in sectors, such as agriculture, where the poor are 
located or moving them to higher-productivity sectors, such as manufacturing. Thus, as a 
complement to macroeconomic and adjustment policies, sectoral public policies have a 
role to play in allocating resources to certain sectors, such as agriculture, in order to 
increase their productivity and growth. 
 
The experience of Bangladesh is illustrative in this regard. In the 1990s, it was able to 
accelerate the rate of poverty reduction: the proportion of the population in poverty 
dropped from 50 per cent in 1991/92 to about 40 per cent in 2000—a significant 
improvement over very slow progress in earlier decades. This was largely due to 
employment generation in the non-tradable sectors—mainly construction, small-scale 
industry and services—not the tradable sectors. A boom in crop production in the late 
1980s shifted agricultural labor into non-farm employment in these sectors. 
 
In Sri Lanka while GDP was increasing by 4.8 per cent from 1990 to 2001, employment 
increased by only 2.3 per cent (Seth and Deb 2003). The slow growth of employment was 
due to the shedding of labor in agriculture and the inability of industry and services to 
fully compensate for this loss. About half of this labor was absorbed by low value added 
manufacturing and services. Within manufacturing much of this displaced labor took up 
work in the informal sector, in sub-contracting and causal jobs. The “level-playing-field” 
policies of trade liberalization had undercut much of the dynamism of the industrial 
sector and its ability to increase remunerative employment. Syria is vulnerable to fall 
prey to this ‘jobless growth’ scenario. Decision makers in Syria are advised to follow 
China’s early model in transition, which, as emphasized by Mckinley (2003), had 
remarkable success in generating rural employment. In the early 1980s, the economic 
reforms in agricultural institutions and incentives led to a boom in rural prosperity, which 
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sparked the rise of non-farm Township and Village Enterprises, which absorbed a 
significant share of surplus agricultural labor.  
 
In dealing with labor market challenges in Syria, a pertinent policy question is the extent 
to which wage policy can be harnessed to influence the welfare of workers. Should the 
national minimum wage – which prevails in Syria – be raised to deal with the plight of 
the ‘working poor’, that is, those who are working but not earning enough to meet the 
necessities of life?  
 
In this study, Abdel Fadil and Islam suggest that, if one uses the prevailing minimum 
wage applicable to a single-person household as one conceivable ‘poverty line’ for the 
labor market, the incidence of the ‘working poor’ appears to have fallen in Syria between 
1997 and 2001. The degree of wage inequality appears to be lower than aggregate 
inequality – at least as calculated from data reported in the 2003 unemployment survey. 
  
Perhaps the most notable feature of the Syrian labour market is the public sector-private 
sector divide. This does not necessarily stem from the distribution of the work force 
between the two sectors, but from the imbalance that emerges from the gender 
composition and educational qualifications of workers - and associated wage disparities - 
between the public sector and the private sector. Statistics presented in Islam’s study 
show the public sector acts as a repository for skilled graduates. This confers both 
benefits and costs. It enables the public sector to foster and sustain its capacity to provide 
managerial and administrative leadership. At the same time, by acting as a primary venue 
for graduates with tertiary education, the public sector may unwittingly nurture groups 
who have a stake in maintaining the status quo and who may be ambivalent towards a 
reform agenda of private sector. 
 
Evidence from the 2003 employment survey in their chapter also shows that the poverty-
labour market nexus is such that the typical person in the Syria is likely to be poor if 
he/she is employed in the private sector, is a paid worker and is employed in either 
agriculture or services. Moreover, the striking feature of the Syrian labour market is that 
the average public sector employee is relatively well off vis-à-vis the private sector 
counterparts. This is due to the significant human capital endowment [as measured by 
educational qualifications] of the average public sector employee. This is also verified by 
the strong correlation between poverty and educational status. Poverty rates vary between 
18 per cent and 12 per cent for those with primary education and less, while the 
corresponding rates range between 6 and 3 per cent for those with secondary education 
and more. 
 
From a regional perspective, four governorates [Homs, Dier-Ez-Zor, Idleb, Al-Hassakeh] 
account for 56 per cent of the total stock of unemployment in Syria. But these are not the 
governorates with the highest poverty rates. In fact, all of them have poverty rates below 
the national norm [11.6 per cent]. On the other hand, governorates with very high poverty 
rates [18 per cent], say, Al-Rakka and Al-Sweida, account for only 5 per cent of the total 
unemployed. This suggests that the unemployment-poverty linkage at the regional level is 
quite nebulous. Areas with particularly high poverty rates do not necessarily complement 
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the regional concentration of unemployment in Syria. The correlation coefficient is, in 
fact, a statistically significant -0.63, suggesting that higher unemployment in regional 
communities is associated with lower poverty incidence. When the data draws on rural 
and urban unemployment rates in selected governorates [not shown here] and one 
correlates them with poverty rates, the relationship becomes positive, but is statistically 
insignificant [0.16]. Thus, geographic interventions using a regional unemployment map 
will not be able to target impoverished communities in a reliable manner.  
 

To sum, employment opportunities have simply not expanded sufficiently to absorb new 
entrants to the Syrian labour force. The government has responded to these concerns by 
adopting a number of policy initiatives. The most notable institutional innovation is the 
setting up of a special Agency to Combat Unemployment [ACU]. A new package was 
enacted a few years ago in which US$ 1 billion would be disbursed over a period of five 
years [2001-2005] to mitigate unemployment and underemployment. In addition, it is 
committed to funding public works in rural areas and targeting impoverished individuals, 
families and regional communities. However, as Islam points out, for general SME 
development, the Syrian government needs a comprehensive and integrated programme. 
There is a myriad of small enterprises in Syria, many in the informal sector, but few can 
obtain the access to resources and business services to graduate into medium-sized 
enterprises that can provide Syrian workers with decent work, i.e., work based on skills 
and paying a poverty-eliminating level of wages. Self-employment and micro-enterprise 
development, albeit employment-intensive, are not the solution to widespread poverty. 
Hence, public policy needs to concentrate on small enterprises and enable them to grow 
into medium-sized enterprises. Again, this points out to the crucial role that the monetary 
and financial sector can play in the Syrian context. Furthermore, as Islam suggests, 
enhancing the ‘employment elasticity’ of growth – rather than the growth rate per se - 
should become a policy goal in Syria.  

 

1.5.5 Pro-Poor Trade and Industrial Policies  
 
In the countries covered by the Asia-Pacific regional programme, the impact of trade 
liberalization on poverty has been mixed. Generally, the studies recommend that such 
liberalization should be approached cautiously, with some protection of domestic 
industry being combined with export promotion. Also, several of the studies urge that 
trade policies be linked with a pro-active industrial strategy in order to maximize the 
benefits for development. 
 
In some countries, such as Vietnam, a process of liberalizing trade has contributed 
initially to an export boom, which has imparted benefits across the economy, including 
the farming sector. But liberalization has also been accompanied in many of these 
countries by a surge in imports, so that trade deficits remain large. For example, in 
Mongolia—a small economy that strove to open up rapidly—the share of exports shot up 
from 24 per cent in 1990 to 64 per cent in 2001 but imports rose from 53 to 80 per cent in 
the same period. 
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Simultaneously with export promotion, Vietnam has pursued a policy of fostering 
domestic substitutes for imports and thus its trade account remains roughly in balance. 
China and Indonesia are running trade surpluses (the latter in order to pay off a large 
external debt) but the rest, like Mongolia, are running substantial trade deficits. With the 
slowdown in the global economy, even successful countries such as China and Vietnam 
face the prospect that their exports will no longer be able to function as the engine of 
growth for their economy.  
 
In many of the countries studied by the regional programme, the reputed benefits of trade 
liberalization have not reached the poor, especially those in rural areas. While there is 
some evidence that export promotion initially benefited farmers in Vietnam, for example, 
the impact was most pronounced in the more developed rural regions, which produced 
most of the exportable commodities.  
 
In general, the benefits of trade liberalization have been unequally distributed. Therefore, 
the case studies call for pro-poor interventions that can compensate, at least, for the 
adverse effects of liberalization. These could run the gamut from the less controversial, 
such as improved social security (as advocated by the China case study), to the 
conventional responses, such as the provision of public goods and agricultural 
development, to the most controversial, industrial policies (as advocated by the Indonesia 
case study).  
 
Part of the explanation for the unequal distribution of the benefits of trade is the lack of a 
supply response from poorer farmers and small enterprises when increased trade has 
broadened economic opportunities. This is a particular problem in rural areas, where 
there is a lack of infrastructure, credit, marketing channels and public services. Poverty 
reduction strategies should be geared to address these shortcomings. 
 
Another part of the problem is the unequal distribution of benefits across countries. Some 
countries remain wary of completely opening up their economies because of the 
potentially devastating effects on their industrial and agricultural sectors, especially if 
industrial-country markets for exports of agricultural commodities and labor-intensive 
manufactures from developing countries remain protected.  
 
Some countries, such as Cambodia, Mongolia and Nepal, have banked heavily on 
garment and textile exports but international competition is intense in these sub-sectors 
and foreign direct investment is footloose. The Sri Lanka case study warns that too many 
developing countries are specializing in the same low-value-added products such as 
garments and have not diversified their manufactured exports. Instead, they should be 
concentrating on relatively income elastic and price inelastic export products.  
 
Chapter Four examines in more detail trade and industrial policies over the past decade 
and prospects for growth post-liberalization.  The findings indicate that liberalization per 
se did not have a major effect on the performance of both sectors. In this respect, the 
gradualist approach to reform – followed by Syria so far– is commendable in light of the 
experience with shock therapy elsewhere.  However, the effect of the boom in oil exports 
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on the industrial sector is a matter of concern. Arguably the participation of the 
manufacturing sector declined while oil revenues grew significantly in the 1990s in what 
appears to be a classic Dutch disease story.  
 
The Chapter also assesses the medium-term growth potential for specific non-oil 
commodity exports on the basis of their Comparative Advantage. The exercise indicates 
that further trade liberalization would promote a pattern of specialization based on 
primary commodity production. This pattern of specialization implies that growth would 
be directly connected to the capacity restrictions and movements of the terms of trade for 
commodities, a prospect that is less than reassuring. Furthermore, estimates of future 
export performance assuming that current comparative advantage would influence the 
patterns of trade in the post-liberalization environment, seem dim. Even if we follow, 
conventional economic wisdom by purporting a positive causal relation between 
liberalization and growth, estimates here suggest, ceteris paribus, an annual growth rate 
in non-oil commodity exports of about 15 percent is needed to replace oil exports.  
 
This seems to be a highly unlikely scenario given three sets of constraints that affect non-
traditional exports. First, there are the domestic constraints posed by restrictive 
macroeconomic policies, an export unfriendly regulatory framework, low productivity 
and the lack of financing or support-services provided to exporters.  Second there is the 
combination of high protection in Europe (Syria’s main trading partner) and fierce 
competition from other developing countries. Third, there is the increasingly binding 
environmental constraint posed by the level of water scarcity in Syria. Of those three 
major constraints, only the first is under the direct influence of Syrian policy makers. 
However, even if such a leap in primary product and low value-added exports occurs, it 
will still be insufficient to sustain the capital good import requirements for a fast growing 
industrial program. 
  
Consequently, trade liberalization highlights a major dilemma for Syrian decision 
makers. One the one hand, in the ideal case, Syria should adopt a mix of import 
substitution cum export promotion, a strategy that would emulate to a great extent the one 
pursued by the successful Asian countries. On the other hand this path is more difficult 
for developing countries, including Syria, under present circumstances. But Syria has 
little choice but to follow suit. It is a well-known fact in economics that increasing returns 
can lead to cumulative growth processes and different patterns of specialization. The 
argument here is that industrial policy can guide these changes. Along Kaldor-Verdoon 
lines, Amsden (1989) showed that output growth via import-substitution then export-led 
industrialization could have a positive feedback on productivity as already observed in 
the Korean case. All successful transitions utilized economies of scale and productivity 
growth. In smaller countries the limits of internal demand was overcome by exports.  
 
However, this is not a call for the continuation of traditional state-led industrial 
development policies in Syria. Rather, one important precondition is the ability to forge a 
private-public partnership. In East Asia, business and government worked closely 
together to strengthen domestic industry.  Foreign enterprises were discouraged, by 
deliberate red tape, from entering certain industries, so that national companies could get 
a head start.  State-owned banks lent money at subsidized rates to help local firms acquire 
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the technologies and capital equipment they needed. Where corruption existed, it tended 
to be confined to raw-materials industries.  In much of manufacturing, subsidies were 
allocated by professional bureaucracies according to relatively transparent procedures. 
State support for business was often tied to strict performance standards and closely 
monitored. Successful import substitution in Asia implied that both subsidies and 
performance targets were imposed on domestic producers to guarantee that local 
production would be internationally competitive. Syria must find a ‘policy room’ that 
allows it to pursue an industrial policy based on a private-public partnership. 
 
 
1.6 Policy Recommendations for the Five-Year Plan 
 
There is little doubt that managing the Syrian economy with little or no growth is going 
to be increasingly difficult in the future. In the past, concessionary external finance from 
friendly Arab states, buoyant revenues from the oil price boom and a lucrative bilateral 
trade with Iraq worth US$ 1 –2 billion annually enabled the Syrian government to sustain 
vital social expenditures in a fiscally affordable fashion. After the Iraq war, the bilateral 
trade has ceased, while the external political and economic environment has become less 
hospitable as the stance of the United States towards Syria has become more aggressive. 
At current rates of extraction, oil resources will run out in about ten years. The 
government has sought to counter the actual and prospective reduction in access to 
external markets by signing an association agreement with the EU, while it will seek a 
deeper integration with the Arab world through a free trade agreement.  
 
These developments will create fresh opportunities and challenges. On the one hand, 
these external initiatives in the foreign policy domain will provide access to new markets 
to domestic firms and bring in new investments. This in turn will aid the process of 
growth and contribute to employment creation. At the same time, competitive pressures 
will build up on domestic institutions and firms that may lead to reallocation of resources 
and shedding of labor. Hence, the management of the Syrian economy will have to be 
more astute in this new environment than it has been in the past. To this end, the Syrian 
State Planning Commission formulated policy targets for the next five-year plan with the 
following targets and broad policy objectives: 

Growth and Investment: Targeted growth rate of 7 per cent annually to be achieved by 
raising investment from its current level of 23 per cent (of GDP) to reach 32 per cent in 
2010 with public investment maintaining its current level of 14 per cent of GDP and 
private investment assumed to increase from its current level of 9 per cent to 18 per cent 
in 2010 as a result of deregulation and market-oriented reforms. The bulk of public 
investment will be allocated to enhance human capital by investing in health and 
education as well as in R&D.  

Consumption: Gross consumption share in GDP declining from 78 per cent in 2005 to 
70 per cent in 2010 despite growing at a rate of 4.8 per cent annually due to the 
significant increase in investment share. Public consumption share is assumed to increase 
from 13 to 15 per cent while private consumption is assumed to decrease from 64 to 55 
per cent, from 2005 to 2010, respectively. The increase in the share of the former is due 
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to an anticipated increase the wages and salaries of public sector employees at a rate of 9 
per cent annually. 

Savings: Savings projected to reach 30 per cent of GDP in 2010, up from its current rate 
of 22 per cent with an annual growth rate of 13 per cent. This dramatic increase in 
savings is assumed to result from the adoption of financial sector reforms, including the 
enhancement of the capital market, allowing the establishment of mutual funds, issuing 
Government Bonds, and more significantly, maintaining savings-friendly real interest 
rates.  

Employment and Wages: Unemployment targeted to decline 6 per cent in 2010, which 
implies the generation of 1.3 million jobs and the achievement of 3.5 per cent annual 
increase in labor productivity. Reforms also target increase in the productivity of public 
sector employees through intensive training programs and raising incentives. 

Exports: Exports to GDP ratio decreases by two per cent only over the plan period so 
that it reaches 28 per cent in 2010. Imports would also decline by two per cent to reach 
29 per cent in 2010. Oil exports are assumed to decline at a rate of 14 per cent over the 
period from 2006 to 2010. Accordingly, non-fuel exports shall make up 85 per cent of 
total exports in 2010. This quantum leap in export performance is presumed to take place 
as a result of improvements in investment climate, support to export-oriented sector, 
particularly infant industries, and a significant increase in revenues from the tourism 
sector. 

Balance of Payments: BOP deficit ceiling of 5 per cent and debt to GDP ceiling of 50 
per cent. An improved investment climate is also assumed to significantly boost FDI. 

Fiscal Reforms:  
a. Revenue side: 

i. Finding alternative sources of public revenues to compensate for the 
decline in oil share. 

ii. Radical reforms in tax administration and legislation to reduce evasion.  
iii. Raising direct (non-oil) taxes to reach 9 per cent of GDP in 2010 mainly 

through the enhanced collection of individual income taxes. 
iv. Raising indirect taxes by 4 per cent in 2010, taking into account the 

exemption of staple commodities (i.e. the introduction of VAT tax). 
v. Increasing non-tax revenues from the non-oil sector (public sector). 

b. Expenditure side: 
i. Current expenditure:  

1. Increasing wages and salaries. 
2. Independent evaluation of the efficiency of administrative 

expenses. 
3. Reallocation of subsidies to increase effectiveness. 

ii. Development Expenditure: 
1. Maintaining an overall share of 14 per cent of GDP. 
2. Investing in health education and R&D. 
3. Increasing the efficiency of investment by enacting performance 

budgeting. 
c. Budget deficit ceiling of 5 per cent. 
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Monetary policy: 
a. Maintaining price stability: single-digit inflation 
b. Introducing new indirect instruments of monetary control. 
c. Enhancing the independence of the Central Bank and increasing its supervisory 

power over public banks. 
d. Restructuring and modernization of public financial sector. 
e. Increased allocation of credit to productive and service sectors, particularly those 

that are expected to play a leading role (agriculture, manufacturing, tourism). 
f. Raising deposit to GDP ratio from 60 to 80 per cent and credit to GDP ratio from 

27 to 60 per cent over the plan period. Thus, credit to private sector increases 
from 9 to 35 per cent in 2010 so that private sector share of credit reaches 58 per 
cent. 

g. Increasing the velocity of circulation to reach 2 in 2010 (currently it stands at 1.3). 
h. Managing money supply in accordance with the projected GDP growth target. 

Exchange rate policy: complete unification of the exchange rate and gradual movement 
away from a fixed rate to a crawling peg.  
 
In essence, the above macroeconomic framework of the plan is not inconsistent with the 
findings of this study. However, there is a concern that some key targets are quite 
ambitious for a medium-term framework. The plan’s main target of achieving 7 per cent 
annual GDP growth is itself very optimistic as it relies on the three key assumptions: 

• An increase gross investment to reach 32 per cent of GDP.  
• An increase in gross domestic savings to reach 30 per cent of GDP in 2010.  
• 14 per cent annual growth in non-oil exports. 

 
The first assumption depends on a significant jump in private investment and FDI 
following regulatory reforms and an improvement in the business environment. Judging 
from other country experiences, this can be a rather precarious assumption. FDI rates in 
the MENA region are amongst the lowest worldwide (net FDI averaged 3 US$ billion 
only from 1990-2000 for the MENA Region). Private sector contribution to growth and 
employment post-liberalization has been generally poor and there are few success 
stories.2 In fact Syria is likely to witness a decline in its savings due to the projected 
increase in public expenditure and decline in oil revenues. In addition, maintaining a 
‘savings friendly’ interest rate regime can pose a serious constraint to investment. Hence, 
the first and second assumptions are somewhat conflicting.  
 
In East Asia, for example, high savings rates helped mobilize resources for investment, 
but they did not come about as a result of savings friendly interest rates since. In fact, 

                                                
2 Tunisia, where private enterprises account for approximately 60 percent of total investment (a figure that 
remained more or less steady throughout the 1990s) is one such rarity. In recent years the Tunisian 
government has decreased tariff rates as part of its partnership agreement with the European Union, 
simplified customs procedures, improved its infrastructure, and offered investment and export incentives to 
the private sector, particularly small and medium enterprises (SMEs), which now dominate manufacturing. 
Hence, exports moved away from raw materials to manufactured goods. 



 

 

 

49 
 

prior to the 1990s, financial repression3 was a well-known stylized fact of the East Asian 
economies. In Korea, financial policy was managed as a tool of industrial policy by the 
creation of ‘special purpose banks’ fully owned and managed by the government. The 
government fully controlled their activities by limiting private shareholders voting rights. 
Even, when the system was de-repressed by raising real interest rates, which bordered on 
10% from 1965-71, the state still offered low interest rate subsidies to selected firms.  
 
Second, the macroeconomic framework falls into the pitfall of assuming an instantaneous 
export response. Export growth depends on institutional and enterprise reform as well as 
the implementation of a wide range of support services. Syrian entrepreneurs have yet to 
acquire the ‘knowledge’ attached to the process of producing and marketing commodities 
for a European market. Even in the service sector where Syria can take advantage of its 
tourism potential, it would take at least three-four years of new investment (as well as 
peace and stability) before the sector’s share of GDP would change significantly. The 
point here is not that Syria lacks the export potential, rather that, even in the best 
scenarios, export growth lags behind.   
 
One area of concern is that combined trade and financial liberalization policy has its own 
set of potential complications which will differ from one country to another. Trade 
liberalization may have positive effects on prices and in some case even on capacity 
utilization, depending on the elasticity of exports. However, it will also have negative 
effects on domestic firms particularly infant industries from the increase in competition. 
This is often complicated when capital account is deregulated simultaneously or the 
country receives large influx of foreign currency from mineral exports, aid or debt so that 
capital inflows fuel a massive increase in imports leading to productivity declines in the 
traded goods sector; ‘Dutch disease’, hence, de-industrialization, which Chapter five 
argues has occurred in Syria’s case. Hence, the proposed framework should have further 
highlighted the significance of public sector reform and incorporated a full-fledged 
program for the financial, technical and operational restructuring of public enterprises as 
one of its principal objectives. 
 
On the other hand, the proposed macroeconomic framework has correctly avoided any 
reference to external financial liberalization, focusing most of its proposed financial 
reforms on the restructuring of public banks, the development of financial intermediaries 
by providing and improving financial services to the real economy and from financial 
deepening allowing the authorities more instruments such as open market operations, to 
control the economy. External financial liberalization in the context of restrictive 
monetary policy will increase the vulnerability of both the financial and real sectors of 
the economy to suffer from global effects and reduce the autonomy of the central bank in 
controlling credit policy (since domestic firms can borrow from abroad and foreign 

                                                
3 McKinnon (73) defines financial repression as a situation when governments distort and tax their 
domestic capital market. These taxes or distortions take forms: interest rate controls and directed credit 
allocation programs. The government may also intervene in the financial intermediation directly through 
taxing banking sector income or indirectly through forcing banks to hold a percentage of their deposits in 
government bonds or non-interest bearing reserves in the central bank.  
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investors can bring shift their investments towards home assets). This will also have 
ramifications on the exchange rate and the price level.4 
 
The proposed shift to a crawling peg is highly recommended due to the flexibility it 
offers in managing the currency. A crawling peg is a type of fixed exchange rate system 
whereby the nominal rate is adjusted periodically to correct misalignments in real 
exchange rate due to for example inflation differentials. A crawling peg is preferable to 
the current fixed peg policy and to a floating exchange rate regime. The latter is 
particularly difficult for developing countries. As opposed to developed countries, 
forward markets based on currencies even as important as the bath or the rupee are ‘thin’ 
and subject to large destabilizing fluctuations. Rather than suffer the instabilities of a 
floating rate and its perilous consequences on the domestic price level, the better option 
for countries like Thailand and India may be a crawling peg. Furthermore, a crawling peg 
will help preclude speculation against a maxi-devaluation as it may give investors the 
impression that peg is getting the currency closer to its real value (Taylor and Eatwell 
2000). Two other reasons support this shift in exchange rate policy: 

a. Inflation management: Running the peg at a pace slower than inflation could 
hinder prices from the side of cost of intermediate imports. This turns out to 
have a significant effect since imports typically account for 10-15% of GDP in 
developing countries. In Syria the ratio is significantly higher. However, if 
strongly overvalued, the exchange rate can have serious effects on traded goods 
sectors and it can easily invite speculation, which often leads to a maxi-
devaluation, forcing inflation to speed up again. Although crawling pegs add a 
degree of indexation to the system, which can lead to cost push inflation, it is 
likely to be more moderate than a maxi-devaluation.  

b. Export Promotion: Real exchange rate stability has been found to highly 
correlate with export-led growth (Taylor 1990). Designing a crawling peg in 
which the nominal exchange rate is adjusted at rate higher than inflation will let 
an overvalued exchange rate approach its right value. The effect could be to 

                                                
4 Alejandro (85) describes many of these unfavorable results in Latin America in the late 1970s and early 
1980s: 

1. Interest rate liberalization did not encourage intermediation beyond the scope of short-term 
maturities. Longer-term intermediation, via bonds or stock market remained very weak. In the 
Chilean case, stock markets mobilized few funds due to poor regulation that led to manipulation 
by business groups. 

2. End of financial repression did not increase national savings, in spite of the return. The expansion 
cam mainly from foreign capital. In fact, savings actually fell after liberalization. 

3. Investment performance showed no clear sign of either improving or becoming more efficient. 
4. Government induced financial repression was replaced by debilitating financial imperfections such 

as the emergence of financial conglomerates with oligopolistic powers. The association between 
banks and firms was such that few private corporations controlled the banks and this created a 
moral hazard problem. By 1982, Chilean private sector was more indebted that the public sector. 

5. Capital inflows associated with capital account liberalization created upward pressure on the 
currency and severely hampered the performance of the real economy. 

6. Interest rates remained high even during periods of massive inflows due to the contractionary 
macro policies to combat inflation and current account deficit and in response to expectations of 
devaluation as well as due to the fact that a spread was needed to maintain capital flows. The high 
interest rates increased working capital cost for firms and caused widespread bankruptcies. 
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create a long-term export gain (perhaps even enhance productivity enough to 
allow for a commensurate rise in real wages as in the Korean case).  

 
Finally, the proposed increase in public sector wages is a double-edged sword. Pursuing 
public sector-led wage increases and raising the minimum wage in the context of slow 
growth can help the working poor in the formal sector, but it will hurt those seeking work 
while it may be unenforceable in the informal economy so the overall effect on aggregate 
demand may not be clear. Furthermore, given that the wage gap is in favor of the public 
sector, the wage leadership role played by the latter will probably worsen wage 
inequality.  
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Chapter Two 
 

Monetary and Financial Issues 
 
 

Patrick Megarbane 
 

Introduction 
Nowhere, perhaps, are Syria’s economic problems and challenges more evident than in 
the financial sector. Isolation from technological developments, erosion of qualifications, 
and lack of competition have atrophied the banking system and lowered its capacity. 
Moreover, the banking system has existed primarily to service the public sector depriving 
the private sector (and in particular the non-agricultural small-and-medium size 
enterprises) from essential banking services. And to the extent that a sound-banking 
sector performs many functions that support economic growth, the under-development of 
the banking system in Syria has been (and still is) a major bottleneck to faster economic 
growth and therefore an important obstacle to poverty alleviation. 
 
In addition, monetary policy in Syria has been until a recent past passive, with nominal 
interest rates remaining unchanged regardless of domestic and external developments. As 
a result, the monetary policy stance has not been always appropriate. In particular, it 
appears that over the years 2000-2003, the lack of flexibility in the nominal interest rates 
resulted in overvalued real interest rates which had a negative impact on investment and 
growth and consequently on poverty levels. 
 
The authorities have recently taken important steps to develop the financial sector and 
move to a more active conduct of monetary policy. In line with these objectives, a credit 
and monetary committee (CMC) was established in March 2003 to be responsible for 
monetary policy. Interest rates have been lowered twice in mid-2003 and beginning 2004. 
And private banks have started operations in January 2004 for the first time since 1963 
when all banks were nationalized. 
 
The objective of this paper is to analyze the implications of banking sector under-
development and inappropriate monetary policies on growth and poverty levels in Syria. 
Section 1 investigates the impact of banking system under-development on growth and 
poverty. Section 2 explores the implication of the monetary stance over the past several 
years on growth and poverty. Section 3 provides some policy recommendations for a 
successful reform of the financial sector in Syria. 
 
It should be noted at the outset that the poor quality of Syria’s economic data seriously 
impairs the ability to conduct economic analysis. Nevertheless, we believe that the main 
lines of the analyses and the thrust of the policy recommendations presented in the paper 
hold in spite of data issues. 
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2.1. The Under-Development of the Banking Sector in Syria and its 
Impact on Growth and Poverty 
 
2.1.1 Brief Overview of the Banking Sector in Syria 
 
Since its nationalization in 1963, the banking sector has been organized around state-
owned specialized banks, each of them operating on a specific segment (table 1 outlines 
the distribution of credit and deposits by specialized banks and sectors): 

− The Commercial Bank of Syria (CoBS) finances external and internal trade. It is by 
far the largest bank with three quarters of bank deposits and half of the extended 
credit. Its lending activities are highly concentrated in the public sector while the 
source of its deposits is balanced between private and public sectors. In particular, the 
CoBS acts as fiscal agent in crop procurement for wheat and cotton. The CoBS also 
has the exclusive right to deal with foreign exchange operations. It offers transaction 
services, receives foreign exchange deposits for savings and import financing 
purposes, and is heavily involved in the administration of foreign exchange controls. 

− The Agricultural Cooperative Bank finances the agricultural sector. It proves farmers 
with working capital for seed, fertilizers, and harvesting. It determines the allocation 
of credit as to implement the government’s plans for the production of different crops. 
Its deposit base is very narrow despite the high number of branches, and most of its 
loans are refinanced by the Central Bank. 

− The Popular Credit Bank serves mainly to collect household savings and acts as 
government agent in the administration of the Investment Certificates. It makes 
mostly loans to small businesses. 

− The Real Estate Bank provides mortgage and construction loans for residential and 
commercial property for both the private and public sectors. 

− The Industrial Bank finances mainly the private industrial sector with short- to 
medium-term loans. 

− The Post Office Savings Fund accepts private deposits, which are then lent to the 
government. In 1999 it started to provide credit to the private sector. 

 
As shown in Table 2.1, the Syrian banking system has existed primarily to service the 
public sector with about two-third of the extended credit directed to the economic public 
sector. In contrast, the private sector (with the exception of agriculture) has limited access 
to credit form the public banks and, as a result, obtains most of its credit needs from 
banks abroad and from the curb market at high interest rates. 
 
Recently, the authorities have taken important measures to develop the financial system, 
while strengthening the regulation and supervision of banks. A new Banking Law was 
enacted in March 2002 setting the foundation for the reform of the financial sector. In its 
aftermath, a credit and monetary committee (CMC) has been set up to be responsible for 
monetary policy and the development of the financial sector. Private banks have been 
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allowed to operate in Syria and two private banks have started their operations in early 
2004. 
 
Table 2.1: Distribution of Credit and Deposits between the specialized banks in 2002  
  Commercial Agricultural Popular Real Estate Industrial Total 
(In Millions of S.P)             
Credit 133106,53 60901,98 13146,78 29527,79 8836,91 245519,98 

to the Public Sector 117868,33 42283,54 24,12 1512,44 204,01 161892,43 
to the Private Sector 15238,21 18618,44 13122,66 28015,35 8632,90 83627,55 

Deposits 400916,94 19000,03 63377,02 41900,31 9319,51 534513,81 
of the Public Sector 180561,22 12473,23 5710,16 6791,60 4139,68 209675,89 
of the Private Sector 220355,72 6526,80 57666,86 35108,71 5179,83 324837,92 

(In Percentage of Total Credit)             
Credit 54,21 24,81 5,35 12,03 3,60 100,00 

to the Public Sector 48,01 17,22 0,01 0,62 0,08 65,94 
to the Private Sector 6,21 7,58 5,34 11,41 3,52 34,06 

(In Percentage of Total Deposits)             
Deposits 75,01 3,55 11,86 7,84 1,74 100,00 

of the Public Sector 33,78 2,33 1,07 1,27 0,77 39,23 
of the Private Sector 41,23 1,22 10,79 6,57 0,97 60,77 

Credit to Deposits Ratio 0,33 3,21 0,21 0,70 0,95 0,46 
Source: Central Bureau of Statistics 
 
These measures have been complemented by efforts to strengthen banking regulation and 
supervision. A bank secrecy law came into effect in April 2001 and a Money Laundering 
(ML) Law has been adopted in late 2003. In parallel, initial steps to modernize the 
operations of the Central Bank have been taken concerning the revision of the accounting 
system to bring it in line with international standards, the strengthening and restructuring 
of the supervision department, and the modernization of the payments and clearing 
systems. 
 
These initial measures have not yet transformed the landscape of the banking sector in 
Syria which remains structured along the same lines set a couple of decades ago. 
 
 
2.1.2 Extent and Efficiency of Financial Intermediation in Syria 
 
2.1.2.a Extent of Financial Development 
 
The extent of financial under-development in Syria is so obvious that it is hardly 
necessary to demonstrate it. Nevertheless, we outline hereafter a few indicators that 
emphasize the delay of Syria in terms of financial development. 
 
First of all, the mere number of banks branches in Syria is largely insufficient to 
adequately address the domestic market. Moreover, the location of these branches is 
generally confined to the centre of the major cities further limiting the reach of the 
banking sector. Not surprisingly, the penetration of banking services in Syria is low (the 
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number of inhabitants per bank account is much higher than in pair countries: it stands at 
26 in Syria, 16 in Egypt, 7 in Lebanon and 3 in Morocco), and the banks are over-loaded 
as the number of clients per branch is about twice the average prevailing in other 
comparable countries (Figure 2.1). 
 
Figure 2.1: Number of Inhabitants per Bank Account and Number of Customers 
per Bank Branch 
 
        Number of Inhabitants per bank Account        Number of Customers per Bank Branch 

 
To further compare the level of financial intermediation between Syria and countries with 
comparable levels of economic development, we used the following three indicators of 
financial development: (1) total banks deposits as a percent of GDP, (2) credit to the 
private sector as a percent of GDP, (3) credit to the private sector as a share of total 
domestic credit. 
 
The first indicator measures the size of financial intermediation while the second and 
third indicators give an idea on how much the financial system is effectively contributing 
to support economic growth, with the underlying assumption that banking systems that 
allocate more credit to the private sector are more engaged in researching firms, exerting 
corporate control, providing risk management services, mobilizing savings, and 
facilitating transactions, than financial systems that simply funnel credit to the 
government or state-owned enterprises. 
 
Notwithstanding the weaknesses and limits of the proposed indicators, the results 
presented in Figure 2.2 are strongly conclusive: Syria lags far behind comparable 
countries in terms of financial intermediation (banks deposits amount to 34% of GDP in 
Syria but as much as 67% in Egypt and 83% in Jordan) and in terms of credit extended to 
the private sector (credit to the private sector represents 9% of GDP and 27% of total 
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credit in Syria but 45% of GDP and 52% of total credit in Egypt, and 69% of GDP and 
82% of total credit in Jordan). 
 
Figure 2.2: Banks Deposits/GDP, Credit to the Private Sector/Domestic Credit, 
Credit to the Private Sector/GDP 
 

Source: International Financial Statistics 
 
Of particular concern is the very low level of credit provided to the private sector in 
Syria. A closer look at this variable (Figure 2.3) indicate that the level of credit extended 
to the private sector in Syria is even lower than the average prevailing in low-income 
countries, and that this level has declined over the second-half of the 90s’ in sharp 
contrast with the evolution in other countries including in neighbouring Arab economies. 
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Figure 2.3: Credit to the Private Sector as a Share of GDP, 1995-2000 

 
Another striking feature of the Syrian banking activity is the concentration of credit to the 
agricultural sector. Two-third of total credit is extended to the agricultural sector with the 
financing of the procurement of wheat and cotton accounting by itself for 40 percent of 
outstanding credit (Table 2.2). This concentration reflects the strategic policy choice of 
the state to support the agricultural sector, which has certainly contributed to achieve self-
sufficiency in some crops while having positive implications for the sustainability of the 
rural environment, poverty reduction, and unemployment alleviation.  
 
Table 2.2: Distribution of Credit by Sector of Activity in 2002 
  In Millions  In % of In % of 
  of S.P Total Credit GDP 

Agriculture 160121 65    16,0 
Procurement of Cotton and Wheat 99200 40           9,9 
Other Agricultural Activities 60921 25           6,1 

Manufacturing 9627 4      1,0 
Building and Construction 29529 12      3,0 
Trade 26756 11      2,7 
SMEs outside agriculture 13147 5      1,3 
Other Activities 6340 3      0,6 
Total  245520 100    24,6 

Source: Central Bureau of Statistics 
 
On the other hand however, some sectors appear to have been deprived from adequate 
financing. This is particularly evident for small- and medium-size enterprises that account 
for a large part of the service and manufacturing activities in Syria but receive a modest 
share of total credit. 
 
The lack of adequate financing is also apparent for the industrial sector. The credit 
provided to the industrial private sector was not only low in absolute terms but has been 
shrinking as a share of the sector’s output, at a time where private sector industrial 
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activity was developing (Figure 2.4), emphasizing the marginal role of domestic banks in 
financing private sector activities. 
 
Figure 2.4: Gross Output of the Industrial Private Sector and Credit Extended to 
the Private Industrial Sector as a Percentage of the Sector’s Output 

 
2.1.2.2 Efficiency of Financial Intermediation 
 
In addition to its limited size, the banking system in Syria is plagued by outmoded 
technology, scarce banking competences, routine problems, and bureaucratic procedures. 
As a result, the quality of services is extremely poor.5 
 
Several studies have highlighted the weaknesses of the banking system in Syria and noted 
that the banking services available to Syrian enterprises put them at a disadvantage 
compared to their competitors abroad and in the region.6 
 
 
2.1.3 Reasons for Financial Underdevelopment 
 
The underdevelopment of the financial and banking system in Syria is the result of a 
combination of factors involving the various dimensions of the intermediation process. 
 
 
 
 
                                                
5 For example, The Economist, March 2001, describes the system as being so inept that it can take weeks to 
transfer funds between branches. 
6 For instance, the MNSED report, June 2000, relates the poor performance of the export sector among 
other factors to the constraints of the banking sector. For example, Syrian exporters can not obtain letter of 
credits in foreign currencies. Where comparable services exist, fees charged by Syrian banks are much 
higher than those in neighboring countries. 
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2.1.3.1 Issues related to the ownership structure 
 
Banks in Syria have been nationalized in 1963 and remained state-owned since then. 
Public ownership of banks has proved to be inferior to private ownership for two main 
reasons: 

− Interference of non-market considerations in the extension of credit that led to severe 
weaknesses in the banks financial structure. In Syria, banks have been largely used to 
direct credit to public enterprises at preferential terms, resulting in many instances in 
misguided lending decisions. In addition, banks have been used as instruments of 
development policy by making loans to “priority sectors” sometimes with an implicit 
understanding that these loans need never be repaid. As banks have not been allowed 
to strictly enforce the repayments of overdue loans, their financial structure 
weakened. 

− Failures in corporate governance that leads to weak performance. Banks in Syria have 
not enjoyed any real independence in the conduct of their operations: the modalities 
of credit extension have been strictly determined for each specialized bank by 
detailed procedures and guidelines, interest rates have been administratively set by 
the monetary authorities, and banks management has had no say in labor and wage 
policies. In addition, there has been little incentive for banks managers and personnel 
to strive for better performance since wages have remained low and undifferentiated. 
Consequently, the state found it difficult to put hard budget constrains on the 
operations of the banks, which resulted in poor corporate governance and weak 
performance.7   

 
2.1.3.2 Issues in relations with depositors 
 
Low financial intermediation can partly be traced to the inability of the financial 
institutions to effectively collect private savings. Private deposits in Syria represented 
indeed about 30% of GDP in 2001, compared to 60% in Egypt, and 85% in Jordan. 
 
Macroeconomic instability has long been a factor underlying the low demand for deposit 
facilities. Until a recent past, high and unpredictable rates of inflation have maintained 
real interest rates at low and even negative levels increasing the opportunity cost of 
holding money and making agents seek to place their assets in alternative form (foreign 
assets, gold, real-estate). Conversely, the recent episode of high real interest rates (cf. 
Section 2) has caused demand for money to increase resulting in a rapid build-up of 
deposits in the banking system. 
 
On a different front, the poor quality of banking services together with the low 
geographical density and inadequate coverage of the banking sector has certainly 
contributed to discourage financial intermediation. 
 

                                                
7 It can be added that fraud, corruption practices, and bureaucratic routine further contributed to weaken the 
banking system. 
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Finally, the overall regulatory environment including heavy capital controls, tax 
regulation, and the public mistrust of state-owned institutions have negatively impacted 
financial intermediation. 
 
2.1.3.3 Issues in relations with borrowers 
 
Unable to effectively mobilize deposits, Syrian banks have also proved to be 
unsuccessful in lending to the productive sectors of the economy.  
 
On the one hand, banks have poor credit assessment capabilities resulting from both poor 
management and qualifications in the banks and poor accounting records of the 
borrowers.  
 
On the second hand, banks lack effective abilities to monitor the performance of their 
borrowers. Weakly defined property rights, especially for movable property, limit the 
ability of borrowers to pledge assets as security for loans. In addition, inadequate judicial 
systems do not allow lenders to pursue remedies for speedy repayment through the 
courts. As a result, banks tend to lend to only the largest borrowers or those who are 
“connected” to them. 
 
Finally, the strict guidelines applied to banks operations have excessively constrained 
lending activities while proving inappropriate for prudential purposes. 
 
2.1.3.4 Issues in relations with the regulation and the supervision of the banking 
sector 
 
The legal framework regulating the banking system was extremely poor. Adequate 
supervisory systems and prudential regulations were not in place. Central bank and 
banking laws were weak, being deficient in regards to loan collection and bankruptcy, 
conflict of interest, and rules on collateral. 
 
Moreover, the absence of competition in the banking sector, resulting from the 
specialization of each public bank on a specific market segment, has discouraged 
innovation, acquisition of technology, and productivity gains.  
 
On a different front, the heavy reliance of the monetary authorities on indirect 
instruments of monetary policy, such as interest rate controls, credit ceilings, or directed 
credits, has repressed the financial sector by distorting the allocation of financial 
resources and leading to financial disintermediation and loss of effectiveness. 
 
As a result, public banks have not been efficient providers of financial services and are 
currently in a poor financial situation with severe operational weaknesses. 
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2.1.4 Impact of Financial Under-Development on Growth in Syria 
 
Theoretical reasoning and empirical research have established growing evidence that 
suggests a positive, first-order relationship between financial development, economic 
growth, and poverty alleviation (see Appendix 1 for more details). It is therefore likely 
that the under-development of the financial sector in Syria has significantly hindered 
economic growth with negative implications on poverty levels. 
 
To give an illustrative idea of the impact of financial under-development on growth in 
Syria, we refer to the results of the work achieved by King and Levine (1993). 
 
King and Levine run a cross-country regression on 80 countries to assess the empirical 
relationship between the real per-capita GDP growth rate averaged over the period 1960-
1989 and four indicators of financial development averaged over the same period, 
namely: 
 

1. DEPTH that measures the size of financial intermediaries and equals 
liquid liabilities of the financial system divided by GDP, 

2. BANK that measures the degree to which the central bank versus 
commercial banks allocates credit and equals the ratio of bank credit 
divided by bank credit plus central bank domestic assets, 

3. PRIVATE that equals the ratio of credit allocated to the private sector to 
total domestic credit, 

4. PRIVY that equals credit to private sector divided by GDP. 
 
They found a strong positive relationship between the growth indicator and the four 
financial development indicators with all the financial development coefficients 
statistically significant and important in size (Table 2.3), implying an economically 
important relationship between economic growth and financial development.8 
 
Table 2.3: Results of the King and Levine regression of real per capita growth 
against the indicators of financial development 
Indicators Coefficient Level of 

Significance 
P-values R2 

DEPTH 0.024 0.01 0.007 0.50 
BANK 0.032 0.01 0.005 0.50 
PRIVATE 0.034 0.01 0.002 0.52 
PRIVY 0.032 0.01 0.002 0.52 
Source: King and Levine, 1993. 
 
What first strikes the eye when comparing Syria with the results of the cross-country 
observations (Table 2.4) is again the clear under-development of the Syrian banking 
sector. Syria’s indicators of financial development fall below the mean of the poor 

                                                
8 Similar relationships were found between the average rate of growth in the capital stock per person and 
the four financial development indicators and between total productivity growth and the four financial 
development indicators. 
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countries group for the first indicator (DEPTH) and below the mean of the very poor 
countries group for the three other indicators (BANK, PRIVATE, and PRIVY), further 
emphasizing the extent of banking sector under-development in Syria. 
 
Table 2.4: Comparing Syria with Results of the King and Levine Study 
Indicators Very Rich 

Countries 
Rich 
Countries 

Poor 
Countries 

Very Poor 
Countries 

Syria 1985 Syria 
2000 

DEPTH 0.67 0.51 0.39 0.26 0.36 0.39 
BANK 0.91 0.73 0.57 0.52 0.26 0.43 
PRIVATE 0.71 0.58 0.47 0.37 0.08 0.13 
PRIVY 0.53 0.31 0.20 0.13 0.08 0.09 
Per-Capita GDP in 
$1987 

13,053 2,376 754 241   

Source: King and Levine, 1993; International Financial Statistics. 
 
The results indicate that the under-development of the banking sector in Syria might have 
been an important factor hindering economic growth in the long run.9 Over time, such 
effects on growth are likely to have a first-order impact on the poverty situation. 
 
In addition to the consequences of under-development of the banking sector on growth, 
the lack of adequate financing to some sectors with high potential for poverty alleviation 
and employment creation (such as small- and medium-size non-agricultural enterprises) 
might have further exacerbated the poverty issue, as investment in small- and medium-
size enterprises tend to have high positive incidence on unemployment and poverty 
levels. 
 
 
2.2. The Monetary Policy Stance in 2000-2003 and its Impact on Growth 
and Poverty 
 
2.2.1 The Monetary Policy Framework in Syria 
 
Monetary policy is conducted mainly through an annual credit plan formulated by a 
ministerial economic committee. Taking into account the general price level and the 
exchange rate, the annual credit plan establishes guidelines and credit ceilings for the 
central government, public enterprises, and the private sector. The plan is implemented 
with flexibility and has generally accommodated the financing requirements of the 
government and the public enterprises.  
 
The central bank is the major source of credit to the central government with additional 
financing provided by the specialized banks through the reserve requirement obligation 
of investing 7.5 percent of their deposits in government bonds. Finally, the government 

                                                
9 Indeed, using the regression equation and ignoring causality, if Syria had managed to increase its financial 
sector development indicators from their actual low levels to the mean of the poor countries quartile, the 
country would have increased its per capita growth rate by 2.77 percent per year over the period, half of 
which coming from the financing of private sector activities. 
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has issued an important amount of Investment Certificates that have been mostly 
subscribed by the public. 
 
Public sector enterprises borrow mainly from the Commercial Bank of Syria. Although 
credit to public enterprises is subject to a ceiling, exemptions are frequently granted to 
those enterprises facing financial difficulties. Moreover, the government occasionally 
assumes the debt owned by certain state enterprises to the banking system. 
 
Monetary and credit policy is implemented through direct credit allocation and control. 
Policy instruments such as the discount rate and reserve requirement ratio have not been 
used for years. Interest rates, whose structure is discriminative in favour of the public 
sector, are set administratively and have not been changed for almost two decades until 
their adjustment in 2003 and early 2004.  
 
 
2.2.2 The Policy Stance in 2000-2003 and its Impact on Growth 
 
2.2.2.1 The Interest Rate Levels 
 
Nominal interest rates on the Syrian pound have remained unchanged from 1981 until 
their adjustment in mid-2003 and beginning 200410. After the slowdown in domestic 
inflation (in the years 1996-98) and the decline in world interest rates (in the years 2001-
2002), the lack of nominal flexibility on the LS interest rates had led to a situation where 
the premium paid against the dollar11 and the real interest rates12 on the Syrian pound 
reached historical highs (Figure 2.5). 
 
Figure 2.5: Premium on the US Dollar, and Real Interest Rate 

Source: International Financial Statistics 
 
                                                
10 For instance, deposit rates have been fixed at 8 percent since 1981 and were reduced by 1 percentage point in May 2003 and 2 
percentage points in January 2004. 

11 The risk premium is defined as the difference between the interest rate paid on Syrian pound deposits and the interest rate paid on dollar deposits abroad.  

12 The real interest rate is defined as the nominal interest rate on the Syrian pound minus the rate of domestic i nflation. 
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To investigate whether interest rates had been too high in Syria over the period 2000-
2003, we used various approaches that are presented in Appendix 2.A. 
 
The various approaches concur to indicate that the interest rates had become overvalued 
in 2000 and remained so until their adjustment beginning 2004. We found for instance 
that the premium on the Syrian pound had exceeded during this period the premium paid 
on the Lebanese pound despite the higher risks attached to the latter. 
 
In addition, it appears that the evolution of the real interest rates had run counter-cyclical, 
as the increase in real interest rates had occurred at a time where inflation was 
decelerating and growth was slowing down. Real interest rates seem to have been too 
high in regard to the low growth and subdued inflation prevailing in the economy (see 
details in Appendix 3.a). 
 
2.2.2.2 Capital Inflows and Widening Non-oil Fiscal Stance 
 
In spite of the existing capital controls, the high interest rates have resulted in the context 
of a broadly stable exchange rate in a sizable amount of capital inflows during the years 
2000-2003. Since these inflows largely took place on the parallel market, there is no 
direct data to measure their importance. However, the amount of capital inflows can be 
inferred indirectly from the balance of payments and the monetary statistics (see details 
in Appendix 2.B). Our estimate indicates that annual capital inflows in the period 2000-
2003 increased by at least $0.5 billion compared to previous years. 
 
At the same time, the non-oil fiscal balance widened (by about 4.3 percent of GDP during 
2000–01), reflecting an increase in budgetary expenditures and a decline in non-oil 
revenue. However, owing to substantially higher oil revenues, the overall fiscal stance 
remained near balance. Nevertheless, the widening of the non-oil fiscal stance imparted a 
large monetary stimulus to the economy. 
 
In the context of trade liberalization, part of the non-oil fiscal stimulus spilled over into 
higher imports by the private sector. However, these leakages were offset by private 
capital inflows and, as a result, the private sector foreign exchange pool, which is isolated 
from the public sector pool, balanced out with a stable exchange rate and little official 
intervention. Therefore, the oil-related foreign exchange was not spent to stabilize the 
rate to the extent that it would have been necessary were the interest rates lower. As a 
result, there has been a rapid accumulation of official reserves, despite the monetization 
of the oil revenue. 
 
2.2.2.3 Excess Liquidity and Foreign Exchange Reserves 

A large part of the monetary impulse caused by the monetization of the oil windfall and 
the increase in capital inflows ended-up being deposited in the public commercial banks 
to take advantage of the high interest rates. However, the banks were unable to on-lend 
the increasing liquidity because of the high prevailing interest rates and the structural 
weaknesses in the banking sector.  
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The counterpart of this excess liquidity has therefore been entirely an increase in foreign 
assets reflecting the oil proceeds and the capital inflows (Figure 2.6).13 
 
Figure 2.6: Source of Money Growth 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Central bank of Syria 
 
2.2.2.4 Impact on Domestic Demand and Inflation 
 
Moreover, high real interest rates have had a dampening effect on private sector demand. 
Private sector investment declined as a percentage of non-oil GDP over the period 2000-
2002 while banks credit to the private sector remained low (Figure 2.7). 
 
 

                                                
13 The mismatch in the banking sector balance sheet with on the one side Syrian pound deposits in the 
commercial banks and on the other side international reserves with the Central Bank and the Commercial 
Bank of Syria, led to growing quasi-fiscal costs due to the differential between the interest paid on the 
liabilities (mainly in Syrian pound) and the interest earned on the assets (largely in foreign exchange). It is 
also worth stressing that the historically-high level of international reserves was partly artificial as it 
reflected the capital inflows attracted by the high interest rates. Consequently, the decline in interest rates 
beginning 2004 has naturally resulted in sizable withdrawals of bank deposits that were in turn invested in 
other assets (mainly in real estate or foreign exchange dominated assets) or spent (partly on imported 
goods). This together with the expected slow down in private sector inflows is likely to put pressure on the 
free market exchange rate and force the authorities to increase their intervention in order to stabilize this 
rate. However, the level of accumulated reserves is largely sufficient to stabilize the exchange rate even if 
the entire liquidity overhang were to spill over abroad and even if the demand for imports were to pickup 
temporarily, as a result of further steps toward trade liberalization and exchange rate unification. 
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Figure 2.7: Evolution of Private Sector Credit and Investment 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Central bank of Syria 
 
The depressed aggregate demand together with favourable agricultural harvest and a 
stable exchange rate resulted in low inflation despite the rapid rates of money growth 
(Figure 2.8). 
 
 
Figure 2.8: Inflation and Broad Money Growth 
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2.2.2.5 The Overall Policy Mix 
 
Overall, the policy mix adopted in the years 2000-2003 led to high money growth 
(averaging 21 percent per year), low inflation (which remained close to zero), stable 
exchange rates, and rapid accumulation of foreign reserves (net foreign assets of the 
banking sector increased by about $6.0 billion between end-1999 and end-2000). 
 
However, the policy mix appears not to have been conducive to growth. The benefits of 
the fiscal stimulus have been to a large extent weakened by leakages through the balance 
of payments and low efficiency of public spending.14 At the same time, the high level of 
real interest rates has dampened private sector investment, further hindering growth.  
 
The policy mix has been all the more inappropriate that the public sector is no more 
capable of creating the needed employment opportunities for the rapidly growing labour 
force and that employment creation depends mainly on private sector investment. 
 
Accordingly, it can be argued that the inadequate monetary policy in the years 2000-2003 
has penalized growth and employment with adverse effects on poverty levels. 
 
 
2.3 Policy Recommendations for the Development of the Financial 
Sector in Syria 
 
The financial sector reform in Syria can be viewed as a set of operational reforms and 
policy measures designed to transform the financial sector and its structure with the view 
to achieving a market-oriented system within an appropriate regulatory framework. 
 
Our main recommendations for reforming the financial sector are presented hereafter in 
two sets: measures aimed at the development of the banking sector (Section 3.1) and 
measures aimed at a more active monetary policy (Section 3.2). These components have 
close structural linkages, which have important implications for the appropriate 
sequencing of the reform (Section 3.3). 
 
 
2.3.1 Recommendations for the development of the banking sector in Syria 
 
2.3.1.1 Reinforce and clarify the institutional framework 
 
Early attention to developing vigilant bank supervision and well-designed prudential 
regulations as well as their timely and effective implementation are essential ingredients 
for the success of the financial sector reform. 
 

                                                
14 Moreover, the deterioration of the non-oil fiscal position and the heavy reliance on oil 
revenues has made the government budget highly vulnerable to oil price fluctuations. 
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As already mentioned, important steps have already been taken in strengthening the 
banking sector institutional framework. Nevertheless key elements of the banking 
environment still need to be reformed including:  

− The amendment of the prevailing guidelines for banks operations, as these rules (that 
are sometimes outdated or unnecessary) strongly constrain the lending activities of 
the banks without providing adequate prudential norms. 

− The introduction of internationally acceptable prudential regulations (such as 
minimum capital, capital adequacy, loan classifications, loan loss provisioning and 
liquidity requirements) to limit bank credit risk exposure and create a cushion against 
potential losses. 

− A further strengthening of banking supervision 

− The introduction of internationally acceptable accounting standards that are essential 
for the effective implementation of the prudential requirements and, more generally, 
for supervising the banking system and regulating bank performance. 

− The strengthening of the legal framework, in particular the adoption of effective 
collateral and bankruptcy laws that is particularly important for supporting operations 
and loan recoveries. 

 
In addition, the regulatory environment for the operations of the private banks needs to be 
clarified, in particular for the operations involving foreign exchange transactions. It is in 
that regard important to create an equal playing field between the private and public 
banks to foster competition and reap the expected benefits of the entry of the private 
banks. 
 
2.3.1.2 Re-capitalize and restructure the public banks 
 
Experiences with financial sector reforms highlight the critical importance of addressing 
early in the reform process problems in banking sector soundness. As already mentioned, 
public banks in Syria suffer from major operational and financial problems. A failure to 
address these problems would weaken the effectiveness of the reforms in improving 
resource allocation, and would risk a banking crisis that could seriously disrupt stability 
and economic growth. 
 
A comprehensive program for restructuring the public banks is needed and must 
encompass a financial and operational component: 
- The financial restructuring of public banks would deal with the problem of negative 

net worth and would involve specific arrangements for the recovery of non-
performing loans and for the recapitalization of weak banks. 

- The operational restructuring would aim at improving the operations, profitability, and 
risk management of the public banks. The restructuring might imply the liquidation, 
privatization or merger of insolvent public banks. It might also involve in the case of 
the Commercial Bank of Syria the spin-off of some activities that are normally 
assumed by the Central Bank or the Treasury. It should finally include changes in 
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organization, management, and culture, modernization of technology and information 
systems, development of internal banking qualifications (such as internal monitoring, 
credit appraisal, and risk-management procedures) and adoption of a more 
commercial approach (with likely changes in the services offered). 

 
Banks restructuring should be moreover combined with a tightening of prudential 
supervision that can by itself strengthen internal governance of banks and contribute to 
their operational restructuring. 
 
Finally restructuring of public banks must go hand in hand with real sector programs to 
facilitate the restructuring of enterprise assets including operational restructuring in the 
context of institutional arrangements for loan recovery, loan workouts, loan liquidation, 
and asset management. 
 
2.3.1.3 Foster autonomy and competition in the banking sector 
 
Fostering competition in the banking sector could be a key factor for improving the 
performance of the sector, including by stimulating innovation and technological change, 
inducing gains in productivity and changes in corporate governance, and encouraging 
improvements in the quality and range of services. Competition in the banking system is 
also essential to the well functioning of indirect monetary control. 
 
A first step to stimulating competition in the banking sector could be to allow public 
banks to compete outside their domain of specialization and private banks to address all 
market segments. 
 
 
2.3.2 Recommendations for a more active monetary policy 
 
The development and liberalization of the financial sector will inevitably weaken the 
effectiveness of direct monetary controls. Conversely, the extensive use of direct 
monetary controls could prevent an efficient allocation of resources and a proper 
development of financial activities. It is therefore essential to reorient monetary policy to 
rely increasingly on market-based instruments in order to increase the scope and 
flexibility of monetary control while at the same time supporting the development of the 
financial sector. 
 
2.3.2.1 Develop indirect monetary policy instruments 
 
The current status of monetary policy in Syria and the low level of developments of the 
financial sector make it necessary to rely for the time being on direct instruments to 
conduct monetary policy. The adoption of indirect monetary instruments need not wait 
the full development of market structures but could be done progressively, with direct 
and indirect instruments being used simultaneously for a certain period of time. This 
phased approach with overlapping instruments would allow a progressive shift to indirect 
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monetary control while fostering markets development through the early introduction of 
new instruments. 
 
The first steps in developing market-based instruments of monetary control would require 
establishing a treasury bills market, auctioning refinance credit, developing an inter-bank 
market, and activating reserve requirements. 

− Treasury bills. For the conduct of monetary policy through indirect instruments, the 
development of a treasury-bills market is a must. Consequently, the authorities may 
find it advantageous to initiate immediately the development of a treasury bills 
market. Even when conducting policy through direct instruments, the treasury bills 
market provides a good indication of the level of market interest rates and a useful 
instrument to manage banks liquidity. Treasury bills could be issued in the name of 
the Ministry of Finance, while having all operations and administration carried out by 
the Central Bank of Syria, which would give expert advice to the Ministry of Finance 
on all decisions regarding issuance. 

− Restructure the central bank rediscount window. Given the large amount of 
preferential (refinance) credit used in Syria, initial focus must be given to reduce such 
credit and apply market interest rates to the extended credit. In this regard, it is 
preferable to shift interest rate subsidies offered through the central bank to the 
budget and use credit auctions for the provision of liquidity through the rediscount 
window in order to introduce market forces in the allocation procedures. 

− Develop the inter-bank market and discount window. The successful conduct of 
monetary policy through indirect instruments requires the development of an inter-
bank market. This market would allow the efficient use of the reserve money made 
available by the monetary authorities, and would enhance their ability to conduct 
policy through indirect instruments. The successful operation of this market will 
require that both the participating banks and the central bank develop the capacity to 
analyze and forecast banks’ needs for liquidity. Even then, occasions will inevitably 
occur when banks and the monetary authorities misestimate banks’ needs. For these 
occasions, the central bank will need to be able to offer emergency credit through a 
discount window or Lombard facility.15 

− Activate reserve requirements. The current system of reserve requirements could be 
developed into an active policy instrument, even while the authorities are relying 
mainly on direct instruments. In particular, the use of reserve requirements could be 
useful to a one-off moping up of excess liquidity. 

 
This set of measures will progressively allow the freeing of direct control on interest rates 
and credit. However, some flexibility in setting interest rates can be introduced early on 
by gradually widening the permissible ranges for deposit and lending rates or steadily 
adjusting minimum deposit rates and maximum lending rates. Also central bank 
interference in commercial banks lending activities should be gradually reduced. 

                                                
15 A Lombard facility allows the banks automatic access to short-term credit from the central bank, but 
against collateral and at a penalty rate, so as to induce banks first to access the interbank market before 
approaching the central bank. 
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2.3.2.2 Modernize Central Bank operations 
 
Central Banks are usually at the forefront of the reform effort since the development of 
proper regulations and the equally important ability to implement them largely fall onto 
the central bank prerogatives and depend on its capabilities.  
 
Most functions of the Central Bank of Syria still need to be strengthened, including the 
research department, the foreign exchange department, and the supervision department. 
Also, a monetary programming procedure must be established to help the central bank 
implement the new monetary policy operating framework.16 
 
2.3.2.3 Reform the exchange and trade system 
 
The reform of the intertwined exchange rate and trade system is a key element for the 
development of the banking system and the flexibility of monetary policy. 
 
The major task remains in this area the unification of the exchange rate system, which 
would require the development of a domestic foreign exchange market and the adoption 
of a negative list for imports. Eventually, it would be necessary to eliminate all 
restrictions on payments and transfers for current international transactions. 
 
These reform measures are necessary to encourage the repatriation of the private sector 
financial activity, which is essential to the development of the financial sector in Syria. 
 
2.3.2.4 Adopt supportive fiscal and structural policies 
 
While monetary policy has the potential to play a more active role, it can only do so in 
the context of a supportive fiscal policy and structural reforms. 
 
It might be in that regard necessary to adopt a tighter non-oil fiscal stance. Such a policy 
would contribute to bring down the rapid growth in money supply, eliminate the liquidity 
overhang, and allow for more flexibility in interest rates. It would also reduce the 
vulnerability of the budget to fluctuations in oil prices and allow for a policy mix that is 
more conducive to private sector-led growth. 
On a different front, the swift implementation of structural measures aimed at 
encouraging private investment is essential for the success of the macroeconomic 
policies. The removal of structural impediments to private investment would complement 
                                                
16 In such a framework, given a targeted outcome for the balance of payments, quantified as a buildup for 
net foreign assets and a reasonably accurate estimation of the demand for money, a coordinated fiscal 
stance and a system of direct controls over banking activities will place limits on the supply of domestic 
credit that are consistent with monetary growth. In this connection, an in-house committee could be set up 
to monitor monetary developments and make use of available monetary instruments to maintain a money 
supply target that is consistent with the overall macroeconomic objectives. 
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the decline in interest rates in stimulating investment, while also contributing to attract 
foreign direct investment and locking in the existing liquidity into domestic investment 
activities. Short of the implementation of structural measures, the reversal of the policy 
mix might not trigger the expected supply response with disappointing results on growth. 
 
 
2.3.3 The Sequencing of the Financial Sector Reform 
 
Country experiences in financial sector reforms indicate that where reforms are properly 
managed, they contribute to strong improvements in economic growth and poverty levels. 
However, poorly managed reforms that are manifest in financial crises can damage 
economic growth with negative implications on poverty levels. It is therefore essential for 
the reform of the financial sector to be well-designed and properly-sequenced. 
 
First of all, it could be advantageous to speed up the pace of financial sector reform. 
Indeed, given the high costs associated with the prevailing weaknesses of the financial 
sector in Syria, it could be desirable to adopt a strategy of swift reform in order to achieve 
better economic performance. Such an approach seems all the more appropriate that the 
macroeconomic situation in Syria is currently favourable. Macroeconomic stability (low 
inflation, stable exchange rate, and high international reserves), low indebtedness of both 
the public and the private sectors, and a balanced budget (because of high international 
oil prices) contribute to create a unique window of opportunity for reforms. 
 
Such a strategy should however anticipate and avoid the risks that poorly sequenced 
financial sector reforms pose for macroeconomic stability and banking soundness. In that 
regard, some weaknesses in the reform approach are already apparent that could if not 
addressed undermine the success of the reform effort. 

− The critical mass of reforms in prudential regulations and supervision that are needed 
before proceeding with the adoption of market-based arrangements has not yet been 
implemented. In particular, the adoption of proper accounting rules, a good loan 
classification system and associated provisioning rules, capital adequacy guidelines, 
and limits on loan concentration are urgently needed. 

− A minimal program for public banks restructuring should be introduced as soon as 
possible. The task of restructuring problem banks is an extended process that requires 
considerable resources as well as technical preparations. Therefore only key elements 
could be implemented upfront. However these elements—including the 
recapitalization of weak banks, early changes in prudential norms and credit 
extension policies—are essential if the reform is to proceed without major problems.  

− Reforms in the exchange rate and trade systems are needed to remove major 
bottlenecks for the development and normal functioning of the banking sector. 
Moreover these reforms can perform a critical catalytic function and help to provide 
momentum to the broader financial sector reform process. 
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− Some competition on the lending side must be introduced to stimulate changes in 
corporate governance, help market development, and allow for the functioning of 
indirect monetary control. 

− New indirect monetary instruments should be introduced. The transition to full 
reliance on indirect monetary controls may take time, because experience and 
confidence in the new system has to be gained by the central bank and the private 
sector, and new institutional arrangements and competitive market mechanisms need 
to be in place. This calls therefore for an early introduction of the new instruments 
that could be phased in gradually. 

− The organization and functioning of the Central Bank would need significant 
strengthening to facilitate implementation of financial sector reforms. 

− Restructuring of enterprises and the liberalization of the investment environment are 
necessary complement to the financial sector reform, if the expected benefits of the 
reform are to materialize and if the restructuring of the banking sector is to be 
sustainable. 
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Chapter Three 
 

Fiscal Policy 
 

Rathin Roy 
 
 
1. The Macro-fiscal picture 
 
Data discrepancies make it extremely difficult to calculate any meaningful fiscal deficit 
from the official Syrian budgetary data. If the official data is taken at face value, then the 
expenditure/GDP ratio is rather similar to the revenue/GDP ratio, and Syria runs a largely 
balanced budget with negligible surpluses and deficits. Mission discussions and different 
data sources reveal no systematic alternative trend. However, such a conclusion would be 
indefensible given the opacity of the data. 
 
The Ministry of Finance has provided some data on fiscal operations that presents a 
somewhat clearer macro fiscal picture than that available from the official budget. This 
allows us to present a rudimentary summary of fiscal operations (Table 3.1). While this 
data may somewhat underestimate total public spending (importantly because it does not 
include the balance on the Price stabilisation fund) it does allow us to draw some 
preliminary conclusions. The first conclusion is that Syria has a fairly healthy current 
surplus (Total revenue minus current expenditure) and is in fact able to finance all its 
development expenditures from total revenues, up to the year. In other words, Syria 
occasionally runs a small fiscal deficit and, at times, a fiscal surplus. Mission discussions 
and different data sources reveal no immediate or looming fiscal crisis, in the medium 
term, and hence there is room for focusing on the growth and distribution aspects of fiscal 
policy. 
 
Table 3.1: Syria Basic Macro fiscal picture (1992-2002) 
  
Per cent of GDP   1994 1995 1996 1997 1998 1999 2000 2001 2002 
(1) Total revenue 
   

24.06 25.35 24.57 26.45 25.88 26.47 27.17 31.99 30.18 

(2) Total expenditure 
   

27.34 26.75 27.00 25.02 25.99 25.07 26.54 28.16 30.73 

(3) Current expenditure 
   

14.49 14.87 12.97 12.89 14.05 14.19 16.04 16.62 17.15 

(4) Development Expenditure 12.84 11.88 11.48 12.13 11.93 10.87 10.50 11.54 13.58 
Source: Data provided by Ministry of Finance 
 
No data was provided for 2003 and 2004. However mission discussions with the 
authorities revealed that the likelihood of a fiscal deficit exceeding 3 percentage points of 
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GDP was small, given high oil prices. There was certainly no cause to fear a current 
deficit and current levels of development spending could be maintained with overall 
fiscal deficits around 3 per cent of GDP (assuming the Price stabilisation fund did not 
record a deficit). In sum, Syria already enjoys considerable fiscal space and is able to 
fund development expenditures with small recourse to external or internal borrowing. 
 
The crucial question remains: Is this fiscal space sustainable? Available Syrian budget 
data indicates that oil revenues and non-oil domestic revenues together contribute the 
bulk of revenue, accounting together for 80 per cent of total revenue in the period 1992-
2002. Interpreting this figure, analytically, depends on the treatment of oil revenues. 
Traditionally, oil revenues are treated as export revenues and therefore as revenues 
accruing from international trade. If this is the case then, Syria’s revenue structure is 
comparable to that of other low-middle income countries. On the other hand, it can also 
be argued that oil revenues constitute “rents” from a fixed (or declining) exhaustible 
resource and should therefore be treated as accruing from taxation of a domestic fixed 
resource (like land or water) irrespective of the fact that this resource is consumed 
abroad. From the latter perspective the bulk of Syrian revenues are collected from 
domestic activities. This proportion is relatively high for a middle-income country.  
 
From a macro fiscal perspective therefore, we focus (a) On the non-oil revenues available 
to the Syrian economy to asses whether there is any historical trends indicating a fiscal 
squeeze on this front (b) Taking the fiscal “Balance” at face value ask when the fiscal 
deficit would reach a critical value (which we arbitrarily take at 5 per cent of GDP) were 
non-oil revenues to be constant (in terms of share of GDP) and oil revenues were to fall ( 
or, alternatively be secured in a ring fenced “fund” --a procedure adopted by Brunei, 
Saudi Arabia and Yemen at various points in their economic history –and, therefore, not 
be available for current or capital expenditure). 
 
On (a) the least one would require is for non-oil revenues to cover current expenditures. 
This follows if oil revenues are viewed as “windfall” or temporary resources or 
(equivalently in fiscal terms) as resources that the present generation consumes at the 
expense of the future generation. If oil revenues are not required for consumption but 
used purely for investment then this can be viewed, in some sense, as a legitimate activity 
as the oil revenues are then used for investments (i.e. exchange of assets) to benefit future 
generations.  
 
Table 3.2 reveals some interesting trends in the mid 1990s, as Syria was able to meet its 
current revenue needs with non-oil revenues. In this sense it could be argued, the fiscal 
position was stable and healthy as oil revenues were being used exclusively for 
investment purposes. The picture has worsened significantly since then and it is clear that 
oil revenues, increasingly, have to cover current expenditures, thereby leaving very 
limited room for enhancing fiscal space. In addition it appears that oil revenues are 
increasingly being used for public consumption, implying a squeeze on resources 
available for public investment. 
 
 



 

 

 

76 
 

Table 3.2: Non-oil surplus/ deficit as a percentage of GDP 1992-2002 
Year Current 

expenditures/GDP 
Non oil 
revenues/GDP 

Current non oil 
surplus/deficit/GDP 

1994 14.49 14.56 (-) 0.07 
1995 14.87 16.14 1.27 
1996 12.97 13.95 0.98 
1997 12.89 15.0 2.11 
1998 14.1 15.12 1.02 
1999 14.2 15.72 1.52 
2000 16.0 14.84 (-)1.16 
2001 16.6 13.47 (-)3.13 
2002 17.2 16.11 (-) 1.09 
2003 (est) 18.6 15.0 (-)3.6 
Source: Data supplied by Ministry of Finance; 2003 data preliminary. 
 
It is also clear from the above table that the current ‘non-oil deficit’ is not of an order of 
magnitude that would cause a fiscal crisis. To make this case, we present, in Table 3.3, a 
scenario analysis indicating the first order impact on the overall fiscal deficit in the period 
1992-2002 of a 15 per cent cut in oil revenues as a share of total revenues, with GDP 
constant. While a decline in oil production and oil prices would affect GDP as well as 
total oil revenue, we here assume that GDP stays constant even as oil revenues fall. In 
other words, we assume that the entire impact of the decline in oil revenues is due to a 
fall in oil prices, that production is not cut and therefore the negative impact of a fall in 
oil prices is fully absorbed by a fall in public revenues. This is a strong simplifying 
assumption since any fall in GDP would have a countervailing impact of the shock on the 
fiscal deficit by simultaneously lowering the denominator value of the deficit GDP ratio. 
 
Table 3.3: Key fiscal indicators (percentage of GDP) 
Year Total 

expenditure/GDP 
Oil revenues/GDP  
with a 15 per cent 
cut 

Non oil 
revenues/GDP 

Fiscal deficit(-) 

1994 27.34 8.14 14.73 4.44 
1995 26.74 7.97 16.14 2.63 
1996 27.00 9.1 14.04 3.86 
1997 25.02 9.5 16.05 Fiscal surplus 
1998 26.0 9.15 15.12 1.73 
1999 25.07 9.14 15.72 0.21 
2000 26.54 10.48 14.84 1.22 
2001 28.15 15.74 13.47 Fiscal surplus 
2002 30.73 12.0 16.11 2.62 
Source: Calculated from data provided by Ministry of finance. Does not include PSF deficits.  
 
More sophisticated analyses with different assumptions can no doubt be carried out. 
However, it is possible to legitimately conclude from Table 4.3 that, subject to data 
irregularities that would affect relative trends, the incremental impact on the fiscal deficit 
of an oil price shock is typically of a magnitude that is well manageable. As long as 
current expenditure/GDP ratios are less than 30 per cent of GDP and the non-oil/GDP 
revenue ratio exceeds 15 per cent. Within these bounds it is unlikely that fiscal deficits 
approaching 5 per cent will be triggered by a moderate oil price shock.  
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2. Policy Implications 
 
Existing fiscal space is sufficient to withstand fiscal shocks due to exogenous events 
including fluctuations in oil prices. While adjustment to such shocks may require some 
cuts in capital expenditures. There is unlikely to be a significant knock-on impact of such 
cuts on macroeconomic performance in the short run as long as such cuts are restored 
once exogenous shock absorption is complete, and as long as GDP growth is maintained. 
The impact of an oil price shock on fiscal stability would therefore be transmitted, as in 
the case of non oil economies, through the impact of an oil triggered recession on the 
overall revenue base and not through the first order impact of a fall in oil revenue. 
 
It is clear from the above analysis that the macro fiscal challenge that Syria faces is of a 
medium term nature.  Syria’s ability to maintain a credible investment programme that 
raises growth in the medium term relies critically on its being able to deploy existing oil 
revenues entirely for productive public investment and in ensuring that non-oil revenues 
fully finance current expenditure. In this sense, there exists considerable fiscal space for 
Syria to use its oil wealth to expand capital investments in growth and human 
development promoting activities without recourse to IMF type short run stabilisation 
policies. 
 
The next question to ask therefore is: What are the potential sources of non-oil revenue 
growth that would enable Syria to deploy its oil revenue for pro-poor and growth 
enhancing public investment and to economic diversification? 
 
§ The revenue/GDP ratio in Syria fluctuates between 25 and 30 per cent of GDP with a 

discernible increase in this ratio observed in the 2000-02 period. This is a relatively 
high figure, but even if the lower bound is taken to be the existing trend mean, then 
this implies that the Syrian government commands a reasonable proportion of GDP as 
revenue.  

 
§ Oil revenues accounted for between 10 and 11 per cent of GDP over the period: 

1994-2002 period and between 40 and 46 per cent of total revenue in the same period, 
excluding 2001, which appears to be an outlier year. Following the macro fiscal logic 
spelt out above, the key focus is therefore on the sources of non-oil revenue growth 
that could be reasonably raised with a minimal incidence on the poor and vulnerable 
and which, at the same time, afford adequate revenue buoyancy potential for Syria. 

 
 
3 Sources of public revenue growth 
Looking at the revenue structure (Table 3.4), what is immediately striking is the very low 
share of non-oil trade revenue, both in terms of GDP and in terms of total revenue. In the 
1994-2002 period these revenues accounted for between 2 and 2.5 per cent of GDP and 
between 7 and 9 per cent of total revenue. In comparative terms, across the region and in 
comparison with other middle-income countries there appears to be considerable scope to 
enhance revenue growth from this source. An IMF Staff working paper (Nashashibi 
2002) provides evidence of such potential. According to this paper, the average 
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contribution of trade taxes to GDP in the Southern Mediterranean Arab countries was 4.3 
per cent in the fiscal year 1999-200 while it was only 2.0 per cent for Syria. More 
significantly in Lebanon, Jordan and the West Bank and Gaza, where oil revenues were 
not significant, trade taxes accounted for, respectively, 7.5, 4.1 and 7 per cent of GDP in 
the same year.  
 
Table 3.4: Shares in Total Tax Revenue of Major Types of Taxes (1994-2002) 
Type of revenue     1994 1995 1996 1997 1998 1999 2000 2001 2002 
1) Oil related proceeds   0.39 0.36 0.43 0.42 0.42 0.41 0.45 0.58 0.466 
2) Taxes on income and profits 0.13 0.18 0.12 0.16 0.16 0.19 0.18 0.11 0.14 
3) Taxes on property and wealth 0.008 0.007 0.007 0.006 0.005 0.005 0.005 0.004 0.005 
4) Excises 
    0.017 0.012 0.009 0.011 0.010 0.011 0.007 0.008 0.019 
5) Taxes on international trade   0.10 0.10 0.09 0.08 0.09 0.08 0.06 0.07 0.08 
Source: Calculated from data supplied by Ministry of finance. International trade figures (rounded to one 
decimal point). 
 
Revenues from foreign trade can increase through two routes: (1) through an increase in 
non-oil foreign trade activity as a proportion of GDP, which increases the tax base and, 
therefore, tax revenues, and (2) through an increase in the incidence of taxation on 
foreign trade. The former provides a virtuous nexus in that, to the extent that the 
recommendations of this report promote an increase in Syrian external economic 
activities (i.e. an increase in the share of non-oil exports and imports in GDP), there will 
be an automatic increase, ceteris paribus, in the contribution of trade taxes to total 
revenue. On the latter count, Nashashibi (2002) provides evidence that there is also scope 
to raise the relative incidence of foreign trade taxation relative to other countries in the 
Southern Mediterranean Arab region as Table 3.5 below indicates, although Syria has the 
highest trade restrictiveness rating in the sub-region, its effective import tariffs are very 
low, and this is as much because of  the low volume of non-oil trade (as reflected in the 
relatively high average MFN tariff) as by low customs duty collections.   
 
Table 3.5: Southern Mediterranean Arab countries Import taxation (1999-2000) 
Country Trade 

Restrictiveness 
rating(*) 

Average MFN 
Tariff (**) 

Effective Import 
Tariff(***) 

Customs duties 
per cent of GDP 

Algeria 7 23.7 13.5 2 
Morocco 8 34 15 4.7 
Tunisia 8 36 10.1 2.8 
Egypt 8 30.2 15.1 2.8 
Jordan 6 16 5.3 4.7 
Lebanon 7 21 21.4 7.5 
Syria 10 35 7.2 2 
West Bank and 
Gaza(****) 

4 8.8 9.1 7.1 

(*) IMF index, with 10 being the most restrictive 
(**)  
(***) Customs duties on imports divided by value of imports 
(****) Since the WBG is in a customs union with Israel, the index for Israel applies 
Source: Nashashibi (2002), page 16 
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4. Direct taxes 
 
Mission discussions revealed that there has been increased private sector economic 
activity in Syria over the last decade, particularly in the services sector and in 
construction. Even so, direct taxes constitute a very low proportion of total tax receipts in 
Syria. According to Nejmeh (2003) direct taxes constituted 88 per cent of total tax 
revenues in 1955 but have witnessed a secular decline since to less than 30 per cent in 
2003. Not more than half of the total direct tax collections are collected from the private 
sector meaning that, in effect, direct taxes on private income currently contribute less 
than 10 per cent of total revenue. Nejmeh(2003) attributes the low incidence of direct 
taxation to what he terms “Tax discharge” which is in the analytical literature called “tax 
expenditures”: defined as concessions that fall outside tax norms, or benchmarks, 
including accounting conventions. They are deviations from these norms and include tax 
exemptions allowances credits deferrals and relief17. However, they are not a free lunch. 
They can have negative effects on the efficiency and equity of the tax system. They imply 
foregoing revenue that could be used to fund government expenditures  
 
Nejmeh (2003) estimates, that, the loss to revenue from tax expenditures, amounts to as 
much as 30 per cent of actual total revenue. These tax expenditures have, according to 
Nejmeh, had no discernible impact on domestic growth and investment; nor have they 
been instrumental in attracting higher levels of foreign direct investment or investments 
from Syrian expatriates, unlike in neighbouring Lebanon.  
 
Nejmeh (2003) also identifies a number of tax expenditures, which have no 
developmental impact but detract from fiscal revenue. These include: 
 
• Exemptions for the agricultural and tourism sectors 
• Military salaries and wages 
• Exemptions to the Syrian airlines, the Meridien and Sheraton Hotels 
• Exemptions for private schools and religious orders 
• Exemptions for inheritance taxes for some bank deposits and properties 
 
Reforming tax expenditures therefore appears to provide a reasonable scope for 
enhancing direct tax revenues. 
 
Mission discussions also revealed the existence of a presumption in some policy circles 
that the scope for enhancing direct tax revenues was limited as the application of lower 
rates of taxation would limit the scope for increased revenue generation, even with the 
elimination of tax expenditures. While there is no doubt that there is an urgent need for 
tax expenditure reform, it does not automatically follow that such reforms should be 
revenue neutral with countervailing decreases in direct tax rates to match the withdrawal 
of tax expenditures.  
 

                                                
17 OECD (1996).  
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This argument is only valid if it is taken as axiomatic that lowering tax rates would act as 
a stimulus to increasing private sector economic activity. There is no reason for this to be 
an axiomatic proposition in Syria.  It must first be established that the withdrawal of the 
tax expenditures identified by Nejmeh (2003), listed above would have significantly 
negative effects on economic activity in the sectors involved; there is no evidence to 
believe that this would be the case, i.e. that a higher net tax burden would lead to lower 
levels of private activity in tourisms, large scale agriculture, aviation, or private 
schooling. While precise empirical evidence on this would need to be gathered by means 
of a tax policy Master plan (see below) the default assumption should be that a rise in the 
tax/GDP ratio as a consequence of withdrawal of tax expenditures would result in a net 
enhancement in revenue collection rather than the other way round.  
 
 
5. Indirect taxes 
The generic argument for reducing tax expenditures is as valid in the case of direct taxes 
as for indirect taxes. In addition there is clearly a huge scope for Syria to increase indirect 
tax collections. In terms of tax burden a snapshot analysis (in the absence of reliable time 
series data) reveals that indirect taxes in Syria generate an extremely small proportion of 
GDP (Table 3.6) in absolute terms as well as in compared to other countries in the region 
and other middle-income countries 
 
Table 3.6: Indirect taxes as a percentage of GDP in Southern Mediterranean Arab 
Countries and other Middle Income countries (1999-2000) 

Domestic taxes                              of which 

Country 
GST, 
Turnover 

VAT Excises 

Algeria 5.1 3.1 1.7 
Morocco 11.9 6.1 5.8 
Egypt 6 4.5 1.5 
Jordan 8.1 7.2 0.9 
Syria 0.6 0.3 0.3 
Thailand 7.6 3.7 3.6 
Chile 10.6 8.5 2.1 
Average Southern 
Mediterranean Arab 
Countries 

7 4.8 2.2 

Source: Nashashibi (2002) Page 11 
 
Data in Table 3.6 indicates that there is ample scope to raise indirect tax collections in 
Syria by as much as five to six per cent of GDP, even if the tax effort were limited to that 
which is the average for Southern Mediterranean Arab countries. The combination of 
excise and sales/VAT taxation by which this can be done is an empirical issue and a full 
analysis needs to be carried out to determine the precise mix. Our purpose here is to 
establish that scope for such revenue generation exists at a macroeconomic level. 
However two qualifications should be borne in mind when undertaking a significant 
expansion of the indirect tax effort 
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While the proposition that indirect taxes are always regressive as compared to direct 
taxes is no longer held to be tenable, it remains the case that it is not possible to design a 
generic progressive or distribution neutral scheme of indirect taxes, unlike in the case of 
direct taxes. For this reason, a revenue incidence analysis should be carried out to assess 
the impact of proposed indirect tax enhancement measures on the poor and vulnerable 
sections of the population.  Such an analysis, based on consumer household survey data, 
would ensure that the incremental tax burden on the poor is minimized 
 
Important new evidence that revenue neutral VAT is not always distribution neutral 
should be considered carefully in deciding whether to go ahead with a VAT or stick with 
more conservative forms of taxation such as excises and specific commodity sales taxes. 
While there is no denying the administrative ease and efficiency raising aspects of a VAT 
(particularly for minimizing distortions), there is important theoretical and empirical 
evidence that indicates that a distortion neutral VAT will not always be welfare or 
distribution neutral.  
 
Stiglitz and Emran18 argue that revenue neutrality, under certain structural conditions 
common to developing countries, can be achieved only at the cost of some welfare 
decline in the transition to VAT. Specifically, the existence of a large informal sector 
that escapes the VAT net has significant distributive and equity implications, which 
undermine its desirability. This implies: 

(1) that a VAT may create intersectoral and welfare reducing distortions between 
formal and informal sectors even as the revenue neutral reduction in trade taxes 
reduces cross border welfare distortions.  

(2) when (as is often the case with real world tax reform recommendations by the 
IMF) proposed tax reforms are selective and not comprehensive, there is the 
additional possibility that the intended revenue neutrality of the VAT substitution 
may not come about. In such a case there would be a shortfall in aggregate tax 
collection or the tax burden caused by VAT broadening will be greater than 
anticipated (i.e. the welfare losses incurred to generate revenue neutrality will be 
greater than anticipated ex ante).  

 
UNDP Research under the aegis of the Asia Pacific Regional programme on the 
Macroeconomics of Poverty Reduction found one explicit case (Nepal) where the 
transition to VAT was not revenue neutral. In the UNDP commissioned report (Roy 
2003) it was found that a concerted effort to implement a VAT and reduce import duties 
as part of an overall economic reform initiative failed principally because the VAT effort 
did not prove to be revenue neutral. In Nepal, VAT was introduced in 1997, following a 
budgetary resolution to do so in 1992, as part of conditionality compliance. The 
consequences of this doctrinaire policy advice were highly negative for Nepal’s revenue 
structure. Revenue shortfall (actual less estimated revenues) went from less than 2 per 
cent in 1992-93 to 11 per cent in 1997-98. Since then revenue shortfalls have hovered 
between five and seven per cent (Roy 2003). While correlation does not automatically 
imply causation, this illustrates the potential dangers of doctrinal advocacy of VAT based 
tax reforms without heed to country specifics.   
                                                
18 Emran, S. and Stiglitz, J. (2002). 
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6. Conclusion: Syria can considerably expand fiscal space through three 
avenues 
 

1) Considerably lowering tax expenditures to raise direct and indirect tax revenues. 
 

2) Raising taxes on international trade chiefly by enhancing the tax base, by 
widening the coverage of import taxation. 

 
3) Exploring ways of expanding the indirect tax base including (but not exclusively 

confined to) the introduction of a Value added tax. Other ways of enhancing 
domestic indirect taxation could include excises on luxury goods, like cigarettes 
and tobacco “Tobin” taxes on foreign exchange related transaction, and low-rated 
but broad based taxation of key expenditures associated with increased private 
sector accumulation such as private construction activities. 

 
These tax measures should no be implemented in a piecemeal way.  Syria should design a 
medium term tax policy Master Plan, based on careful analytical study of the incidence 
buoyancy and elasticity of existing and proposed taxes, and implement such a master plan 
over a ten year period to maximise the potential of its existing tax base.  The most 
positive policy feature of the existing tax structure is that the tax base will grow 
automatically as Syria diversifies into non-oil based economic activities and accelerates 
its participation in non-oil international trade. This, combined with increased private 
sector activity will automatically provide both an enhance tax base and increased handles 
for allocation of taxes on domestic production and consumption and on international 
trade. The Tax Policy Master Plan should therefore detail proposed tax enhancement 
measures with the envisaged changes in economic structure and should ensure that the 
incidence of taxation on poorer and vulnerable groups is minimized. 
 
 
7. Composition of public expenditure 
 
Table 3.7 presents a breakdown of current and development public spending.  In the 
absence of a satisfactory economic and functional classification of government 
expenditure, the data in Table 3.8 provides us with the best possible snapshot of the 
composition of government expenditure. 
 
Table 3.7: Percentage shares of current public expenditure (1994-2002) 
    1994 1995 1996 1997 1998 1999 2000 2001 2002 
1) Wages and salaries 0.69 0.65 0.70 0.67 0.62 0.60 0.59 0.58 0.59 
2) Defense and security 0.36 0.34 0.40 0.39 0.35 0.34 0.34 0.30 0.28 
3) Civilian wages 0.33 0.31 0.30 0.27 0.27 0.26 0.24 0.28 0.31 
4) Interest payments on debt 0.04 0.04 0.03 0.05 0.04 0.05 0.045 0.04 0.04 
5) Transfers  0.06 0.05 0.07 0.07 0.17 0.23 0.24 0.25 0.26 
6) Current Expenditure 73,355 84,879 89,598 96,103 111,077 116,267 145,011 158,574 171,417 
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Table 3.8: Percentage shares in development public expenditure (1994-2002) 
  1994 1995 1996 1997 1998 1999 2000 2001 2002 
1) Social sector 0.20 0.24 0.25 0.24 0.25 0.22 0.26 0.28 0.42 
2) Agriculture 0.14 0.19 0.18 0.18 0.16 0.14 0.16 0.14 0.13 
3) Extractive industries 0.06 0.08 0.07 0.087 0.097 0.08 0.07 0.06 0.05 
4) Manufacturing industries 0.09 0.08 0.06 0.06 0.09 0.11 0.06 0.06 0.04 
5) Utilities  0.35 0.26 0.28 0.26 0.21 0.17 0.21 0.18 0.17 
6) Transportation and communication 0.11 0.11 0.10 0.12 0.15 0.23 0.20 0.21 0.15 
Source: Calculated from data provided by the Ministry of Finance 
 
And from Table 3.1, we can see that Development expenditure in the 1990s accounted for 
between 11 and 13 per cent of GDP. The rise in total expenditure in the 1998-2002 period 
has been largely accounted for by a rise in current spending. Mission discussions revealed 
that this increase was partly contributed to by an increase in wages and salaries, which 
had risen from about 8.8 per cent of GDP in 1998 to 10.8 per cent of GDP in 2003. 
However since current expenditure (Table 3.1) seems to have risen (as a per cent of GDP) 
by almost double that amount, the key question here was to confirm what else was 
responsible for this rise. 
 
Looking at Table 3.7 above we can see that in fact expenditure on both civilian and 
defence wages as a share of current expenditure has in fact fallen over time The share of 
defence wages has in fact fallen quite steeply over the last decade. The major increase in 
expenditure appears to have been on transfers. During our mission we received ample 
anecdotal information on these transfers, which include transfers to productive 
enterprises (in the form of a range of price volume and quantity subsidies) as well as to 
households.  
 
Without knowing the composition of these transfers it is impossible to draw any 
conclusions about the pro-poor incidence of current expenditures in Syria. However it is 
certainly true that trends in unambiguously unproductive current expenditures – defence 
salaries and debt – are conducive to pro-poor expenditure. Falling share of defence wages 
and the low share of debt servicing means that a considerable proportion of total current 
expenditures are devoted to potentially productive activities. Whether public sector 
employment and transfers are in fact productive in impact is not something that can be 
analysed at the level of aggregation of this report. However such an analysis would 
certainly help ascertain the pro-poor impact of Syrian current expenditures and should be 
undertaken as a follow up to this report. 
 
The macro-fiscal trends on development expenditure are similarly positive.  Social sector 
expenditure has almost doubled its share and this has come at the expense of expenditures 
on extractive industries manufacturing and utilities. While the decline in the share of the 
first category is understandable to the extent that the relative importance of this sector in 
the Syrian economy is declining anyway, the fall in the share of investment in 
manufacturing and, especially utilities, gives rise for some concern. A diversified 
industrial base would require considerable enhancement of infrastructure investments in 
utilities and transportation. Thus, while the allocations to social services and to 
agriculture need to be maintained, it is vital that any future declines in development 
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expenditure in the form of creating directly productive manufacturing enterprises be 
compensated for by enhanced productive expenditures on infrastructure development 
including utilities transport and communication.  
 
It must however be emphasised that these expenditure switching policies and, indeed, an 
expansionary macro-fiscal policy, will not achieve desired pro-poor growth and human 
development objectives without substantial and sweeping fiscal management reform 
aimed particularly at improving the predictability and efficiency of public expenditures. 
For current procedures of budget execution and reporting is alarmingly fragmented 
among different agencies, many of who do not even report to the finance Ministry. The 
Budget classification is opaque and fiscal data is produced far too late to be of significant 
use for policy guidance and fine-tuning. While we understand from the Syrian authorities 
that some reforms  (in collaboration with the IMF) may be in the pipeline on this score, it 
is to be emphasised that no expansionary fiscal policy or effective expenditure targeting 
measures are likely to produce results unless the quality and effectiveness of fiscal 
management is substantially improved.   
 
In the current situation it is doubtful whether even the highest political authorities have 
the requisite fiscal information available in a timely and accurate form to enable effective 
decisions making; without such information to guide more effective policy making, 
expansionary fiscal policies would, with the best of intentions, be unable to target 
resources to priority areas and would severely undermine the credibility of fiscal policy 
as a pro-poor development instrument. Were this to happen against a background of 
declining oil revenues, it could lead to further damage to the credibility of fiscal policy as 
a development instrument and severely reduce government’s ability to manage the switch 
towards a diversified economic structure that is less oil dependent, more human 
development focused and sustainable in the long run. In short while there is room at the 
macro economic level to implement an expansionary fiscal policy to secure a more 
diversified economy with improved pro poor service delivery an essential prerequisite for 
such a macroeconomic strategy to work would be urgent and comprehensive fiscal 
management reforms on a war footing.   
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Chapter Four 
 

Agriculture and Rural Poverty 
 

 
M. Riad El- Ghonemy 

 
 
Introduction 
Syria is an agrarian-led economy. Apart from producing the necessity of life, food, the 
share of agriculture in gross domestic product (GDP), total labour force, export earnings, 
and in manufacturing industry exceeds those of other sectors. Likewise, poverty 
incidence (headcount and depth or poverty-gap index) and its attributes of adult illiteracy, 
low productivity and labour demand irregularity (seasonality, temporary and casual) are 
concentrated in agriculture. In 2004, the economic activity of 56.02 per cent of the total 
rural poor is mainly agriculture.  
 
However, while agriculture is the largest consumer of water for irrigation, it is the source 
of the highest waste of this scarce resource at a high social cost in a country having an 
extremely variable rainfall and frequent droughts that wipe out considerable part of GDP. 
The resulting water loss reaches nearly 70 per cent, on average, at the farm level and 55 
per cent at the sectoral level in addition to increasing salinity of groundwater, owing to 
over extraction (El-Shayeb and Somi, 2001). Another dramatic waste of natural 
agricultural wealth is the rapid degradation of pasture land comprising nearly half of total 
Syria’s land, on which the livelihood of almost 2.5 million rural people depend and which 
contribute livestock products accounting for one-third of total agricultural output. We 
mention these primary facts at the outset in order that they may be taken into account 
throughout the assessment of present macroeconomic policies and development priorities. 
 
We need also to bear in mind that agriculture has preceded the current homemade 
gradualist macroeconomic policy reform. The agrarian structural transformation was a 
marked event instituted by the bold public act of 1958, strengthened further by land 
reform Laws of 1973 and 1980. It has intended to realise multiple development 
objectives: food security or malnutrition reduction as a necessary improvement of human 
capital among the poor peasantry; correcting inequality of the distribution of income and 
power in favour of the rural sector; raising land productivity and intensive labour 
absorption via secure access to both land and agricultural credit; to attain sustainable 
agricultural output growth; and to make the participation of the land reform beneficiaries 
in the development process the social foundation of the Syrian political system.   
 
During its participation in the 1979 World Conference on Agrarian Reform and Rural 
Development (WCARRD, Rome), the Syrian government reiterated its commitment for 
inequality and poverty reduction as the central concern of its development strategy for 
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sustainable agricultural development. By adopting the Conference Peasants Charter or 
Programme of Action, together with other 134 countries, the Syrian government has 
expanded this commitment to include interdependencies between equitable rural 
development and the realisation of both household food-security and the full potentials of 
the small tenants/sharecroppers and landless wage workers, on the one hand, and the 
development of the entire economy, on the other. 
 
Accordingly, the traditional narrow view of tackling rural poverty and food insecurity by 
just producing more food and investing in crop yield-increasing technologies, irrespective 
of distributional consequences have been replaced by increasing the peasantry 
productivity, their effective demands and command over their food needs and their 
capabilities in life. 
 
In Syria, this equitable rural development approach of the 1960s, 1970s and most of the 
1980s had been closely associated with agricultural output growth, at an average annual 
rate of 4.4 per cent (1960-70) and much faster to 8.6 per cent in 1970-80, raising total 
GDP annual growth rates to 5.7 and to a record of 10.0 per cent, respectively. During this 
long period of equitable rural development that I call “the golden age of Syrian 
agriculture”, investment in rural infrastructure and human capital in agriculture was 
intensified; irrigated area more than doubled, fertilizer consumption increased four times 
and food production per head has almost been maintained above the average level in 
1960-65, despite rainfall instability and rapid population growth at an annual rate of 3.5 
per cent. This brief account of Syrian development experience suggests the dynamic links 
between equitable distribution of land, agricultural growth and human development.  It 
suggests also that contrary to the neo-classical economics and current neo-liberalism 
proposition, given the political will:  

(1) it is better to redistribute productive assets of land and education first in order to 
alleviate poverty and accelerate pro-poor growth pattern; and  

(2) no tradeoffs between inequality reduction, high level of government expenditure 
and overall economic growth record at low inflation rates (2% in the 1960s, rising 
to 7% in the 1980s during world oil crisis). 

 
As I understand the current policy change in the Syrian agriculture, it has taken three 
forms. Firstly, downsizing the public sector, particularly the sale of some state farms and 
the establishment of capital not labour-intensive large agricultural enterprises (2000 ha. 
on average) jointly with the private sector. Secondly, a premature freezing of the 
distributive land reform before enabling agricultural cooperatives to organise the 
production in order to realise the economy of scale gains in the already small new 
owners’ family units that have been fragmented through inheritance. The freezing of the 
programme is also manifested in stopping the redistribution of the already expropriated 
land among the landless workers starting 1974, despite their rapid increase both 
proportionately and in absolute numbers. Thirdly, relinquishing the state monopoly in the 
importation and the distribution of production inputs as well as the trade of several 
products except the so-called strategic crops combined with a depreciated exchange rate 
and allowing foreigners to own agricultural land. These policy initiatives have left a 
multiplicity of public-sector “General Organisations” and their overlapping and widely 
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dispersed responsibilities unchanged, and without instituting an adequate information 
system, especially during years of drought.  This situation is likely to increase transaction 
costs, as well as to disproportionately benefit large and medium-sized farmers. It is likely 
also to disadvantage small farmers and other rural poor in the absence of well-targeted 
investment and price policy changes, and without integrating human development with 
agricultural growth strategy. 
 
Following a political economy approach, this chapter attempts to examine these multi-
dimensional issues with emphasis on the underlying attributes of inequalities and poverty 
in rural areas.  This dynamic approach enables us to understand both the equity and 
poverty consequences of past policy-making, using published official data, the results of 
both Household Income and Expenditure Surveys of 1997 and 2004 disaggregated into 
rural-urban areas and the studies carried out by the National Agricultural Policy Centre 
(NAPC) as well as the material obtained during my meetings with the staff of 
government and non-governmental organizations (NGOs).   
 
In this way, the chapter analyses the linkages between the micro level of rural household 
well-being dynamics and the macroeconomic policy dynamics. Within the institutional 
framework of the rural economy, this micro-macro links are considered fundamental for 
understanding the agricultural development issues of central concern to the Syrian 
Authorities. We explore also the order of policy priorities with regard to who actually 
benefits. The chapter also attempts to assess past agricultural development performance, 
with emphasis on medium and long-term equity prospects.  In the last major section, we 
try to identify the major challenges facing the Syrian government and policy-makers at 
the start of the 21st century.   
 
 
4.1. Understanding the Dynamics of Rural Poverty: The Realities of 
Poverty and Income Levels, 1961-2004 
 
The discussion in this section is constrained by the unavailability of time series data on 
real wages in agriculture as well as government expenditure on agriculture by Muhafazat 
and its share relative to other sectoral expenditure, and nutritional status of farm people 
by access to land. Also the results of the 2004 Agricultural Census are not available for 
examining the relationships between equity performance of land distribution, the levels of 
poverty and variations in annual output growth/consumption per person in the Muhafazat.  
 
Data on rural population are particularly important because of being the majority in total 
population (57% in 1970, 53.4% in 1980 and 49% in 2000). Disaggregated data by 
Muhafazat show many more (over 60%) in Al-Hassaka, Al-Raqqa, Dar’ah, Deir ez-Zour, 
Hamah, Idlib and Tartous. This geographical disaggregation is useful for: (a) resource 
allocations; (b) targeting needed services and pricing support benefits; and (c) designing 
programmes relevant to each Muhafaza rural development conditions as took place in 
1980/81 with regard to the dobouins in Al-Badia. 
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We drew on data obtained from ad hoc surveys in rural areas by government departments 
assisted by international agencies, i.e. the 1976 family survey in rural community centres 
conducted by the Ministry of Labour and Social Affairs and UNICEF in five Muhafazat 
of Aleppo, Deir ez-Zor, Suwaida and Al-lazikia.  The findings of this joint survey 
comprise minimum annual income of less than SP 3000 per family and average SP 500 
per person in 1976. This low income level was prevalent among the population surveyed 
as follows: Al-lazikia 71%, Suweida 66%, and Deir-ez-Zor 63% (El-Zoobi, 1984: Table 
42 and p. 84)1. The rural poor identified in that study was agricultural landless workers, 
tenants leasing temporarily state-owned lands and sharecroppers in privately owned land. 
Although many of these Muhafazat remain poor in 2004 as we shall indicate, the results 
of these ad hoc studies should be examined with caution because of the uncertainty about 
family size and poverty line estimates.  
 
The most reliable and comparable data, on poverty and inequality of per person 
consumption, among the Muhafazat, is provided by the two Household 
Income/Expenditure Surveys conducted by the Central Bureau of Statistics in 1996/97 
and 2003/04 (HIES, here after). The methodology followed in establishing the poverty 
lines below which the poor are identified is described earlier in this report. Both Surveys 
have large samples of rural households: 8,158 households for 1996/97 and 14,604 for 
2003/04. Since they are large representative surveys, they present us with an accurate 
approximation of the rural people welfare realities. 
 
In broad terms, inter–Muhafazat poverty estimates reflect the agro-climatic conditions, 
i.e. the geography of poverty in terms of the variations in: average temperature, annual 
precipitation, dust and thunder storms, cultivable area, crops grown, soil 
characteristics..etc. For example, the highest poverty incidence and greater depth of 
poverty are found in North Eastern and Middle Muhafazat having less favorable agro-
climatic conditions. These are Adleb, Halab, Al-Raqa, Deir.el.zor, El-Hasaka, Homs and 
Hamah.  
 
Using the lower poverty line, the results of 2003/04 HIES show that 18 per cent of rural 
people in North Eastern Muhafazat are poor and this poverty level in the Middle 
Muhafazat is 11.10 per cent both are the highest poverty incidence in Syria. We should 
note that the rural poor in these two regions represent 46.4 percent of the total number of 
the poor, urban and rural. In the meantime, the Coastal and Southern Muhafazat have 9.7 
and 10.7 percent poverty levels, respectively. During the period between the two HIES 
(1996-2004) and using the same lower poverty line, the incidence of poverty has 
increased in the rural areas of the North-Eastern Muhafazat from 15.2 to 17.9 falling 
slightly in the Middle Muhafazat which have enjoyed increased income/consumption per 
person. Together, the rural poor in these four groups of Muhafazat constitute 61.24 
percent of the total poor population, urban and rural, and, as indicated, most of them 
(46.37%) live in the North-Eastern and Middle Muhafazat in 2003/04.  
 
Significantly, these tens of thousands of the rural poor suffer from highest shortfall 
between their average expenditure/consumption level and the poverty line in Syria. This 
                                                
1 One US$ = the official rate of SP 3.9 and the parallel market rate of SP 5.7 in 1976. 
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means that in order to lift these disadvantaged people above the poverty line, the pace of 
reduction depends upon the favourable reallocation of resources and redistribution of 
assets (land, livestock and education). It depends also upon what happens to annual 
investment/output growth and who benefits, and how much? As we shall soon find out 
when we explore the dynamics of these interrelated economic variables, operating within 
the rural economy over the past half century. 
 
 
4.2 The current policy paradox: Freezing the Re-distributive Land 
Reform Whilst Landless Farmers and Land Concentration are 
Increasing 
 
Our inquiry into the dynamics of rural poverty and its causal-process begins with the 
secure access to productive land or the lack of it as a primary factor in the understanding 
of poverty and inequality in the agricultural sector of the economy. The assumption is 
that in agriculture, land is not merely a factor of production in the neo-classical economic 
sense like sacks of fertilizer. Rather, it is an institution of social amenity, and it is the 
main source of income, employment, economic security, dignity and social status, and 
above all households’ command over their food needs. Hence, the distribution of 
landholdings and rural poverty are intrinsically connected. This does not mean that we 
undervalue such other agricultural assets as live stock, especially sheep breeding that is 
central to the social organization and earnings in rain-fed areas of Al-Badia. But 
landholding remains of paramount importance in rural Syria. 
 
It seems that these primary functions of land tenure were behind both the principles of 
fairness and justice in property and use rights in land contained in the Syrian Constitution 
of 1950 (article 22) as well as the issue of the historically important land reform law of 
1958 and the key objectives stated in the earlier Five-Year Development Plans since the 
first plan of 1961-65.  The Constitutional principles and the provisions of re-distributive 
land reform policy aimed at the abolition of long-established feudal relations ‘iqta’a’ in 
the ownership and use “Istethmar” of cultivable land and the resulting social 
stratification in rural areas.  Accordingly, two different ceilings in irrigated and rain fed 
areas were established on private landownership above which land was expropriated for 
public interest by the government against compensation payment – for its redistribution 
among the peasants in small-sized family-farms ranging between 8 hectares (ha.), in 
irrigated areas and 40 ha, in rain fed areas (one hectare equals 10 donums). In addition, 
the shares of the owner and tenant/sharecropper in leased areas were specified, whilst 
protecting the tenants from eviction and the conditions for hiring wageworkers were laid 
down in formal contracts to be monitored by the Ministry of Labour and Social Affairs. 
By 1969, an area of 1,513,812 ha. were expropriated out of which only 695,843 ha. 
redistributed, representing 27 and 12 per cent of total cultivable land, respectively 
(Arodki, 1972: Table 5.1). An additional area of privately owned 42,700 ha. were 
expropriated by land reform law of 1980.   
 
The balance of un-redistributed land representing such a high proportion of 60 per cent of 
the total expropriated area has, since 1974 been retained by the government (Amlak  Al–
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Dawla), and used partly as state farms and partly leased out to tenants at a fairly fixed 
rental value. Starting 2000, sold state farms have not been allotted to landless fellaheen 
who are the intended beneficiaries of the land reforms, but instead managed jointly with 
the private sector as joint-ventures companies of large scale-agricultural production and 
processing projects, employing intensive capital and not intensive labour. Examples of 
these companies are: the Syrian company for developing agricultural products (1,810 
ha.); Baraka for the plant and animal production (2,785 ha.); and Engineering company 
for agricultural investment (2,463 ha.) … etc, totalling seven agricultural companies in 
2003, with a capital of SP 1.2 billion invested in 7,214 ha. (NAPC, January 2003). 
 
Halting the redistribution of a substantial area of expropriated land has diminished the 
peasants’ opportunity to have secure access to land as private landowners promised in 
1958 land reform. Consequently, the average size of landholdings has, since 1970, 
declined from 11.8 ha. to 7.6 ha. in 1994. In addition, the large holdings in the size 
category of 50 ha. and over representing only 2 per cent of the total landholders have 
maintained a high share in total area at 23.5 per cent in 1994 with a tendency towards 
land concentration in the category of 10-50 ha. As shown in Table 4.1, the land area share 
of this category of landholders – who represented nearly one-fifth of the total - has 
increased to almost half the total area in 1994, according to the results of the 1970 census 
of agriculture compared with the last available Census of Agriculture of 1994. 
 
Table 4.1: Size Distribution of Agricultural Landholdings, 1970 and 1994 
 1970 1994 
Size of holdings 
hectares 

Numbers % Area % Number % Area % 

Less than 2 32.3 2.8 35.7 4.0 
2-10 42.9 21.6 41.6 23.3 
10-50 22.1 46.1 20.7 49.7 
50 and over 2.6 29.5 2.0 23.0 
Total 100.0 100.0 100.0 100.0 
Source: The results of Agricultural Censuses 1970 and 1994 taken from El-Zoobi (FAO, 1984: Table 39) 
and FAO, 2003: Table 11.5, respectively. 
 
 
4.3 Increasing Landlessness 
 
Much of the optimism about the productive absorption of the landless rural poor by land 
reform and rapid import-substitution industrialization has been on the wane.  Agriculture 
has been left to accommodate disadvantaged groups. Apart from freezing the 
redistribution of expropriated land, other regressive changes have taken place within 
some dynamic attributes. The first is the successive sub-division of properties among 
household members (about 8-10 per household on average), through inheritance 
arrangements. The second is that many poor agricultural households were left out by land 
reform implementation and remained small tenants, share croppers and landless wage-
workers, (relying on the market traders for securing their food needs). The numbers and 
proportion of these disadvantaged groups have steadily increased, reaching 34-37 per 
cent of the total agricultural households covered by a sample survey of eight villages in 
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Muhafazat Idlib, Hamah and Al-Hasaka in 2000 (Forni, 2001: Table A3.1) where 
proverty was prevalent. 
 
Available official statistics on landless agricultural households without land provided by 
the 1994 Census of Agriculture tell us that their numbers have since 1981 almost doubled 
(11,224 in 1981 and 22,860 in 1994) and that they are concentrated in the Muhafazat of 
Al-Rekkah, Deir-ez-Zor and Al-Hassaka) where rural poverty is concentrated according 
to the 2003/04 HIES.  In addition, there were 110,000 tenants leasing or sharecropping 
farm units less than 2 ha. each (i.e. near landless peasants) whose well-being suffers 
greatly in the years of drought.  
 
According to the findings of the 2003/04 HIES, 77 percent of the rural poor do not own 
agricultural land, but own such other assets as cattle, sheep and poultry. Alarmingly, the 
survey shows that 91 per cent of the surveyed households are in the low-size category of 
holding less than one hectare and 63 per cent of the wageworkers’ employment status and 
their wage earnings are highly irregular (seasonal, temporary and casual). 
 
By landless agricultural workers is meant those farm people who neither own nor rent-
in/sharecrop farmland and who rely for the bulk of their earnings on selling their labour 
power, both in the domestic labour market and in neighbouring countries as migrants. We 
may add to this landless group others who are not strictly landless, but are also highly 
vulnerable to risks of unemployment, malnutrition and poverty. They are the owners or 
tenants of small pieces of cropland that is inadequate for providing a minimum living 
standard especially in rain-fed areas (approximately less than 2 ha. of cropland (not fruit 
and vegetables) representing 35.7 per cent of total landholders in 1994. The latter group 
is sometimes termed ‘marginal farmers’ or ‘near landless peasants’. Whatever definition 
is used, the present magnitude of these poor peasants is a manifestation of both a 
premature freezing of land reform programme and their inability to enter the present 
mechanisms of agricultural land and credit markets to meet the increasing demand for 
landownership. 
 
What then are the possibilities for a landless household to own a piece of agricultural 
land? Given the very low probability of borrowing the land price from the Agricultural 
Credit Bank owing to the lack of collateral, the other possibilities are:  
 
(1) to migrate abroad to seek higher wage in unskilled jobs and accumulate remittances to 
purchase a piece of land in the market after payment of the agreed fees to the labour-
market intermediary (Chawish); 
 
(2) to continue working in the domestic labour market because of the low proportion of 
those who actually migrated abroad in 2000-2001 estimated at 6-10 per cent of the total 
landless households studied in a sample survey (Forni, 2001: Tables A 3.3 and A 3.4) and 
save a portion, say one-third of total wage earnings.   
 
According to that survey the average daily wage was SP 150 and the average number of 
days worked was around 120 a year, i.e. an estimated total annual wage of SP 18,000. 
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Given that the going average price of one hectare of rain-fed land was SP 200,000 it 
follows that wage earnings had to be accumulated for 33 years in order to purchase one 
hectare of rain-fed land, and 83 years for an irrigated hectare, assuming a constant ratio 
of wage/land price during these periods. We need to keep in mind that average life 
expectancy is around 68 years.   
 
 
4.4 Inadequate Investment for Labour Absorption in Agriculture 
 
The preceding discussion on the recent regress of secure access to land for cultivation 
suggests that – despite being a significant contributory factor to landlessness – it cannot 
be considered solely responsible for the peasants’ poverty and their low value 
productivity. There are other important determinants especially illiteracy and inadequate 
capital investment, including application of inappropriate technology at the aggregate and 
family unit levels, and the limited capacity of the other sectors of the economy to absorb 
and intensify labour use. Illiteracy among household heads surveyed in 2003/04 HIES is 
high, having reached nearly 30 percent among the rural poor indicating low capabilities 
and limited employment opportunities outside agriculture, including unskilled jobs in 
construction.  
 
But it is useful, at first, to estimate the direct contribution of agriculture to total Gross 
National Product (GDP). Using data for 1990-98 (excluding 1999, the year of severe 
drought and its prolonged impact into 2000), my estimate is that agriculture was directly 
responsible for 35.8 per cent of national output.2 Keeping in mind this magnitude of the 
importance of agriculture, the discussion turns to examine the capital investment 
inadequacy in agriculture and the limited labour-absorptive capacity of the other sectors 
of the economy. For the purpose of this assessment, we use the share of agriculture, 
including irrigation in the total allocation of gross fixed capital formation (GFCF) relative 
to its shares in total GDP and total labour force. The wider the gap between the first and 
the other two shares the higher the inadequacy. For example, in the 1990s, while 
agriculture share was 14 per cent of total GFCF, it employed nearly one-third of total 
labour force, and its average share in total output (GDP) was 29.5 percent. 
 
On the other hand, and during the same period, the average share of industry in total 
capital investment was 57 per cent or nearly 4.5 times as much as that of agriculture, but 
its employment share in total labour force was low at 24 per cent. Furthermore, 
employment in capital-intensive industry was growing very slowly at the annual rate of a 
mere 0.4 per cent, compared with the fast annual rate of 1.2 per cent in agriculture which 
is projected by the UN and FAO to grow even faster at 1.3 per cent between 2000 and 
2010. Actually, the investment inadequacy gap between agriculture and industry has 
continued throughout the 1970s and 1980s and widened significantly in the 1990s in real 

                                                
2 Calculated by multiplying the rate of growth of agricultural GDP (8.5%) and its share in total GDP (29.5) 
divided by the average annual growth rate of total GDP during this period (6.9%). The sudden fall in the 
agricultural GDP growth to a negative (3.8%) in the drought year 1999 and its continued impact into 2000 
held back the macro economy annual rate of growth from 6.9% to a negative 0.7% (based on the data in the 
Statistical Abstract 2000). 



 

 

 

9 
 

terms at constant 2000 prices.3 Another manifestation of agricultural investment 
inadequacy is the 56 new investment projects approved by the Syrian Investment Council 
for the period 1991-2000. The average amount committed by these projects for creating a 
single job in agriculture is US$ 65,866 compared with manufacturing industry, US$ 
99,900, at the conversion rate of one US $ = SP48 (Maletta in FAO: 2003, Table 3.3). 
 
As one would expect from primary principles of capital-output relationship, these 
widened investment gaps have been reflected in the growing inequality between 
productivity/income per worker in agriculture and in non-agricultural sectors in general 
and industry in particular. Value productivity/income per working person in agriculture 
and industry was used by the then Ministry of Planning in the preparation of the 5-year 
development plans for setting the target levels of average per capita income. For 
example, it was reported that (at 1963 constant prices), annual GDP per working person 
in agriculture was estimated at SP 1,132 in 1960 and SP 1,778 in 1975 compared to the 
much higher average of SP 3,984 and SP 8,497 in industry, respectively, i.e. the latter 
average was nearly five times higher than in agriculture (Statistical Abstract 1976 and 
1981 quoted in El-Zoobi, 1984: Table 44).  
 
In fact, the World Bank’s Development indicators show that in 1970-90 per capita non-
agricultural GDP in Syria (as a proxy of urban-rural income ratio) was between 3 and 5 
times that of agriculture. We should note that non-agricultural GDP covers industry, 
trade, services, etc., some of which are located in rural areas. Another indication of the 
disproportionate low value productivity in agriculture, compared with other sectors of the 
economy, is provided by the findings of the Syrian 2002 Labour Force Survey and 
published in the Statistical Abstract of 2002 (Tables 11/3 and 12/3). The results show that 
35 per cent of paid agricultural workers’ earnings were less than the lowest category of 
4000 Syrian Pounds compared to 26 per cent of the total salaried workers in industry.  
 
 
4.5 Falling Labor-Use intensity 
 
We move now from this sectoral level comparison to agriculture-specific forms of capital 
investment and technological change, and assess briefly their impact on labour-use 
intensity.  From the implementation of the rapid modernization of Syrian agriculture over 
the last 2-3 decades, we identify four major forms as follows:  

(a) mechanization of land reclamation, levelling, ploughing, etc;  
(b) irrigation techniques (construction of dams, canals, pumping groundwater, 

rationalization of water use by way of sprinkling, drip irrigation, etc);  
(c) the use of high-yielding seeds, application of chemical fertilizers; and  
(d)  fast improvement in livestock and poultry feed as well as animal health care and 

digging water bores in grazing areas.  
 
Statistics show that over the period 1988 and 2002, the numbers of tractors, modern 
ploughs; combined harvesters/threshers and fixed threshers have increased by 56 per 

                                                
3 Syria, Statistical Abstract 2003. (Table 14/16). 
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cent. The focus of this study being equity and alleviation of poverty, we relate these 
technological changes both to the size distribution of landholdings and to the change in 
labour use density. The results of the 1994 Agricultural Census shows that the bulk of 
labour-displacing machinery, is owned by the holders of medium and large-sized 
holdings, of over 10 ha. each. Likewise, official statistics show that the area of the 
cultivable land left fellow has steadily increased between 1990 and 2002, from 9 to 14 
per cent of total cultivable land, and that this fallow land is found mostly in large farms.   
 
These resource use changes have coincided with the almost doubled numbers of the 
agricultural workers (from 740,000 to 1,460 thousand), resulting in a falling ratio of the 
actually cultivated area of land to agricultural workers (hectares per worker) from 5.0 in 
1980 to 3.1 in 2000 as shown in Table 4.2.4 This table shows that while agricultural 
labour force expanded at the annual average of 1.2 per cent in 1990-2000, the actually 
cultivated land fell at an average of a negative 0.9 per cent.   
 
Before we go further in the discussion about technological change and its impact on 
labour absorption, it should be emphasized that not all forms of Syrian technological 
advance in agriculture are labour-displacing. Some are both labour-using and land-
saving, in terms of increasing output from the same area of land.  These land-saving 
technologies adopted in Syrian agriculture include high yielding seeds, the application of 
chemical fertilizer (mostly manufactured locally at Homs), and irrigation that enables 
multiple-cropping in the same area of land during a single year, and hence these 
technologies tend to increase labour use per unit of land and not necessarily per unit of 
output. However, in a rural economy with abundant, and fast growing agricultural labour 
like Syria, technology choice in farming and food industry should be mostly labour-
intensive. 
 
Table 4.2: Changes in Labour-use Intensity in Cultivated Land, Annual Growth of 
Total Population, Agricultural Labour Force and Actually Cultivated Land, 1970-
2000 
 Average Annual Growth Rates Labour use intensity and year 
 Total Population  

(in %) 
(1) 

Agricultural  
Labour Force  
(in %)  
(2) 

Actually  
Cultivated 
Land (in %) 
(3) 

Actually cultivated land (ha) 
per agricultural worker  
(4) 

1970-80 3.5 -1.1 1.0 4.9 (1970) 
1980-90 3.6 0.5 1.4 5.0 (1980) 
1999-2000 3.6 1.2 -0.9 6.4 (1990) 
2000-2010 
(projected) 

3.2 1.3 - 3.1 (2000) 

Source: (1) and (2) The ratios are calculated from FAO: Agriculture Towards 2010, Table A.1, Rome. 
Column (3) Annual Agricultural Statistical Abstract, 1981, 1982 and 2000, MAAR, Damascus. 
 

                                                
4 Official statistics refer to Statistical Abstract 2003 and the Annual Agricultural Abstract, several years. 
Agricultural workers correspond to agricultural labour force. Actually cultivated land is total cultivable 
irrigated and rainfed land area minus the area left fallow. 
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4.6 The Social Cost of Wasting Scarce resources 
 
All these forms of capital investment in labour-displacing, labour-using and land-saving 
technological change have substantially expanded in agriculture during the 1980s and 
1990s, the period of the rush for attaining the development goals of food self-sufficiency 
– broadened recently to self-reliance - and the gradual introduction of liberalization of 
economic activities which have been achieved successfully but at a social and 
environmental costs.  In this process, the peculiarity of the Syrian agricultural resource 
components and productive factors, notably the fast growing labour force, rising 
landlessness, and necessity of rational or economic efficient use of the highly scarce 
water resources has been distorted, and the opportunity for the policy choice of 
appropriate technology missed.  
 
The social cost is viewed here in terms of rapid labour-saving mechanization, the 
excessive waste (ihdar) of the soil fertility and scarce irrigation water in general and 
groundwater in particular, and the disproportionate high benefits accrued to a few 
influential medium and large farmers who have access to policy-making mechanism, and 
to agricultural infrastructure (formal credit lending at favourable terms, extension 
services, market information as compared with the lot of small tenants and poor 
peasants5). 
 
The discussion on resource-use distortion is incomplete without a brief examination of 
the implications of the government continuing central planning and interventions in the 
production, pricing and trade of seven major crops that are officially referred to as 
`strategic crops` (wheat, barley, cotton, sugar beets, tobacco, lentils and chick peas).  This 
policy preference restraints enterprising farmers and it certainly creates discrepancies in 
resource use and income within agriculture.  The magnitude of this policy influence is 
due to the major shares of these seven crops in total: cultivated area (75%), irrigation 
water consumption (89%) and value added in agriculture (60%).  Studies carried out by 
Somi and El-Shayeb (2001) on irrigation practices indicate high inefficiency of these 
crops traditional irrigation methods in terms of kilogrammes produced per one cubic 
meter of water (0.56 for wheat, 0.44 for sugarbeets and only 0.23 for cotton).   
 
The great waste is in groundwater, reaching one-third of total supply available and 
causing severe environmental damage manifested in salinity and a substantial reduction 
of groundwater level in three nationally significant basins; Al-Khabour, Al-Yarmouk and 
Al-Asi.  
                                                
5 The economic impact of this resource-use distortion is difficult to assess in the absence of essential data 
combined with the confusion in the classification of published data.  The former refers to a series of 
production factor prices especially farm wages and rental values of cultivable land (the crucial labour wage 
rates in agriculture are conspicuously absent in both government Statistical Abstracts and Agricultural 
Censuses as well as the Yearbook of Labour Statistics of the International Labour Organization (ILO).  The 
second difficulty in economic assessment is due to the confusion resulting from different usage and 
classification of basic terms such as cultivable land, cropped land, cultivated land … etc. The same 
confusion applies to the terms ‘labour force’, ‘agricultural employment’, … etc. that raises doubts about the 
comparability of these data over time. 
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One would not expect in an agrarian economy having agro-climatic characteristics like 
Syria, that scarce water resources together with the soil and Steppe grazing land are 
depleted both within a short period and over time. One possible explanation is the lack of 
public environmental concern for future generations’ needs which, in a sense, is an act of 
discriminating long-term public interests and a short-sighted view to advantageously 
obtain immediate gains. The data indicate that 75 per cent of irrigation wells are non-
licensed (increased from 25% in 1999) and they are operating without monitoring 
groundwater pumping and drilling-depth6.  This misuse of a vital national wealth takes 
place, despite the issue of a special decree in 2000, making it compulsory for all wells to 
be licensed by the year 2001.  
 
From other field studies, I have found that irrigation is expensive, whether old or modern 
practices, and that the benefits from the substantial public expenditure on the construction 
of engineering work, providing farmers with technical assistance (extension services) and 
on subsidies payment follow the size distribution of landholdings (El-Ghonemy, 1998: 
Chapter 4). Syria is not an exception, the nearest evidence of this relationship is in the 
sample survey of irrigated farm sizes conducted by Varela-Ortega and Sagardoy (in FAO: 
2003: Chapter 13).  The survey shows that most of the beneficiaries are big farmers in the 
size category of 25 ha.   
 
However, judging resource-use distortion and the impact of labour substitution by 
technological change can not be made only in economic terms of factor prices and 
relative cost in production. Institutional forces are also major determinants. Examples 
are: government planning of the cropping pattern, inheritance laws sub-dividing land into 
fragmented and scattered plots, the morality of borrowing capital against interest rate 
payment and mortgaging land as a collateral, monopoly power of the Agricultural Credit 
Bank, and importantly the lobbying strength of big farmers. Hence, the issues of over-
grazing, excessive use of irrigation water, landlessness and labour-displacement by farm 
machinery are hardly politics-free. 
 
 
4.7 Distorted Pricing Policy: Who benefits? 
 
The discussion on resource use has been confined so far to physical allocation.  Equity 
issues being our chief area of concern, this section examines briefly the pricing effects by 
assessing the economic welfare of several socio-economic groups of the Syrian farm 
population: small and large producers, poor and rich consumers and the effects on the 
national budget as a remit of the government heavy subsidisation and protective 
intervention.7   
 
                                                
6 See Annual Agricultural Statistical Abstract, table 5. 
7 This examination is based partly on my discussion with officials at the Agricultural Credit Bank and the 
Ministry of Agriculture and Agrarian Reform, and partly on the results of studies carried out under FAO 
project GCP/SYR/006/ITA (Assistance for capacity building through enhancing operation of the National 
Agricultural Policy Center, Damascus).    



 

 

 

13 
 

4.7.1 Policy objectives 
 
Since the 1950s, these equity issues have preoccupied the Syrian planners and policy 
makers from different political backgrounds.  Within a broad strategy of growth with 
equitable agricultural development, this political leadership’s preoccupation has been 
articulated in the setting of such development goals in the first four development plans as 
the achievement of justice, fairness, rural well-being and the abolition of socio-economic 
exploitation (Istighlal).  
 
4.7.2 Pricing of resource use  
 
The response of the State to these welfare principles has been manifested in pricing 
resource-use rights i.e. renting land at fair annual price and cropping share, setting 
minimum daily wage and low interest rate for lending credit favourable to individual 
farmers, particularly the members of agricultural cooperatives who are also exempted 
from profit and income tax.  For instance, Agrarian Relations Act of 1958 amended in 
1961 and 1963 established the rules for ‘fair’ leasing agreements.  In addition, hired 
workers are granted a guaranteed minimum daily wage established every six months by 
the Agricultural Councils in each Muhafaza (Province).  Also, the coalition rights for 
wage protection have been provided by the trade unions Law No. 253 of 1969. 
 
In practice, these legal provisions have encountered numerous problems of violation.  
One form of pricing violation has occurred in the enforcement of minimum daily wages 
as many landowners have avoided one-year written contracts and opted for hiring 
seasonal and casual workers in order to evade this legal protection.  The violation has 
been mostly observed in the case of rural women’s daily wages:  farming women are 
disadvantaged by lower wage rates and being burdened with additional workloads as 
temporary household heads who - for reasons of local customs – can rarely replace their 
absent husbands in the village cooperative transactions and in dealing with government 
bureaucracy. The findings of the 2003/04 HIES tell us that almost 61 per cent of total 
rural female household - heads are widows (thus they are losing receipt of remittances 
that their late husbands used to send). These remittance receipts represent 38 percent of 
all female household – heads’ income.  
 
We move now to pricing water use. The use of scarce irrigation water is free of charge 
but, the recent policy is to charge farming population a standard fee towards cost 
recovery of public network, irrespective of variations in farm size, volume of water used 
and output value of crops irrigated. Known as irrigation fees, the standard charges per 
hectare have progressively increased – in current value – from SP 70, levied by 1972 
Law, to SP 2500 enacted by law of 1989, later raised to SP 3500 in 2000 when modern 
irrigation techniques of flow, drip and sprinkle have been introduced at the farm level, 
with financial and technical aid from UNDP, FAO and other international aid agencies.  
Findings of field studies and available information on the terms of lending for the 
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purchase of modern irrigation equipment suggest credit rationing in favour of large 
farmers, and that profit per ha. is to the disadvantage of small farmers.8   
 
4.7.3 Crop-pricing effects 
 
We continue the explanation of welfare effects of pricing policy as an instrumentality of 
regulating resource use and income transfers.  Despite several economic defects, this 
policy has protected the Syrian farmers from negative effects of world erratic price 
movements particularly for cotton and sugar. Furthermore, government administered 
pricing of crops commands a significant role in the rural economy because of its large 
scale sequencing impact on resource allocations and farmers’ income starting at the farm 
level. The sequencing impact is extended to costs of crop procurement and storage before 
processing in the agro-manufacturing industry, including wheat-milling and bread-
baking, and extended further to consumers purchase price and to the terms of trade and 
the Syrian capacity in global competitiveness. In this consequential chain, variations in 
the Syrian Pound exchange rate is crucial in crop pricing effects. 
 
Despite the post-1987 proclaimed liberalisation of economic activities, government 
control of most of the crop production planning and marketing procedure continues to be 
tight, especially with regard to the seven strategic crops. Based on a priori determination 
of quantities to be produced and marketed by official licensing, except for vegetables and 
fruits, crop prices are centrally fixed by way of unrealistically calculated standard cost of 
production plus a bureaucratically judged profit margin announced to farmers and the 
chain of state “owned” storage and processing organizations for wheat, cotton, sugar beet 
and tobacco. I maintain that the method of calculation of production costs is unrealistic, 
because official estimates exclude: (1) the wide variations in both crop yield and rental 
values per donum / hectare within each Muhafaza (I have found that rental values are 
almost standardised at a mean value of 15.6 per cent of total operational costs); (2) costs 
of administering agricultural credit combined with transaction costs of borrowing and 
those incurred by small farmers for obtaining multiple licenses and official permissions; 
(3) labour contractual costs charged by the group of Chawish, (the intermediaries in the 
labour market); and (4) payment of bribes to obtain the right inputs and services at the 
right time in each season.   
 
There is ample evidence of the price system distortion, quantified by the established task 
force on strategic crops; the findings of which are summarised by Westlake (FAO 2003: 
Chapter 6, Tables 6.2 – 6.6). The summary states “if farm incomes were not supported by 
government purchasing at official prices, farmers growing the strategic crops, with their 
high costs of production, would make losses in a normal rainfall year, and in the case of 
irrigated wheat and sugar beat the losses would be even higher”. It is also clear from the 
findings that the generous subsidies paid to producers and received by consumers were at 
the expense of great public loss incurred by state-owned and run enterprises, purchasing 
and processing wheat, raw cotton and sugar beet.   
                                                
8 El-Shayeb, 2004, “Agricultural Cooperative Bank, Lending Department, Credit Needs decided by the 
Board of Directors on 31 December 2002”, Arabic memeograph, and Varela-Ortega and Sagardoy, Chapter 
13: Tables 5, 6, 7 in FAO 2003. 
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These public net-losses have been reimbursed by the Treasury from public revenues or by 
borrowing from the state-owned commercial banks at interest costs. In short, farmers 
received in 1999 nearly 85 per cent of wheat price subsidisation and those growing 
wheat, cotton and sugar beet received price subsidies amounting to SP 20.5 billion, 
representing 2.5 per cent of the national income (GDP), contrasted to only 0.6 per cent 
subsidies received by the consumers as summarized below:   
 
Receiver of Subsidy Share in GDP (%) 
1. Farmers growing wheat, cotton & sugar 2.5 
2. Consumers 0.6 
 
The findings of the task force have also revealed the substantial losses incurred by public 
enterprises, and represented 4.5 per cent of GDP, a much higher share than the combined 
shares of total subsidies to farmers and consumers.  
 
All these benefits and losses are calculated at the aggregate farming level without 
reference to the size distribution of farmers’ holdings and their land tenure status.  
Subsidies benefit the whole consumers irrespective of their income level, rich and poor, 
including the peasantry.  Without these disaggregated information, price distortion cannot 
be partly justified for equity purposes.  Understanding this distinction with regard to cost 
and benefit estimates rests on a key reasoning: the price system has both income 
distributional consequences and different production responses by different agricultural 
households.  The variance is among small landowner, illiterate sharecropper and large 
educated landowner, and landless wage worker having no interest in whether crop prices 
are determined centrally or competitive market-based because he has nothing to sell 
except his labour power.   
 
Nonetheless, the landless worker and poor peasants being mostly net-food buyers are 
concerned about rising retail prices when official rates of exchange is devalued, and when 
and where the supply of protected food products diminishes in years of drought and low 
rainfall.  Price distortions in agriculture may also explain the widening gap in the 
distribution of purchasing power and saving capacity between agriculture and non-
agricultural sectors (i.e. changing domestic terms of trade) and between farm and non-
farm income within rural areas.9  Because of the Syrian weather vagaries, all these 
income groups share high risk-bearing and earnings uncertainty.   
 
In a developing country with these climatic characteristics like Syria, one wonders why 
subsidies to farmers and rural consumers are not targeted to needy geographical areas and 
to poor households in order that subsidies benefit only those needy areas and households 
identified by the results of Household Income and Expenditure Survey. Understanding 
the equity effects of price policy choice enables us to know how a mere transfer of 
income, cheapening food and price support through subsidisation but not by way of 
transfer of private land property rights could reduce inequalities and rural poverty?  This 

                                                
9 In fact, domestic terms of trade has steadily declined between 1995 and 2001 and the share of agricultural 
trade in total trade fell from 20 per cent (average 1993-95) down to 13 per cent in 2000 due to faster growth 
in non-agricultural trade (Syrian Agricultural Trade, NAPC, 2003: Table 3.9). 
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equity policy issue brings us to explore what can be done about the development 
problems that have so far been diagnosed. 
 
 
4.8. Challenges for Anti-poverty Strategy 
 
As a social scientist employed by the UNDP on a mission to assist the government in its 
macroeconomic efforts to reduce inequalities and rural poverty, my task is to tell the truth 
in providing a better understanding of their dynamics in an agrarian-led economy, and to 
offer advice on the modification of existing arrangements, including the traditional 
narrow agronomic approach in programme assessment, research and training.   
 
4.8.1 Lessons Learnt from Post-1958 Development Experience 
 
As the Syrian rural economy witnesses the first decade of the twenty-first century, four 
lessons can be learnt from its post-1958 development experience to guide us in outlining 
future perception.   
 
Firstly, the debate on agricultural development should be taken beyond the narrow 
traditional issues of sustained output and export growth for raising foreign exchange to 
what development is all about. This signifies not confusing the achievement of irrigation 
and agronomic means with development ends by focusing on rural well-being and 
enhancing human development. Nor should the debate be pro-government intervention or 
pro-market dominance without safeguarding the peasant’s interests by not ignoring the 
question of complementarity between both. 
 
In this debate, we have to be clear on what kind of market we are talking about: textbook 
competitive market in equilibrium or a mechanism that is enabled and facilitated by the 
government. They should not be viewed as an alternative policy substitution. The 
complementarity between the market and State regulations has been successfully 
undertaken by the fast growing East and South Asian economies.10 
 
Secondly, we do not need to shop around for what can be done in the next five or ten 
years because Syria’s own experience in the 1960s and 1970s is telling.  Earlier in this 
chapter, I have characterized the evidential performance during that period “the golden 
age of Syrian agriculture”, triggered by: (1) redistribution of land-property rights in 
favour of the landless and poor tenants, protecting leaseholders, and setting minimum 
wage rates; (2) the upsurge in public investment in three giant projects for labour-
intensive irrigation and land development of nearly 740,000 ha. (Sud al-Forat, Al-Roston 
Dam and Asharna-Al-Ghab project; and (3) pro-farm people price system including 

                                                
10 Like Syria, the transformation of agrarian structure by government intervention at an early stage of 
development in these countries was the foundation of rapid reduction in rural poverty, and the realisation of 
sustained growth in agricultural employment and output as well as food security and savings capacity.  In 
alphabetical order, these countries are China, Indonesia, Korea (South), Philippines, Sri Lanka and Taiwan 
Province of China.  For an examination of these relationships, see El-Ghonemy: 1990, Chapters 6, 7 and 
McKinley: 2001, Chapters 5 and 8. 
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production inputs’ subsidies, combined with a substantial investment in human capital. 
Thereupon, notable well-being achievements have been realized between 1960 and 1980; 
life longevity increased by 28 per cent, child death rate and adult illiteracy decreased by 
76 and 40 per cent, respectively. To borrow Adam Smith (1776) terminology, “the 
invisible hand” behind the rural economy successful performance in the 1960s and 1970s 
seems to be manifested in the triangle of (a) equity-led growth through the peasants’ 
production incentives and secure land tenure rights and the agricultural workers’ 
minimum wage;11 (b) considerable public investment in labour-intensive large-scale 
irrigation projects and extensive land development leading to a quasi full employment in 
agriculture; and (c) anti-poverty/inequalities pricing system. 
 
Thirdly, in this 21st century era of information/technological revolution and sophisticated 
analysis of satellite transmission of weather change, drought forecast and its dramatic 
negative consequences should be considered seriously by both researchers and policy-
makers. The 1999 drought and its prolonged negative effects into 2000 that wiped out 
nearly 14 per cent of total agriculture value added (40% loss in rainfed output and 64% in 
total wheat production) and 8.4 per cent of national income should serve as an alarm, 
alerting policy-makers and their planners to the high social cost of weather-based 
agricultural output instability associated with crippling agriculture by denying this 
leading and largest employer-sector, the adequate investment as documented earlier in 
sections 4, 5, and 6. The reason why we have emphasised labour-intensive capital 
investment is that agricultural labour force is projected to grow between 2000 and 2010 at 
the fast average annual rate of 1.3, meaning that nearly 58,000 – 60,000 jobs must be 
created annually (estimating the numbers of the agriculture labour force in 2010 at 
956,000 workers).   
 
We should keep in mind that this estimate is made within several shortcomings and if 
corrected the estimated numbers would substantially increase. Examples of these data 
shortcomings are the lack of exact counting of the under-employed and seasonally 
unemployed as well as the under-reported employment of individuals below 15 years and 
female workers in agriculture. Fast growing farm population in itself is not responsible 
for low productivity and poverty, but shortage of adequate capital investment, 
particularly in irrigation expansion. 
 
If we add to these sources of alarm the results of the 2003/04 Household Income and 
Expenditure Survey indicating rising locality-specific rural poverty and deepening 
inequality within agriculture and between agriculture and the rest of the economy – then 
these dismaying facts suggest that the currently implemented Ninth Five-Year 
development plan and its untargeted programmes for the needy groups and geographical 
areas are not working for the reduction of inequalities and poverty in rural areas. Without 

                                                
11 In principle and practice, the land redistribution-based growth is manifested in the inverse relationship 
between land and labour productivity; that is the productivity of land and labour declines with the rise in 
size of landholding and vice versa.  Also inequality in land distribution slows down agricultural output 
growth.  See an analysis of 21 developing countries’ experience in El-Ghonemy (1990: pp. 128-32) and a 
more recent analysis of land distribution inequalities in relation to growth rates in Birdall and Londono 
(1997) and Deininger and Squire (1998). 
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modifying the assumptions made and without dramatic change in the prioritisation of 
investment allocations, inhabitants of North – Eastern and Middle Muhafazat are likely to 
stay poor and may become even poorer. Complacency should be resisted. 
 
Fourthly, in the present policy climate of ambiguities about the conceptual arguments 
surrounding the practical roles of the state and the market, what should the peasants 
worry about? From my discussions during the field mission, and from the sequence of 
policy choice examined in this chapter, one would hint to the primary worry about the 
unfinished agrarian reform, the implementation of which was suddenly halted. With 
regard to this worry, the peasants’ expectations are two-fold. One is the complete 
redistribution of all expropriated privately owned land by laws of 1958 and 1980 in 
addition to honouring the state commitment to peasants’ leasing rights and the granting of 
property rights to the many tenants and occupants of state-owned land. The other is 
enabling the agricultural cooperatives to undertake their much larger role in marketing, 
storage and processing most of the village farm products as well as to promote the 
peasantry savings, and enable those peasants whose small holdings have been fragmented 
through inheritance arrangements to reap the benefits of economies of scale, and to 
overcome the present production limitations. The latter point needs an explanation. Each 
landowner’s full property rights are to be preserved after his or her essential agreement to 
follow the freely arranged cooperative’s crop cultivation plan to grow, with other 
members, a single crop each year across the boundaries of their small plots. After the 
harvest, each owner’s produce is individually identified. According to sources of 
irrigation and climatic factors, crop rotation is followed with the help of the Peasants 
Union’s agronomists in each locality. This system, which was successfully followed in 
Egypt aims to make possible the application of technological advances (irrigation, 
ploughing, land levelling, pest control … etc) to achieve the advantages of large-scale 
production. 
 
Fifthly, the already defined triangle of public actions for inequality and rural poverty-
reduction combined with agricultural output growth though necessary is not sufficient. 
The incompleteness lays in the missing two links: the promotion of non-farm activities 
within rural areas; and the removal of institutional constraints in the rural economy that 
inhibit the realization of output growth and peasants’ well-being potentials. 
 
4.8.2 The Strategic importance of non-farm activities within rural areas 
 
The results of community-based studies and the Labour Force and recent Household 
Income/Expenditure Surveys confirm the urgent need for a rapid expansion of non-farm 
sources of regular employment and income within rural areas.  The relationships between 
farm and non-farm activities, on the one hand and between them and the whole rural 
economy’s growth, on the other rests on the principle that the expansion of both 
agricultural output and employment stimulate forward-production and employment 
linkages by way of providing raw material and the supply of seasonal and full-time 
labour.  It follows that non-farm job-creating activities within villages diversify the 
composition of the rural economy, and stabilize the peasants’ incomes against sudden 
climate-based fluctuations. These needs, have been recognized by farm people, according 
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to the findings of available studies. For example, FIRDOS’ study (July 2003: p. 6) reports 
that “no such non-agricultural activities exist’ in the three villages surveyed in the poor 
Muhafazat Idlib, and states that landless households (whose average size is ten persons 
and whose monthly per capita income was estimated at SP 277 or US$ 5.5) supported 
FIRDOS’ proposals for establishing village wheat mills, bakeries, olive oil mills, farm 
machinery repair centre, mustards processing plant and tourism services. 
 
The same need for village-located non-farm activities was revealed in a large sample 
survey (Forni, 2001: pp. 39-40) covering eight villages in the three poverty – stricken 
Muhafazat Hama, Idlib and Al-Hasaka. In these eight villages, agricultural landless 
workers constitute nearly one-third of the total households and that open seasonal 
unemployment, lasting two months, was found out during which these poor workers 
migrated temporarily to Lebanon, earning daily wages amounting to five times those in 
their own villages. Moreover, the recently conducted HIES of 2003/2004 indicates the 
substantial share of non – farm wage earnings in the total wage income of the rural poor 
amounting to 34 per cent compared to only 16 per cent the share of agricultural wage.    
 
In short, empirical evidence tells us that: (1) the recently approved private non-farm 
projects established according to the Investment Laws of 1991 and 2000 have been of 
large scale capital-intensive (averaging SP 5.3 million each) and situated not in villages 
but in towns; and (2) the proposed projects in rural areas are treated as residue (or 
remainder) and not a strategic source of regular income and employment for anti-poverty, 
equitable rural development as intellectually conceived and successfully implemented in 
the fast-growing rural economies of China, India, Indonesia and the Philippines.12 
 
4.8.3 The Big Challenge: Removal of Institutional Constraints 
 
Before closing the inquiry on the challenges for anti-poverty equitable development of 
the agricultural sector, we examine an issue that has been frequently mentioned in this 
chapter and which I consider the big challenge. It is the removal of institutional 
constraints, influencing the performance of agriculture at the levels of both the micro-
economic farming business and the totality of the rural economy. In simple terms, 
institutions mean the set of rules and regulations governing property rights, market 
transactions, price information system, domestic and foreign trade, banking functions, 
investment, the judicial system, effective participation of non-governmental 
organizations, transparency of the taxation system, public administration bureaucracy, 
and the extent of law enforcement (i.e. effective rule of law). 
 
This long list of institutions and related constraints compose a chain that is firmly 
interlinked and each cannot be isolated from others. For example, private sector investors 
in land development or in processing crops, vegetables, fruits and animal products need 
legally protected property-rights associated with a judicial system that independently and 
quickly settles disputes. They need also transparency in the enforcement of taxation rules, 
investment laws and export regulations.   

                                                
12 On successful experiences of these countries, see “Asian Development Bank”, 2000: Chapter IV. 
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The multitude of public-sector organizations and government departments having widely 
dispersed responsibilities for the functioning of the agriculture sector results in conflicts 
and overlapping, and contributes to a rapid bureaucracy expansion and rising transaction 
costs. 13  For instance, one wonders why in the era of the liberalisation of economic 
activities and gradual removal of production licensing and relaxation of tight planning in 
agriculture, the numbers of civil employees in the Ministry of Agriculture and Agrarian 
Reform (MAAR) have steadily increased by 42 per cent in only 9 years (1993-2002).14 
 
All these institutional constraints add costs to farm people and private capital-investors in 
agriculture.  Known in economics as ‘Transaction Costs’, they are costs other than price, 
which are incurred in exchanging or trading goods and services. They are implicitly or 
explicitly given up in obtaining production inputs, including credit, official production 
licensing and permits, as well as for calculating the exchange rate for imports, exports 
and custom clearance, etc.  Usually, many economists, accountants and agricultural 
engineers despite their considerable amounts and their effects on farmers’ production 
incentives and net-incomes neglect these costs. One would expect that these costs are 
disproportionately higher for the mass of the illiterate peasants and other small farmers 
than medium and large rich landowners. The latter have the knowledge, contacts and 
influence on administration to overcome these costs, and to obtain the amount of credit 
needed faster and cheaper. 
 
 
4.9 Research and Training Challenges 
 
In the face of the challenges presented above, academics and researchers are faced with 
the challenge of interdisciplinary investigation and training at University Colleges of 
Agriculture, and at both the State Planning Commission and the Department of 
Agricultural Economics of the MAAR. They have the task of enabling policy makers and 
their development planners to understand the whole, and not fragmented causes and 
characteristics of Syria’s rural regions-specific dimensions of poverty and inequality.  
The narrow disciplinary specialisation is inadequate for both the understanding and 
dealing with these linked development issues that require multidisciplinary approach.  
Hence, agriculture should not only be viewed in the narrow agronomic sense of plants, 
animals, soil and water. Rather, it consists of human resources, whose welfare or well-
being is the ultimate aim of development in general and agricultural activities, in 
particular.   
 

                                                
13 The public sector organizations are the Agricultural Cooperative Bank, Cotton Marketing Organization, 
General Agency for Mills, General Establishment for Cereal Processing and Trade, General Establishment 
for Meat, General Establishment for Silos and Animal Feed Mills, General Organization of Cotton Ginning 
and Marketing, General Organization for Cereals Trade and Processing, General Organization for Fruits 
and Vegetables, General Organization for Poultry and the General Organization for Sugar.  The 
responsibility for these public bodies is scattered among the Ministries of Agriculture (MAAR), Industry, 
Internal Trade, and Economy and Foreign Trade.  Their services reach the peasant through layers of 
bureaucracy at the levels of Muhafazat, Mantiqa (district), Naheya and cooperatives. 
14 The Annual Agricultural Statistical Abstract 2002: Tables 132 and 133. 
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Therefore, an interdisciplinary approach is required in both training and research because 
in most cases, agronomists and agricultural economists concentrate on physical resource 
use and, at best, farm management research with its focus on production efficiency 
irrespective of distributional consequences. Apart from multidisciplinary limitations, 
there are other requisites; funding, books and journals on development economics, in 
general and rural development, in particular.   
 
Owing to these limitations, UNDP, FAO, ILO and UNICEF assistance is required 
because past experience in Syria shows the merits of their cost-effective assistance (e.g. 
UNDP assisted project in Jabal al-Hoss as well as the Italian Government Funded 
NAPC). Community-based research and development is best realized with the effective 
participation of NGOs as evidenced by the work of FIRDOS.   
 
Several information gaps requiring investigation have already been pointed out in the 
course of discussion.  To remind ourselves, we mention a few examples: (1) the conduct 
of village-level case study on locality-specific causes of poverty and inequality at the 
microeconomic level of household/farming unit and its linkage with certain 
macroeconomic policies, with emphasis on the variegated pace of reducing poverty by 
way of secure access to land, fixing wage rates, investment-led labour intensity and 
targeting the subsidization benefits of food prices; (2) a systematic and objective 
evaluation of agrarian reform programmes and economics of irrigation water allocations; 
and (3) weather uncertainty–based instability of agricultural output and farmers’ income 
(i.e. estimating the social costs of droughts, the environment degradation and the 
adequacy of existing institutional arrangements for coping with these shocks. 
 
 
4.10. Concluding Remarks 
 
No attempt is made here to summarise the lessons learnt from my assessment of Syria’s 
experience in agrarian development over the past half century, but a few remarks are 
made on key policy issues that require the attention of researchers and planners in 
conducting the preparation of the Tenth Five-Year Development Plan and its part on 
agriculture. 
 First, towards this end it is fundamental to understand the linkages between the 
microeconomics of farm units combined with household well-being dynamics and the 
macroeconomics policy issues on: (1) secure access to productive land and credit; (2) 
targeted price support benefits, including water fees, tax exemption, lending interest rates 
according to both size distribution of landholdings and the results of the 2003/2004 HIES 
with regard to the identified rural poor and disadvantaged geographical areas. Modified 
policy prioritisation should be instrumental in tackling persistent poverty and widening 
inequalities. 
 Second, although the development process has, over the last two decades, left 
agriculture to accommodate an increasing labour force, especially the landless poor, 
growing labour density on cultivated land is not in itself responsible for declining per 
capita productivity / income in agriculture and the widening gap within and between 
agriculture and other sectors of the economy. The discussion suggests that the 
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responsibility is shared by: (a) Inadequate investment in the capital-hungry agriculture 
that contributes 36 per cent of national income; and (b) the widespread use of labour-
displacing technology that has been facilitated by trade liberalization, combined with the 
limited labour-absorption capacity of other formal sectors. Hence, the strategic 
importance of expanding non-farm labour-intensive activities within rural areas should be 
prioritised not as a residue but as a determinant of job-creation and an income stabiliser 
against sudden climatic shocks. 
 Third, in the present environment of uncertainty about the roles of the state and 
the market in effectively tackling landlessness, rural poverty and widening inequalities in 
land and income distribution, complementary policy options must be pursued in order to 
satisfy the Syrian constitutional provisions and the laws of 1958 and 1980 in regard to 
fairness and justice in property rights. The distribution of the expropriated privately 
owned land, which has not been distributed among the intended beneficiaries (needy 
peasants), is a priority option. The Peasant Union – assisted land market-purchase by 
poor peasants is a policy option, provided that present credit-lending restrictions are 
relaxed.  IFAD of the UN may help the Agricultural Credit Bank in these land-purchase 
arrangements. Progressive land taxation may be considered by way of levying higher 
land tax-rates on productive lands as the size of landownership increases, which might 
induce large landowners to sell part of their land, using the raised revenue to finance 
irrigation expansion. Research is needed in this hitherto neglected policy issue. The pace 
in poverty reduction by these suggested means is of critical importance.15 
 Fourth, modernization of agriculture and economic liberalization does not mean 
privatization of the Badia pastures that have for centuries, been communally owned/used 
by tribes/communities. Customary tenure (musha’) is compatible with export earnings 
(e.g. live awasi sheep), food security (meat, milk, barley) and mass livestock production 
employment: Land use rights are based on working rules devised over the Syrian history.  
As recognized by anthropologists, geographers and environmentalists this agricultural 
socio-ecological system in semi-arid lands is the most suitable for nearly 2.5 million rural 
people. 
 Finally, the inadequacy of the partial use of narrow disciplinary specialisation in 
understanding and dealing with the whole agricultural/rural development problems is a 
recurrent warning signal throughout this chapter. Investigations should be multi 
disciplinary going beyond the traditional agronomic approach and the narrow neo-
classical economic analytical apparatus, and emphasise the enhancement of human 
capital well-being and capabilities as the fundamental goal and not solely resource use 
efficiency and output growth. In training as in research, institutional forces (or obstacles) 
influencing production and participation incentives, income distribution and economics 
of scarce water resource should not be disregarded. 
 

                                                
15 In El-Ghonemy (1993: p. 362) the analysis of data on land concentration (size distribution of 
landholdings), agricultural output growth and estimates of rural poverty levels in 21 developing countries, 
including Egypt, shows that at 3 per cent annual growth of agricultural GDP and without changing land 
distribution, it would take 60 years to reduce poverty level by half while agrarian reforms - reducing land 
concentration by one-third this 50% poverty reduction could be realized in 12 years only. Thus, the 
relationship between land concentration (the Gini index) and the variation in poverty level is highly 
significant (R2=0.70). 
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Introduction 
 
This paper assesses of past and prospective effects of trade liberalization and economic 
reform in Syria, evaluating, in particular, the likelihood of industrial export-led growth as 
the cornerstone of an alternative strategy for economic development and poverty 
reduction. To that end, we recommend that Syria should adopt a mix of import 
substitution cum export promotion, a strategy that would emulate to a great extent the one 
pursued by the successful Asian countries. On the other hand this path is more difficult 
for developing countries, under present circumstances. Nonetheless, Syria must find the 
‘policy room’ that allows it to pursue an industrial development programme based on a 
private-public partnership. In this respect our recommendations call for a departure from 
the traditional state-led intervention policies in Syria, but still highlight the significance 
of the latter in ‘leading the market’. It is worthy to note that the projections and results 
presented here are necessarily speculative. There are by no means conclusive, but merely 
indicative of the problems and opportunities raised by trade liberalization in a relatively 
closed middle-income country, such as Syria.  
 
 
1. Summary and Main Policy Recommendations1 
 
The Syrian economy is typically characterized as highly centralized and under full public 
sector control. This was no doubt the case prior to 1980 when Syria tried to achieve 
“economic independence” through an extensive import-substitution industrialization (ISI) 
program. Foreign trade was exclusive to public sector enterprises, foreign investments 
were restricted and, with the exception of a small number of public enterprises, most of 
the production was geared towards satisfying local demand. Unlike East Asian countries, 
however, Syria failed to take ISI to the level of an export-oriented program. A segment of 
the Syrian industry managed to break out and successfully penetrate East European and 
former USSR markets, thanks to the special relations Syria had with those countries 
                                                
1 The authors wish to thank Mahmoud Abdel-Fadil (team leader of the case-study taskforce), Essam El 
Zaim, Tawfik Ismail, Abdallah Dardari, Ibrahim El-Ali, and Patrick Megarbena for their valuable inputs 
and comments. Many thanks also go to Ghada Khoury (UNDP) for her research assistance.  
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during the 1980s and to their highly protected markets. Many of those exports were 
manufactured goods with significant growth potential. However, the dismantling of the 
former USSR broke this peculiar economic relation.  

 
The political and economic ramifications of the collapse of the Soviet Union coupled by 
the global onslaught of economic liberalism provided a strong rationale for opening the 
Syrian economy, but stronger pressures for economic liberalization grew out of a 
domestic balance of payments constraint during the mid-1980s. In Syria, as elsewhere, 
ISI tended to foster mass consumption over capital accumulation, establishing the 
building of a national market as its main raison d’etre. This created dependency on 
imported capital goods without fostering the export capacity needed to earn foreign 
exchange, thereby precipitating balance of payments difficulties.2 When aid from Arab 
countries and oil rent declined along with the fall of global oil prices in the 1980s, Syria’s 
trade imbalance deteriorated sharply. The resulting fiscal and foreign exchange crises 
forced austerity cutbacks in public spending and a consequent declining ability of the 
state to finance investment, new jobs and contracts.  As a result foreign exchange dried 
up, factories dependent on imports closed, and shortages fuelled a recession.  Debt 
mounted while per capita income fell 4.5% from 1980 to 1988.  The state could no longer 
sustain its previous policies and began to turn to the private sector to reverse the 
economic decline. In return, private business was awarded concessions: thus the further 
opening of the economy in the early 1990s with legislation that allowed and encouraged 
private investment.  
 
On the trade front, the reforms allowed private sector companies to import goods 
previously included in the restricted list (conditional upon their ability to obtain foreign 
balances from their own export activities). The number of restricted goods has decreased 
since then and foreign currency requirements for imports were eased. This can be seen as 
a gradual switch from a quota-based system to a one based on tariff.  Furthermore, tariffs 
were reduced for a large number of products. Bilateral trade agreements are expected to 
force further reductions. The Arab Free Trade Area (AFTA), in force since 1998; 
envisages significant reduction in tariffs between Arab countries over a 10 year period.  
The association agreement with the European Union would imply the extension Most 
Favored Nation status, and the accession to the World Trade Organization (WTO) would 
lock in a series of international agreements that would reduce red tape, and facilitate 
trade.  
 
Our concern here is with the effect of such past and prospective trade liberalization 
measures on the growth prospects of the Syrian trade and industrial sectors in general and 
their ability to generate pro-poor employment opportunities in particular. Evidently, three 
major challenges face Syrian decision makers today: 
 

                                                
2 On the relative success of ISI strategies in the Middle East despite all the criticism see Rodrik (1999).  
According to him “contrary to received wisdom, ISI-driven growth did not produce tremendous 
inefficiencies on an economy wide scale.  The inescapable conclusion is that most countries in Latin 
America and the Middle East had productivity growth records prior to 1973 that look quite favorable in 
comparison with those in East Asia.” 
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i. Sustainable Growth:  

Economic growth in Syria faces two major challenges. The first is a sustainability 
problem. The growth of the Syrian economy has been bound to oil revenues and 
the change in oil prices. This implies non-oil exports should increase dramatically 
to offset the expected loss in foreign exchange resources. The second problem is 
the low rate of growth itself. Overall, the economy grew by an average of 7% a 
year in the first half of the 1990s, with a peak of 13.5% in 1992. This growth 
translated into a real and sustained improvement in income levels per head over 
the period. Conditions in the second half of the 1990s were less favorable after a 
fall in fixed investment.  
 

ii. Employment:  
As with regards to employment, Syria faces a serious challenge. Unemployment 
has been steadily increasing in Syria (from 5 percent in 1981 to between 11.6-
16.2 percent in 2002). According to a recent survey, unemployment is 
concentrated in the 20-24 age group category, which represents 24 percent of total 
unemployment. Lower educational categories (illiterate, basic reading and 
writing, elementary and secondary education, etc) and middle educational 
categories (mainly vocational and technical education) made up 57 and 40 percent 
of the unemployed, respectively. Each year about 382,000 people, with varying 
degrees of education and skills, enter the labor market, which does not offer 
sufficient job opportunities. This is coupled with a considerable increase in the 
size of the labor force particularly of the young age group who also constitutes a 
bulk of the new job seekers in the labor market. Considerable investments will be 
required in order to accommodate the growing demand for jobs and to improve 
the quality and skills of the labor force to meet the challenges of globalization. 
Also, foremost among the challenges encountered during the past few years in 
Syria is the deficiency in skilled human resources. The educational system must 
therefore be redesigned with clear links to the current and future needs of the 
labor market. 
 

iii. Public Sector Reform:  
The Syrian public sector requires a major financial and operational restructuring. 
The government’s main challenge is to find viable and cost-effective measures to 
tackle the fundamental problems of technology, labor and debt in the public sector 
companies so as to increase their productivity and reduce their fiscal burden. 
Judging from other country experiences, the rehabilitation of public sector 
enterprises can be a very costly process since a large proportion of firms may 
need both financial and operational restructuring, i.e. those with large debts, poor 
market prospects, technological weaknesses, and excess labor.  One of the 
greatest challenges to the economic reform program in the future will be to tidy 
up the more troubled segments of its public sector portfolio, without incurring 
excessive costs in the process.  
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Experience in other developing countries suggests such challenges are not 
insurmountable. But they can only be overcome through proactive state intervention 
through design and implementation of pro-poor economic policies with participation 
from the private and informal sectors. To this end, this chapter examines the past and 
prospective impact of liberalization, analyzes the potential for and limits to growth in 
Syria’s non-traditional export sector and spells out alternative pro-poor trade and 
industrial policies, which may be useful for Syrian decision makers in setting their 
medium- to long-term planning frameworks.  
 
Section 2 reviews major economic reform since 1990 and its impact on trade and 
industry. Our findings indicate that liberalization per se did not have a major effect on the 
performance of both sectors. In this respect, the gradualist approach to reform – followed 
by Syria so far– is commendable in light of the experience with shock therapy elsewhere.  
Economic growth of the 1990s has been to a greater extent dependent on the oil export 
surge that replaced the Arab aid and exports to the Soviet block as the main source of 
foreign income. However, the effects of the boom in oil exports on the industrial sector, 
and, hence, on the future export performance is a matter of concern.  Arguably the 
participation of the manufacturing sector declined while oil revenues grew significantly 
in the 1990s in what appears to be a classic Dutch disease story.3 Signs of a Dutch disease 
can be observed in trends of GDP, gross domestic industrial output, manufactured output 
and output of extractive industries since 1989, as argued in section 3.  
 
Section 4 assesses the medium-term growth potential for specific non-oil commodity 
exports on the basis of their Comparative Advantage. The exercise indicates that further 
trade liberalization would promote a pattern of specialization based on primary 
commodity production. This pattern of specialization implies that growth would be 
directly connected to the capacity restrictions and movements of the terms of trade for 
commodities, a prospect that is less than reassuring. The RCA analysis of Syrian exports 
exposes the strong bias towards such low-value-added products as the top 27 RCA-
ranking positions are mostly primary products that can be upgraded and moved up the 
production chain creating substantial value-added and employment as well as advancing 
intra-industrial and agricultural-industrial linkages. A more optimistic assessment of both 
the industrial sector and export RCA suggests a potential export growth for the following 
industrial sectors: textile, fabrics, outwear and leather, food, beverage and tobacco, and 
oil refining, petroleum-related, and chemicals. However, such industrial sectors must be 
identified, restructured and fostered under a sound outward-oriented industrial policy. A 
more flexible monitoring system can be constructed to help and encourage firms and 
industries that show potential success as well as reward those that maintain satisfactory 
performance. Similar systems, using tools such as tax incentives, export subsidies, and 
credit and finance subsidies and favorable terms, in South East Asian countries proved to 
be highly effective. Foreign trade policies and negotiations should be designed to favor 
such industries as to grant them wider access to international markets. Intensive market 
researches should also be conducted to identify potential markets and continue to give 
feed back to firms to help them cater to market demands.  
                                                
3  Spatafora and Warner (1995) argues that there is no clear Dutch disease in the MENA region.  We would 
argue here, on the contrary, that a visible natural resource curse can be diagnosed in the Syrian case. 
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The weakness and deterioration of Syria’s industrial sector described in sections 2-4 is 
not unexpected. It can be attributed to the following factors: 
• Obsolete technology and lack of adequate expenditure on R&D. In addition, the 

absence of an environment inductive to technical innovations 
• Macro problems such as: overburdened fiscal policy due to the poor performance of 

the tax system and weak monetary and financial policies. 
• The weakness of long-run strategic planning, in terms of the overall macro-economy 

in general and the industrial sector in particular, which manifested in the absence of 
clear and well-specified roadmap for the industrial sector with an eye on foreign 
trade. 

• An overall shortage of investment and misallocation of finance and credit away from 
the manufacturing factors. Misallocation of finance within the manufacturing sector 
away from med-tech manufacturing and manufacturing of products with export 
growth potentials. 

• Overall business environment that is unfavorable to manufacturing activities in 
general and high and med-tech manufacturing in particular.  

• Manufacturing sector still out of sync with international markets, more geared 
towards domestic markets and still relies on ineffective marketing techniques. 

• Relatively high-risk business environment compared to other countries in the region 
as Syria ranked below average for the MENA region on all risk ratings conducted by 
international rating agencies. (Lall and Albaladejo 2003) 

• A dominant unproductive and overstaffed public sector that lacks efficiency and 
dynamism, while still burdened by bureaucracy, poor management and political 
constraints. 

• A private sector that is bias towards low-risk services and trade activities and low 
value added traditional manufacturing activities in the absence of an incentive 
structures and monitoring systems that direct encourage private sector to engage in 
high value added, productive and competitive manufacturing activities. 

• FDI that is deterred by high transaction costs and a business environment that is still 
less favorable than competing countries in the region and regional political 
instabilities. In addition, the absence of a specialized institution geared towards 
promoting business and investment opportunities in Syria to foreign investors. 

• Weak financial sector that is incapable of mobilizing savings and resources and direct 
them towards competitive industrial activities. 

• Industrial labor force that has extremely low productivity due to the lack of training, 
poor management and obsolete machinery. Moreover, skilled-labor force does not 
cater to labor market needs, particularly the needs of industrial sector. Increasing 
labor bias towards the services and other non-traded goods sectors. 

• Inadequate infrastructure particularly in information, communication and 
transportation. 

• Excessive dependency on resource based industries and trade of primary products. 
• Lack of linkages and spillovers within the manufacturing sector as well as between 

manufacturing and other activities such extractions and agriculture. 
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• Early symptoms of Dutch disease created by the windfall of revenues generated by 
activities based on natural resources such as mining and quarrying, mismanaged 
foreign aid and borrowing, and workers’ remittances. 

 
Against this rather gloomy background, section 5 analyzes, using simple analytical tools, 
sources of growth in Syria economy and estimates export performance assuming that 
current comparative advantage would influence the patterns of trade in the post-
liberalization environment. It finds that the possibilities for sustaining the current level of 
imports by increasing the exports of the goods with revealed comparative advantage seem 
dim. The results are no less optimistic. Even if we follow, conventional economic 
wisdom by purporting a positive causal relation between liberalization and growth, 
estimates here suggest, ceteris paribus, an annual growth rate in non-oil commodity 
exports of about 15 percent is needed to replace oil exports. This seems to be a highly 
unlikely scenario given three sets of constraints that affect non-traditional exports. First, 
there are the domestic constraints posed by restrictive macroeconomic policies, an export 
unfriendly regulatory framework, low productivity and the lack of financing or support-
services provided to exporters.  Second there is the combination of high protection in 
Europe (Syria’s main trading partner) and fierce competition from other developing 
countries. Third, there is the increasingly binding environmental constraint posed by the 
level of water scarcity in Syria. Of those three major constraints, only the first is under 
the direct influence of Syrian policy makers. However, even if such a leap in primary 
product and low value-added exports occurs, it will still be insufficient to sustain the 
capital good import requirements for a fast growing industrial program. 
  
Consequently, section 6 highlights a major dilemma for Syrian decision makers. One the 
one hand, in the ideal case, Syria should adopt a mix of import substitution cum export 
promotion, a strategy that would emulate to a great extent the one pursued by the 
successful Asian countries. On the other hand this path is more difficult for developing 
countries, including Syria, under present circumstances. Our position is that Syria has 
little choice but to follow suit. It is a well-known fact in economics that increasing returns 
can lead to cumulative growth processes and different patterns of specialization. The 
argument here is that industrial policy can guide these changes. Along Kaldor-Verdoon 
lines, Amsden (1989) showed that output growth via import-substitution then export-led 
industrialization could have a positive feedback on productivity as already observed in 
the Korean case. All successful transitions utilized economies of scale and productivity 
growth. In smaller countries the limits of internal demand was overcome by exports.  
 
However, this is not a call for the continuation of old state-led industrial development 
policies in Syria. Rather, one important precondition is the ability to forge a private-
public partnership. In East Asia, business and government worked closely together to 
strengthen domestic industry.  Foreign enterprises were discouraged, by deliberate red 
tape, from entering certain industries, so that national companies could get a head start.  
State-owned banks lent money at subsidized rates to help local firms acquire the 
technologies and capital equipment they needed. Where corruption existed, it tended to 
be confined to raw-materials industries.  In much of manufacturing, subsidies were 
allocated by professional bureaucracies according to relatively transparent procedures. 
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State support for business was often tied to strict performance standards and closely 
monitored. Successful import substitution in Asia implied that both subsidies and 
performance targets were imposed on domestic producers to guarantee that local 
production would be internationally competitive. Thus, as argued in section 7, Syria must 
find a ‘policy room’ that allows it to pursue an industrial policy based on a private-public 
partnership.  
 
Finally, we present policy recommendations in four other areas:  

• On the monetary policy front, there is need to encourage commercial bank 
lending at lower rates to private sector small and medium enterprises in selected 
areas where the state/NGOs can offer technical and marketing assistance and 
where there is export most potential (mostly agricultural products). As a recent 
study by FAO (2004) concluded, liquidity constraints are a serious problem, 
particularly for poor farmers. Informal credit markets provide presently the only 
available solution, but they are expensive, as the creditor operates under high risk. 
The solution should be to provide viable credit facilities through the creation and 
enhancement of export development banks.  

• On the fiscal policy front, public investment should be focused in infrastructure 
development for private sector, particularly industrial projects in areas where the 
employment generation and export potential is high and where backward and 
forward industrial linkages can be fostered.  

• On the regulatory front, there is a need to identify and abolish regulations and 
practices that impede exporters. The abolition of the requirement that exporters 
(in non-agricultural sectors) submit a share of their proceeds to the State is an 
obvious example, but the simplification of export procedures and rehabilitation of 
ports and export support services is also important. The Ministry of Economy and 
Foreign trade is advised to compile and revise existing rules and regulations 
governing the export process in such a way that will reduce the costs incurred by 
exporters.  

• There is a need to invest in the establishment of export support services. A top 
priority is to establish an export promotion agency for enforcing international 
quality standards and marketing Syrian products (the Lebanese experience may be 
useful for this).  

 
 
2. Review of Liberalization: 1990-2003 
 
Economic liberalization is on the agenda of every Middle Eastern State.  Syria, however, 
has set itself apart from the majority of Arab countries by adopting a distinctly gradualist 
approach to liberalization (summarized in Table 2.1). This caution is shaped, in part, by 
perception of the economic consequences of other failed experiments, such as Latin 
America, Egypt and other countries in the Middle East and North African (MENA) 
region, which generated a worsening of trade and foreign exchange imbalances, 
mounting debt and an increase in dependency (both economic and political), rather than 
local industrial development and export-led growth as in the Asian experience. The 
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Syrian administration correctly preferred to assess the results of its current initiatives 
before moving to the next stage, a position that should not be confused with inaction.   
 
Currently, Syria’s integration in the regional and global economy is being promoted 
through several channels, including:  

a. Seeking membership in the World Trade Organization (WTO): in 2001 Syria 
launched a concerted diplomatic effort to drum up support for its membership in 
the WTO. The US government, in contradiction with the organization’s non-
discrimination rule, intervened to prevent the application from being considered 
by the WTO General Council. 

b. Association agreement with the EU: the agreement, which is in final draft form, 
covers trade in goods, services, rules for public procurement, as well as for the 
protection of intellectual property rights, co-operation in a large number of areas 
including on customs, transport, tourism and environment. 

c. Greater Arab Free Trade Area (GAFTA): The plan is for the GAFTA to be fully 
implemented after a ten-year transition period. The agreement stipulates the 
removal of tariffs on all goods exchanged between the signatories, according to a 
progressive annual reduction of 10% in the tariffs applied in 1998, to reach zero 
by 2008. 

d. The Agadir Declaration: The FTA agreement, signed in 2001 ahead of the 2010 
target for trade barriers to end in the Euro-Mediterranean area, is meant to 
consolidate the negotiation ability and competitiveness of Arab-Mediterranean 
countries, whether those already bound to the European Union by association 
accords, those having economic relations with it, such as Palestine, or those 
negotiating partnership accords with the Union, such as Syria. 

    
There have also been a series of advances in the liberalization of the capital account of 
the balance of payments. After the passing of legislation that allowed for joint ventures 
and other limited private investment in the 1980s, the first real attempt to foster private 
investment was presented in Law No.10 of 1991 and the accompanying Decree 7/91, 
which contains operational details about the implementation of the law. More recently, 
Decree 7/2000 has partially modified the regime established in 1991. 
 
Law 10/91 applies to private investment projects in agriculture, manufacturing and 
transportation. Approved projects enjoy several benefits. All equipment needed for the 
project can be imported duty-free, and the project is granted a tax holiday of five years 
(extendable for a few more years under special circumstances) covering income tax and 
real estate tax. As shown in Figure 2.1, initiatives such as this law did succeed in 
increasing the share of private investment from 30-34% in 1980s to approximately half of 
total investment during the nineties. However, from 1994 to 2000 private investment 
dropped to 6% of GDP in 2000 before it increased to reach 12 and 11% in 2001 and 
2002, respectively. Also, the law did manage to attract around 1600 projects, 80% of 
which were financed by FDI. According to the Ministry of Industry, 291 manufacturing 
projects were approved under law 10 from 1991 to 2002, providing employment to about 
13,700 people. Out of the new projects, 71 were engineering industries, and 126 were 
food and beverages. But only 65% of the newly approved projects under were actually 
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completed, and most were in the oil and services sectors. Thus, FDI overall and 
particularly in non-oil productive sectors did not respond in any conspicuous manner to 
the changes in economic policy (see Figure 2.2). 
 
Although the law retained some restrictions such limiting profit repatriations, requiring 
investors to use official exchange rates, and restricted foreign ownership of land, it was a 
major step towards a more liberalized market-oriented economy, expecting it to attract 
investors’ interests. Furthermore, Decree 7 of 2000 corrects some shortcomings of the 
1991 legislation that had become evident during the subsequent years.  Investments were 
given more secure property rights.  The new decree also established stronger legal 
protection for investors, e.g. giving them the right of appeal before the Arab Investment 
Court or any other international jurisdiction arising from agreements signed between 
Syria and the country of the investor. 4 
 
If openness towards Foreign Direct Investment (FDI) has increased considerably, the 
same cannot be said about portfolio flows.  Foreign exchange has been tightly regulated 
for decades, and some changes have taken effect, but the Syrian pound remains largely an 
inconvertible currency.  At some point, holding or exchanging foreign currency has been 
considered a punishable crime.  Liberalization of the foreign exchange market has also 
been gradually taking place, but it still remains partial and the procedures cumbersome.  
In particular, private companies have no legal access to foreign currency unless they 
bring it from abroad or buy it at the black market.  However, this problem has been 
recently made less relevant as the gap between the two rates narrowed considerably (table 
2.2).  In 2001 the Commercial Bank of Syria was authorized to buy and sell foreign 
currency at market rates for personal (mostly tourism and remittance) purposes, but not 
yet for business purposes. Thus while the foreign exchange market is still heavily 
regulated, the closing of the spread between official and black market rates reflects a 
movement towards getting the prices right, a move that shows a considerable degree of 
liberalization. 
 
To sum, the overall economic environment has been changing in the direction of a more 
liberal system during the last ten years or more.  Both trade and capital account have 
shown some degree of liberalization.  It is clear also that many features of the old 
centrally planned, state-led system remain in place.  For example, a decision to create a 
stock market was taken nine years ago, but it has not yet been implemented. Procedures 
related to investment and trade remain rather cumbersome creating delays and an 
incentive to proceed through informal channels whenever possible.  However, the slow 
and gradual pace at which Syria is managing its transition to a market economy – when 
compared with more aggressive policies in Eastern Europe and Latin America – appears 
to be more pro-poor than the shock therapy sponsored by the so-called Washington 

                                                
4 The reform of year 2000 also relaxed many of the restrictions imbedded in law 10 of 1991 such as 
restrictions on profit repatriations as well as extended the tax-free period from five years to seven years for 
enterprises exporting 50% or more of their output and lowered taxes from 60% to 25%, and offered 
assurance to private investment that private assets cannot be expropriated or nationalized. 
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Consensus.5 We describe the effects of this gradual opening of the Syrian economy on 
industry and trade in sections 2.1-2.2, respectively.  
 
2.1 Industry 
 
The contribution of the manufacturing sector didn’t exceed 10% of GDP (at current 
market prices) during 1994 and 1995, increasing to around 13% in 1996 before started 
dropping to 4% in 2000, reviving to only 10% of GDP in both 2001 and 2002. Textile 
and food processing, which accounted for an average of 47% of manufacturing gross 
output in 1995-2002 (down from an average of 51% in 1988-1994), comprised around 
28% of total gross industrial output in 2002, slightly up from 21% in 2000 and down 
from 35% in 1990. Meanwhile, Textile and food processing accounted for around 51% of 
the manufacturing value added. High-technology manufacturing is simply nonexistent, 
while med-technology industry is minimal. According to World Bank, the Syrian 
manufacturing value added is among lowest compared to other countries in the region as 
well as other developing and transitional economies and it has been dropping over the 
period from 1990 to 2002 with 2.105 per annum in 2000 and 4.10% per annum in 2001. 
 
Figures 2.3-2.4 confirm the weak industrial sector structure and performance. The share 
of manufactured industrial (excluding chemical oil related industries) output in net 
domestic product (NDP) hovered around 7% despite the increase in the share of industrial 
output (including extractive industries) in net domestic output due mainly to the increase 
in mining and quarrying from 22% and 13 % of NDP in 1989 to 29% and 20% of NDP in 
2002, respectively (figure 2.3). Figure 2.4 shows the share of manufactured output, 
including chemical and petroleum related industries, in gross industrial output fell from 
77% in 1988 to 58% in 2002. In fact, excluding chemical and petroleum related 
industries, manufacturing accounted for only 40% of total industrial output in 2002, 
declining from 52% in 1988. Likewise, the share of mining and quarrying as a percentage 
of gross industrial output increased from 19% in 1988 to 41% in 2000, then dropped to 
34% in 2002 due to the drop in extraction of oil. Figure 2.5, which plots output trends of 
food and beverages and textiles and leather goods (where, as we shall see, Syria’s 
comparative advantage lies) declined, to some extent, as a share of total industry and that 
their share of gross industrial output is relatively low (less than 15%).  
 
In terms of ownership structure, the trend for public sector’s gross manufacturing output 
appears to be oscillating, with an apparent downward trend, particularly towards the end 
of the last decade. Needless to say, extractive industry is perhaps the only sector that can 
be excluded from such poor performance. The overall participation of the private sector 
in manufacturing industries has been somewhat improving, but its overall performance 
was unimpressive as growth rates of gross outputs of major private sectors industries 
have been declining and trends of output resemble those of the public sector to a great 
extent. Private sector’s contributions to manufacturing industries showed a strong 
preference towards textile and leather industries, which performed somewhat better than 

                                                
5 The slow pace of reform in the MENA region is usually seen as a problem (Karshenas, 1998).  In 
hindsight, it might be a blessing.  For the precise definition of the Washington Consensus see Williamson 
(1990).  For a critical review of its results in Latin America see Câmara and Vernengo (2002). 
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other sectors. Although, the gross industrial output declined from 1998 to 2000, the gross 
output of private sector’s textile, clothing and leather industries maintained its level of 
performance with slight stagnation, and then managed to rebound faster than other 
industrial sectors. On the other hand, the share of private sector in food, beverages and 
tobacco industries dropped from 60% in 1988 to 35% in 1994, before it picked up only to 
reach its 1988 levels of 60% of gross output in 2002. The private sector’s gross output of 
food, beverages and tobacco industries suffered from the same stagnation and decline 
during the period from 1998 to 2000 following the same overall trend of the industrial 
sector. Private sector also grew to dominate both basic metal and metal products sectors 
reaching shares of 57% and 78% of gross output respectively by the year 2002.  
 
2.2 Trade 
 
Figures 2.6 shows the composition of exports and imports in 2002, respectively. The 
results are not unexpected. Like many developing countries, Syrian exports are highly 
concentrated in primary products, such as crude petroleum, agricultural products, crude 
fertilizers, etc (79% of total exports in 2002). In 2002, manufactured and semi-
manufactured goods made up only 16% and 4% of exports, respectively, and were 
composed of, mostly, textile yarn, apparel, food and leather products. This renders the 
export share of manufactured goods among the lowest worldwide (as we shall see this is 
clearly showed in figure 5.1). Imports, on the other hand, are more diversified and mostly 
composed of manufactured goods. In 2002, primary products were only 6% of total 
imports, while manufactured and semi-manufactured goods accounted for 44% and 50% 
of total imports, respectively.  
 
The geographical distribution of exports and imports show EU as Syria’s main trading 
partner (52% of exports and 24% of imports in 2002) and Arab countries (21% of total 
exports in year 2002) as the second largest market for Syrian exports. An important 
distinction between both markets is revealed in tables 2.3-2.4. The EU is the main market 
for Syrian primary products (59% of total exports of primary products, which made up 
90% of all exports to the EU). Arab markets, on the other hand, received 42% and 59% of 
exports of manufactured and semi-manufactured goods, respectively. As expected, the 
distribution of imports is opposite to that of exports with Syria’s manufactured imports 
goods coming mostly from the EU (30% and 22% of all imports of manufactured and 
half-manufactured goods respectively). South American and Asian countries delivered 
most of Syria’s primary products.  Thus, both the composition and the distribution of 
exports and imports in 2002 are reminiscent of a colonial pattern. 
We now turn to the change in patterns of trade. It is interesting to note that the growth 
rates of imports and exports showed great convergence, as would be expected, until 1985.  
During the last two decades, however, Syrian trade experienced major shifts. By the late 
1990s a dramatic increase in oil exports had converted a persistently wide trade deficit 
into a small trade surplus. Second, the period from 1985-90, witnessed a dramatic 
increase in exports (averaging 22.7% over the period). Growth rate of imports, however, 
recorded a significant decline (-9.3%) during that period. The trend was reversed over the 
1990-95 period when imports and exports averaged 17.3% and -3.3%, respectively. Yet 
another reversal in trend was witnessed over the 1995-2000 period, before both macro-
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variables finally adhered to laws of economics in 2001. The decline in oil process, trade 
liberalization, which took effect in the early 1990s and the influx of geo-political rents, 
including aid from Arab Gulf states after the 1990/91 Gulf war are possible explanations 
for the convoluted relationship between growth rates of exports and imports since 1985. 
 
Changes in the composition of exports over the last two decades are shown in table 2.5. 
Clearly there was an attempt to promote manufactured exports, especially chemical 
products, to East Europe and former USSR. Since 1990, however, exports of 
manufactured goods, in general, and chemical products, in particular, declined rapidly. 
Agricultural and raw material exports on the other hand were largely unaffected. The bias 
towards primary products intensified with the increase in exports of crude oil (the share 
of crude oil increased from 33% of total exports in 1987 to 70% in 2001 and 62% in 
2002), fertilizers, cotton, live animals and fruits and vegetables, which make up the 
largest bulk of primary products exports. The destination of exports also changed 
alongside these changes in its composition. Exports to East Europe and former USSR 
declined and the EU became Syria’s main trading partner. Syria’s exports to Arab 
countries increased, albeit with continuous fluctuations due to the sensitivity of intra-
regional trade to turbulences in bilateral political relations. The share of Non-Arab Asian 
countries has also increased. For example, Syrian raw cotton penetrated Asian markets, 
particularly Pakistan and Bangladesh, to feed their expanding textile industry. 
 
Imports have a more stable structure. As revealed in table 2.6, the only major changes 
over the last two decades were witnessed in the share of manufactured goods, which 
increased to reach 64% in 2000, and in fuel imports, which dropped with the increase in 
availability of Syria’s own oil resources. Perhaps the most interesting finding, which will 
no doubt influence the policy recommendations presented here, is that a high proportion 
of manufactured goods imports are in fact commodities that can be easily substituted 
through a sound industrial development strategy that fosters forward linkages. For 
example, 63% of the value of crude fertilizers exports was used to import manufactured 
fertilizers, while imports of textile manufactures represented 180% of raw cotton exports.  
 
 
3. A Syrian ‘Dutch Disease’? 
 
The performance of foreign trade is often the mirror image of the performance of its 
industrial sector. Countries that performed well on trade generally have competitive and 
dynamic manufacturing sectors, while poor trade performance can be attributed to a weak 
and uncompetitive industrial sector. As our review in section 2.1 showed, the industrial 
sector in Syria has been performing poorly, particularly the manufacturing sector. 
Manufacturing value added grew at approximately 7% annually in constant prices from 
1980 to 1985, and then dropped to -5.2% during the period from 1985 to 1990. Such 
growth rate increased to 8.4% during the period from 1990 to 1994.6  The contribution of 
the manufacturing sector didn’t exceed 10% of GDP (at current market prices) during 
1994 and 1995, increasing to around 13% in 1996 before started dropping to 4% in 2000, 

                                                
6 UNIDO, Industrial Development Global Report, 1996. 
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reviving to only 10% of GDP in both 2001 and 2002. Textile and food processing, which 
accounted for an average of 47% of manufacturing gross output in 1995-2002(down from 
an average of 51% in 1988-1994), comprised around 28% of total gross industrial output 
in 2002, slightly up from 21% in 2000 and down from 35% in 1990. Meanwhile, Textile 
and food processing accounted for around 51% of the manufacturing value added. High-
technology manufacturing is simply nonexistent, while med-technology industry is 
minimal. According to World Bank reports the Syrian manufacturing value added is 
among lowest compared to other countries in the region as well as other developing and 
transitional economies and it has been dropping over the period from 1990 to 2002 with 
2.105 per annum in 2000 and 4.10% per annum in 2001. 

 
Lall and Albaladejo Applied 2000 data of the 1998 UNIDO CIP-index7 to Syria, and as 
result, Syria ranked, out of the 87 countries included in their report, as follows: 

 
Indicator Rank 
Competitive Industrial Performance (CIP) 75th 
Manufacturing Value-Added Per Capita (MVA per capita) 56th 
Manufacturing Exports Per Capita (ME per capita) 69th 
Technical Sophistication of Manufacturing Value Added (TSMVA) 87th 
Technical Sophistication of Manufacturing Exports (TSME) 80th 
Source: S. Lall and M. Albaladejo, 2003  

 
Accordingly, Syria only outperformed Yemen in the region in terms of CIP index and 
ranked lowest in terms of manufacturing sophistication as Syrian industrial sector is 
dominated by labor-intensive low-technology activities. Moreover, the share of medium 
and high tech products in MVA has been dropping from 10.5% in 1990 to 9.3% in 2000. 
As for the share of medium and high tech products in total exports, the downward trend 
was even steeper, as it dropped from 28% in 1990 to a record low of 1.1% in 2000 
making Syria’s industrial sector among the poorest in the region. (Lall and Albaladejo, 
2003)  
 
In fact, as the previous section indicated, the overall performance of the manufacturing 
sector during the 1990s has been weak and erratic.  Gross output of major industries was 
mostly stagnant with slight positive fluctuation. Meanwhile, gross industrial output 
increased driven by the oil boom. The high correlation between gross industrial output 
and output of extractive industries indicates an increasing dependency on revenues 
generated by the extraction and exportation of crude oil. An improvement in the output as 
well share of GDP of agriculture did not spill over the industrial sector as the linkages 
between the two sectors remained quite weak. The same linkage appears to be weak 
between extractive industries and chemical and oil-related industries. Thus, the value 
added created by the industrial sector as well as the share of value added in total gross 
output remained stagnant at low levels. 

                                                
7 UNIDO, Flagship Report, Industrial Development Report, 2002-2003. The report provided the CIP index 
for 1985 and 1998 on 87 countries worldwide. Syria was not included in the report for lack of data. The 
CIP index is made up of four indicators: manufacturing value added, manufacturing exports per capita and 
the share of medium and high-technology goods in manufacturing value added and manufacturing exports. 
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Moreover, most of the manufacturing sector, particularly public sector, still relies on 
obsolete technology, and the transfer of technology in the 1990s does not seem to have 
accelerated the pace of productivity.  Syria ranks among the lowest in terms of R&D 
expenditure compared to other countries in the region as well as developing countries 
outside the MENA region.  Meanwhile, imports of capital goods, as a percentage of total 
imports, has been dropping during the 1990s, from 35% of total imports in 1992 to 23% 
in 2000 and then increased to only 28% in 2002.  In addition, funds allocated to science 
and technology are highly tilted towards the higher education sector rather than to 
productive industrial enterprises. However, the link between R&D in higher education 
and technological innovations in the manufacturing sector is insubstantial (Bizri, 2002). 
 
The argument here is that this poor performance is at least partly linked to poor 
macroeconomic and sectorial policies that failed to convert inflows from the current and 
capital account of the balance of payments into productive investment. In addition, to oil 
exports, Syria received an increased stream of net capital inflow driven by geopolitical 
rents including economic aid from Arab Gulf states in response to its military 
contribution in the 1990 Gulf war. As a result, a net inflow of (geopolitical) transfers and 
external borrowing (composed of workers’ remittances, official transfers, foreign aid and 
net short-term and long-term loans) poured into Syria. The jump in oil revenues and other 
inflows leaked into a significant increase in imports. Thus, in 1994, the trade balanced hit 
a record deficit when such transfers and external borrowing reached approximately two 
thirds the value of imports.  
 
There should be no doubt that active government intervention to promote natural resource 
industries, which are competitive and generate export revenues, is sound policy. Yet it is 
clear that this strategy may not be sufficient to promote industrial development.  Needless 
to say that domestic credit allocation has a vital role of in industrial promotion not only as 
a traditional source of finance but also as an effective tool for rewarding and advancing 
sectors and firms that demonstrate achievements and performance.8  However, historical 
trends of credit allocation in Syria indicate a severe misallocation of credit throughout the 
last thirty years; as the government failed to direct financial resources, in form of 
domestic credit, towards industrial and agricultural activities (see table 3.1). Moreover, 
the credit allocated to industry, mining and utilities has been either dropping or 
maintaining an insignificant share of no more than 4 percent in the last 10 years.   
 
Signs of a Dutch Disease can also be observed in trend differences among GDP, gross 
domestic industrial output as whole, gross domestic manufactured output and gross 
output of extractive industries in the period from 1989 to 2002.  It is clear that industrial 
growth excluding extractive industries has languished since oil discoveries (see table 3.2 
for the contribution of non-oil industrial sector to NDP).  However, a more significant 
effect of Dutch disease was experienced by the trade sector.  Oil exports now account for 
over two thirds of total exports. Oil revenue now represents approximately 75% of total 
export earnings, while agricultural exports (mainly cotton, barley, wheat, live animals 
                                                
8  For the role of credit allocation in the German industrialization see Gerschenkron (1962).  For a modern 
view of the role of credit in peripheral industrialization see Amsden (2001). 
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and fruit) around 20%. This leaves manufacturing exports at a rate of 5% of total exports 
only.  Thus, traditional industries exports, such as food and beverages and textile and 
leather manufacture, declined as a share of total exports, and their share of gross output 
remains insignificant.  Moreover, the trend is likely to continue in so far as the rise in oil 
prices more than offsets the expected drop in quantity of oil exports.  
 
Finally, the share of goods for final consumption in total imports has increased 
considerably while the share of those for intermediate consumption and capital 
goods has dropped, a typical sign of reversal of import substitution and of 
deindustrialization. Given the domestic political dynamics, the already accepted 
international commitments and the necessities imposed by dwindling oil reserves, 
external liberalization will continue to be on the Syrian agenda for the near future.  
However, as argued later in this paper, further trade liberalization under conditions of 
deindustrialization may have severe long-term effects on employment and poverty 
reduction.  
 
To sum, Syria has a relatively long industrial heritage and is relatively abundant in 
natural resources such as oil, crude fertilizers and agricultural products in addition to a 
large relatively cheap and educated labor force.9  However, it failed to utilize such 
comparative advantage in the industrial sector. The weakness and deterioration of Syria’s 
industrial sector can be attributed to the several factors, but it seems guaranteed that the 
natural resource curse played a role. 
 
 
4. What Can We Expect From Further Trade Liberalization? 
 
Trade liberalization is not an end goal for policy makers. It is merely an instrument 
available to decision makers to promote exports, stimulate economic growth, and 
ultimately to increase social welfare and reduce poverty. Mainstream economic theory 
often emphasizes the link between comparative advantage and trade liberalization one the 
one hand and growth and poverty reduction on the other hand. However, whether or not 
open trade policies lead to better economic and social outcomes in developing countries 
has been at the heart of heated debate within the discipline of economics. The real debate, 
however, is not over whether integration is good or bad, but over policies and priorities. 
As Helleiner (2000) put it: ‘it isn’t at all obvious either (1) that further external 
liberalization (‘openness’) is now in every country’s interest and in all dimensions or (2) 
that in the over-arching sweep of global economic history what the world now most 
requires is a set of global rules that promote or ease the path to greater freedom for global 
market actors, and are universal in application’ (Helleiner, 2000, p. 4). Stylized facts in 
Taylor’s (1991) concur; ‘trade does not seem to be closely related to the way economies 
perform. Fast growing economies are more or less open, have diverse patterns of 
specialization, and their success is not obviously led by exports, industrial or otherwise.’  

                                                
9  It must be noted, however, that wages when compared to other regions of the world, e.g. Asia and Africa, 
are relatively high.  Hence, low wage competition, at the given exchange rate, seems unfeasible 
(Karshenas, 1998). 
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The case for trade liberalization is not stronger on the basis of cross-country data. The 
World Bank’s (1983) World Development Report, reports a negative relation between 
growth and a ‘distortion index’ across thirty-one developing countries. But as Taylor 
(1991) argues, tariff distortions for agricultural and industrial products, which were 
included in the index, are actually unrelated with growth. One influential study by Sachs 
and Warner (1995) found that economies that were open (by the authors’ definition) grew 
2.4 percentage points a year faster than economies that were not—an enormous 
difference. Without such studies, liberalization proponents could not have been so vocal 
in their promotion of trade-led development strategies. But as Rodriguez and Rodrik 
(2001) argue, such studies are flawed. The classification of countries as ‘open’ or 
‘closed’ in the Sachs-Warner study, for example, is not based on actual trade policies but 
largely on indicators related to exchange rate policy and location in Sub-Sahara Africa.  

 
The mainstream argument is not consistent with historical facts. What governments 
control directly are trade policies: levels of tariff and non-tariff barriers, membership in 
the WTO, compliance with its agreements and so on. The relevant question is, therefore, 
do open trade policies reliably produce higher economic growth, greater poverty 
reduction and more human development? Cross-national comparisons reveal no 
systematic relationship between countries’ average levels of tariffs and non-tariff barriers 
and their subsequent economic growth. Fig. 4.1, which plots non-agricultural tariffs and 
growth for over 130 countries during the 1990s, shows the observation still holds.  If 
anything, the figure indicates a positive (but statistically insignificant) relationship. ‘The 
only systematic relationship is that countries dismantle trade barriers as they get richer. 
That accounts for the fact that with few exceptions, today’s rich countries embarked on 
economic growth behind protective barriers but now have low barriers.’ (UNDP, 2003) 

 
Consider for example the case of Viet Nam and Haiti. Since the mid-1980s Viet Nam has 
taken a gradual approach to economic reform, following a two-track programme. It 
engages in state trading, maintains import monopolies, retains quantitative restrictions 
and high tariffs (30–50 per cent) on agricultural and industrial imports and is not a 
member of the World Trade Organization (WTO). Yet it has been phenomenally 
successful, achieving GDP growth of more than 8 per cent a year since the mid-1980s, 
sharply reducing poverty, expanding trade at double-digit rates and attracting 
considerable foreign investment. And despite high trade barriers, it has rapidly integrated 
with the global economy. Haiti, meanwhile, undertook comprehensive trade liberalization 
in 1994–95, has slashed import tariffs to a maximum of 15 per cent and has removed all 
quantitative restrictions (US Department of State, 1999). Yet its economy has gone 
nowhere, and its social indicators are deteriorating. And despite being a WTO member, it 
has made little progress in integrating with the global economy. These countries’ 
contrasting experiences highlight two points. First, leadership committed to development 
and supporting a coherent growth strategy counts for a lot more than trade 
liberalization—even when the strategy departs sharply from the ‘enlightened’ standard 
view on reform. Second, integration with the world economy is an outcome, not a 
prerequisite, of a successful growth strategy. Protected Viet Nam is integrating with the 
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global economy much faster than open Haiti, because Viet Nam is growing and Haiti is 
not.  
 
Again, the issue here is not whether trade is good or bad. It is the correct sequence of 
policies that is at the heart of the debate. As the UNDP study shows, nearly all the cases 
of development in recent decades—East Asia since the 1960s, China and India since the 
early 1980s—have involved partial, gradual opening to imports and foreign investment. 
China and India are particularly noteworthy. Both countries are have often been cited as 
examples of what openness can achieve. The reality is more complicated. China and 
India implemented their main trade reforms about a decade after the onset of higher 
growth. Moreover, their trade restrictions remain among the highest in the world (see 
figure 4.1). 
 
The purpose of the above digression is point out that there is plenty of historical and 
empirical evidence to support the contention that the relationship between growth and 
trade liberalization, is at best, uncertain. Moreover, the causality between trade 
liberalization and export promotion loses one of its main premise in the Syrian context as 
the value share of imported intermediate inputs is negligible for commodities that have 
high export potential (raw materials, agricultural products, processed food, garments, 
linens, etc.). Consequently, lowering tariffs will not significantly reduce the transactional 
costs of Syrian exports, but could very well have other destabilizing effects on public and 
private sector industrial output, employment and income distribution. In this section, 
nonetheless, we follow conventional wisdom by assuming that gains from trade and 
specialization will in fact arise as a result of trade liberalization. The aim is to 
demonstrate a reliance on comparative advantage does not spell out brighter prospects for 
growth and poverty reduction in Syria. Section 4.1 ranks Syrian exports on the basis of 
their Revealed Comparative Advantage (RCA).10 Section 4.2 assesses the prospects for 
commodity exports with high RCA in terms of their share of the World market. Section 
4.3 applies a composite indicator to assess their growth prospects.  
 
Three important remarks: First, although crude oil ranks high in the RCA analysis and 
represents the single largest exportable good for Syria, we limit our analysis here to non-
oil commodities and manufactured goods, such as textile yarn, cotton, and crude 
fertilizers, which offer greater promise for growth and backward and forward industrial 
linkages. Second, we do not examine the possible effect of further trade liberalization on 
fiscal revenues. An extensive literature shows that low-income countries suffer a fiscal 
squeeze in the aftermath of trade liberalization (Grunberg, 1998; Rao, 2001). In the case 
of Syria, as shown in figure 4.2, liberalization may have caused a significant drop in tariff 
revenues. To explain, during the early 1990s many of the quantitative restrictions on 
imported commodities were lifted and tariffs were lowered. This, in addition to the effect 
of enlarged export revenues, shot up imports and import-duties, which rose steadily (as a 
percentage of total imports) from 17 percent in 1992 to 45.9 percent in 1999. However, 

                                                
10 There are many reasons to be skeptical about the ‘comparative advantage’ principle in its ‘static form’. 
Not the least being that, since the late 1970s economists have developed models of trade that rely on 
increasing returns and imperfect competition, which suggest that governments can often improve on free-
market outcomes (e.g., by imposing import tariffs and/or offering export subsidies).  
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further reforms in 2000, as well as the stagnation of imports, caused import revenues to 
fall drastically in 2000, 2001 and 2002 to 7.8, 9.3 and 10.7 respectively. A back-of-the-
envelope estimate, on the basis of figure 4.1, points to forgone revenues in the order of 15 
to 20% of the annual value of imports over the period from 2000-2003. Nonetheless, 
there may still be room for further reductions in revenues (though perhaps not as 
dramatic) as a result of further liberalization. Our guess is based on the current tariff 
structure and on the fact that all rates are still subject to an additional unified tax (varies 
from 6 percent on duties of 1 percent and less to 35 percent on duties of 100 percent or 
more) and a flat 1.5 percent import license fee. Third, and perhaps more importantly, the 
analysis here does not incorporate the effect of the removal of input subsidies on Syria’s 
comparative advantage, which requires an extensive separate evaluation.11 
 
4.1 Comparative Advantage  
 
At first, it is interesting to note that the primary commodity bias in Syria’s exports 
manifests itself in the structure of commodity groups in which Syria has a revealed 
comparative advantage (RCA).12  The ranking for 2000 puts cotton on top of the list of 
commodities followed by crude fertilizers and live animals (see Table 4.1). Table 4.2, 
which shows the average RCA for the period from 1987 to 2001, adds two more 
commodities, non-milled wheat and non-milled barley, to the list. It also changes the 
ranking considerably. However, using ranking based on one year data cannot be a reliable 
indicator of performance as export of certain commodities may experience short term 
shocks that cause a drop for certain period after which it can pick up again and retain 
previous performance levels or even exceed it. Using average RCA for longer time-
periods gives a better indication of competitive strength. But this method may fall short 
of accounting for upward or downward trends. Therefore, our ranking relies on a RCA 
ranking index (RCA-RI) that captures both the average RCA and the change in RCA 
overtime.13  

                                                
11 See FAO (2004), for example, which estimates a major effect on comparative advantage of some 
agricultural exports. 
12 For each export good (j), we calculate the revealed comparative advantage RCAj as follows: 
 RCAj= (Xj

S/XA
S)/ ( Xj

W/XA
W),  

where:  
Xj

S Syria’s exports of good j to the world 
XA

S Syria’s exports of all goods to the world 
Xj

W World exports of good j 
XA

W World exports of all goods 
J=1,2,3…n where n is the number of selected export goods 

Generally, if the value of RCA exceeds 1, this indicates a relative comparative advantage, but some goods 
with RCA that is lower than 1 maybe included based on their tendency to increase.  
13 In order to assess the relative ranking of each selected good (j) the following indexes are calculated as 
follows: 
R1j= (RCAj average-RCAj min)/ (RCAj max-RCAj min) 
Where:  
RCAj min and RCAj max are the minimum and maximum values of RCAj. RCAj is calculated for selected 
countries to compare Syria’s ranking in relative advantage for each good (j).  
To calculate the relative ranking of export good (j) among other export goods we divided the 10-year 
period under study (1992-2002) into two 5-year periods and took the average (RCAj) for each 5-year 
period: 
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Commodity ranking based on RCA-RI, presented in table 4.3, is significantly different 
from those in tables 4.1 and 4.2.  While cotton and crude fertilizers remain on top of the 
rank, textile yarn and cotton fabrics plunge to the bottom of the list.  This ranking 
suggests an anti-manufacturing bias.  Left to the whims of free trade – and presuming that 
a more open economy would not generate further decrease in output and higher 
unemployment – Syria would be an exporter of primary commodities with very low 
value-added. 
 
Comparing Syria’s RCA in cotton and textiles with other developing countries 
corroborates that view. For example, figure 4.3 shows Syria ranked 9 th on raw cotton, 
ahead of Egypt and Pakistan, which ranked 12th and 16th respectively. However, Pakistan 
and Egypt rank 1st and 2nd, respectively, on textile yarn, while Syria ranks 24th (see figure 
4.4) In addition, figures 4.5-4.6 show Syria ranked poorly on cotton-based manufactured 
goods (woven cotton fabrics, men’s outwear, etc). Similar patterns persist for other 
primary commodities, mainly crude fertilizers and leather. Such poor ranking reflects the 
serious weakness of the Syrian industrial sector and a trade bias towards primary 
commodity.  
 
4.2 Market Share 
 
Figures 4.7-4.10 show the changes in market share for cotton, textile yarn, crude 
fertilizers, and cotton fabrics.14 The results show yarn and crude fertilizers, which 
recorded high RCA, had gained ground in the international markets. Raw cotton also 
increased its share significantly throughout the 1990s, despite a low RCA. On the other 
hand, the market share of cotton fabrics (woven) has dropped substantially. Live animals 
(SITC001) exports also increased their market share in the first few years of the 1990s 
over 1980s levels, but then dropped significantly.  Both leather (SITC 611) and fixed 
vegetable oils (SITC 423) exports, picked up from virtually no market share in mid-
1990s.  Fixed oils started loosing its market starting from 1998, which dropped 
significantly from 1998 to 2000. Leather products, however, retained their high market 
share position.  Similar patterns exist for other primary products so that, in general, most 

                                                                                                                                            
RCA-I1= (RCAjAVR1- RCAjAVR2)/(RCAj max-RCAj min) 
RCA-I2=( RCAjAVR-RCAmin)/(RCAmax-RCAmin) 
Where:  
RCAmax and RCAmin are the maximum and minimum values taken by RCA among all Syrian major 
exports.  
Thus: 
RCA-RI= (RCA-I1+RCA-I2)/2 
14  We calculated the relative ranking market share as follows: 
First the market share (MSj) of each export good (j) is calculated using TRADECAN as follows: 
MSj= Xj

S-b/ Mj
b 

Where:   
Xj

S-b = Syrian exports of good j to market b (world market) 
Mj

b  = Total imports of good j in market b 
To calculate the relative ranking of export good (j) among other export goods based on their market share 
we divided the 15-years period under study (1987-2002) into two periods and took the average market 
share (MSjAVR) for each period. 
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Syrian exports of primary products have performed well on average with regard to 
market share demonstrating an upward, if small, trend during the 1990s, while 
manufacturing exports performed poorly during the same period. 
 
Table 4.4 shows captured market shares (CMS) for commodities that show relative 
comparative advantage, hence, some promise of becoming the main Syrian sources of 
export revenues.  It is clear that there is a correlation between the RCA ranking and the 
CMS.  Note also, that cotton tops the least once again.  Other interesting results, which 
call into question the hypothesis of an increase in export dynamism, can be inferred from 
this table:  

1. Syria is competitive in agricultural commodities that are also produced by its 
main trading partners, which, in some cases – as with agricultural products in the 
EU – are highly subsidized.   

2. Some of these commodities require intensive water resources, which are relatively 
scarce in Syria, leading to additional bottlenecks (Varela-Ortega and Sagardoy, 
2003).   

3. Syria’s exports are jeopardized by the fact that its two main trading partners –the 
European Union and the Arab countries – are implementing bilateral trade 
agreements.  

4. Syria’s RCA ranking for such products in comparison with countries in Middle 
East and North Africa (MENA) is relatively poor and is indicative of the fierce 
competition that its products are facing. For instance, both Morocco and Jordan 
outranked Syria in crude fertilizers; Tunisia, Egypt, Morocco, Lebanon and Sudan 
in leather; and Lebanon, Turkey, Tunisia and Sudan in fixed vegetable oil. Syria 
was also outranked by Egypt, Jordan, Turkey, Morocco and Sudan in textiles; by 
Egypt, Turkey, Cyprus, Morocco, Lebanon and Tunisia in non-knitted Men’s 
outwear, and by UAE, Tunisia, Turkey and Egypt in woven cotton fabrics. Only 
in spices did Syria rank higher than all MENA countries (but it still ranked lower 
than India, Madagascar, Nepal and Sri Lanka).  

 
4.3 Competitiveness 
 
Table 4.5 evaluates the performance of major export commodities based on changes of 
world demand and market share from 1990 to1995, the RCA and Composite Indicator of 
Competitiveness (CIC)15 rankings to assess the potential for growth. The results are 
                                                
15 The composite Indicator of Competitiveness (CIC) is an indicator that combines several indicators (RCA, 
market share and degree of specialization), while it captures the absolute value significance for each 
commodity, relative significance compared to other commodities and trend as well as changes in relative 
position over 15-year period.  
We calculate the degree of specialization for each export good (j) using TRADECAN as follows: 
SPj= MSj

S/MSs 
Where: 
MSj

S The market share of Syria for good j 
MSs The overall market share of Syria in all goods 
A market share of good j that is higher than the market share for all goods indicates specialization in good j  
To calculate the ranking of export good (j) among other export goods based on specialization we divide the 
15-years period under study (1987-2002) into two periods and took the average (SPjAVR) for each period. 
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equally gloomy.  Only twelve products (champion group) took advantage of the 
increasing world demand and captured a market share in year 1995 higher than that of 
1990.  Many of those products are not the traditional primary commodities, which in part 
indicate some positive changes in the composition of Syrian exports.  Nonetheless, the 
fact that most of the goods included in the champions group rank poorly on both RCA 
and CIC indicators (table 4.6) is indicative of a failure to identify non-traditional exports 
with growth potentials and increase the degree of comparative advantage and 
specialization of such products. 
 
The high achievers group includes goods that captured a market share in 1995 higher than 
that of 1990 despite the decline in world demand.  Those commodities composed mostly 
of primary products such as cotton, leather and crude fertilizers that were also highly 
ranked by CIC. Finally, table 4.6 reports the ‘underachievers’, representing goods that 
failed to take advantage of a rising world demand and ‘losers’, representing goods that 
experienced a decline in market share in line with falling world demand. One striking 
observations is that the losers group includes some products that rank relatively high on 
both CIC and RCA indicators, indicating that Syria has been specializing in the wrong 
products, those with little growth potential.  Not surprisingly, and partially due to the 
decline of world demand, some of Syria’s main non-oil exports have been losing their 
market share. 
 
Table 4.7 undertakes the same analysis in table 4.5 for the period from 1995-2000. 
Comparing both table that fewer sectors were able to expand their international market 
share from 1995-2000.  Out of twelve products in the champions group in table 4.5, only 
spices have retained their position, while both undergarments (knitted or crocheted) and 
made-up articles, wholly or chiefly of textile joined the underachievers group, indicating 
a loss in market share despite the continuing rise in world demand.  Meanwhile, the 
losers group grew to include thirteen products up from six in 1995.  Coupled with decline 
in world demand for primary products, the increasing reliance on oil exports has caused 
the share of non-oil exports in total exports to shrink and their relative market share to 
deteriorate. Syrian exporters appear to be out of sync with changes in market demand, 
since they continue to push the same traditional, mostly primary, products and increase 
their relative comparative advantage positions on those goods, as shown by the patterns 
of RCA over the period from 1990 to 2000.16 
 
The results here shows that most Syrian manufactured goods lost their market share over 
the past two decades. Evidently, linkages between the trade and the industrial sectors are 
weak and feedbacks are simply absent.  A weak and unresponsive industrial sector is 
incapable of catering to the highly dynamic and competitive international markets. Such 
weakness is also manifested in low exports of chemicals, refined-petroleum and other 
petroleum-related products (excluding crude oil) despite the fact that chemicals, 
petroleum-repetition and petroleum-related industrial sector was the best performer in the 

                                                
16  It is worth noticing that Ocampo and Parra (2003) show that over the whole twentieth century prices of 
primary commodities did fall – basically in two periods, the 1920s and 1980s – with respect to 
manufacturing goods, consistently with the Prebisch-Singer thesis.  The conclusion, we may recall, is that 
countries that specialize in the production of primary commodities will grow at lower rates. 
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manufacturing sector, ranking second to mining and quarrying. In addition, the export 
shares in gross output of the leading manufacturing sub-sectors (food, beverages and 
tobacco and textile, clothing and leather, and petrochemical products sectors) are quite 
insignificant. Export shares also have not improved much, except for the export share of 
petrochemical products, which increased significantly in 2000 and 2001, yet still remains 
small. Such trends are indicative of an anti-export bias, reinforcing our initial intuition 
that relying exclusively on ‘comparative advantage’ as a guide for trade policy might be a 
misguided strategy.  In the following section we show how that may be particularly true 
if non-oil exports have to cover for declining oil revenues. 
 
 
5. Growth and the Balance of Payments: A Quantitative Assessment 
 
Syria ranks among the highest countries in the world in terms of the growth of exports 
over the last four decades. This can be explained by its initially low base of trade to GDP, 
which until the early 1970s did not exceed 5 percent of GDP and the subsequent 
exponential growth due to the oil income. Thus from 2000-2003 oil revenue averaged 
approximately 75 percent of total export earnings, rendering economic growth as highly 
dependent on international oil quantities and prices, while agricultural exports (mainly 
cotton, barley, wheat, live animals and fruit) around 20 percent. This leaves 
manufacturing exports at a rate of 5% of total exports only. These trends are also 
confirmed in table 5.1, which compares growth (1980-2002) and current account 
components of the balance of payments (1992-2000) for Syria and other developing 
countries. Several interesting observations emerge from table 5.1: 

1. Syria is positioned in the high-income, high-growth quadrant due to its impressive 
growth performance (4.2%) over the past two decades as compared to other 
developing countries. Syria’s growth has been driven by a high share of net oil 
exports to GDP (14.3%), which was the second highest in the group after Iran. 
This is also reflected in the fact that both countries were the only countries in the 
group which had a positive current account and net commodity trade surplus. 

2. Syria ranks lowest in the group in terms of industrial to primary exports (0.4 
compared with 5 for Malaysia and 20 for Korea). It also ranked lowest in terms of 
the GDP share of manufactured goods exports, which averaged only 1.6% from 
1992-2002, just below Egypt and Iran (1.8%).   

3. Syria also averaged the lowest in the group in terms of capital goods imports to 
GDP (3.8%, compared to 4.7%, 5.8%, 18% and 12% for Egypt, Iran, Thailand, 
and the group average, respectively). A finding that has important implications for 
the prospects of trade and industrialization. 

 
These trends are also confirmed by our analysis in section 5.1, which examines the 
sources of growth by decomposing long-term growth into an internal (fiscal) and external 
(foreign) stance and in section 5.2, which examines growth in terms of the evolution of 
the growth rate of exports with respect to the income elasticity of demand for imports. 
The results indicate, to maintain growth, non-oil exports should increase dramatically to 
offset the expected loss in foreign exchange resources as a result of the oil depletion. 
Section 5.3, estimates the necessary growth rate in non-traditional exports over the 2004-
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2009 period needed to relieve the balance of payments constraint. Using comparative 
advantage indicators of the previous section as a guide, estimates of the trajectory of non-
oil exports suggest that capital goods imports must also fall drastically to meet the 
binding BOP constraint. 
  
5.1 Sources of Growth: 1963-2002 
 
Following Taylor (2001), aggregate supply (X), decomposed into the sum of total 
consumption (C), total investment (I), and exports (Ex): 
 
   X = C + I + Ex 
 
In the absence of reliable data on government and private investment, the leakage 
parameters relative to aggregate output are defined for national rather than private 
savings.  The national savings rate is defined as s=(Y-C)/X and the import propensity is 
given by m=M/X.  The fiscal and foreign stances are then given by: 
 

   m
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The own multipliers depict the effects of the different components of aggregate demand 
on output.17 Figure 5.1 shows the domestic and foreign stances, which measure the effect 
of domestic investment and export performance on output growth, respectively.  
 
It seems clear that growth has been for the most part dependent on domestic investment, 
which, in turn, is heavily dependent on public investment. This is not surprising, since 
Syria is a typical case of State-led development. However, in the late 1990s we find a 
reversal, and the foreign stance becomes the driving force in economic growth.  The 
reversal in the sources of growth is associated not only to economic changes, but 
geopolitical reasons as well.  After the Gulf War, a net inflow transfers and external 
borrowing, which were composed of workers’ remittances, official transfers, net financial 
account balance foreign aid and net short-term and long-term loans, started pouring into 
Syria.  Such surge of inflows of foreign exchange was mainly channeled into a significant 
increase in imports. So while exports were slowly increasing due to the increase in oil 
exports, imports, mainly financed by transfers and external borrowing, increased at a 
much higher rate.   
 
5.2 Balance of Payments Constrained Growth?  
 
A question confronting Syrian decision makers is the impact of trade liberalization on 
long-term growth. From one Keynesian perspective the answer depends on the responses 
of two trade variables (in an open capital account economy it would also include capital 
inflows), namely export growth and the income elasticity of demand for imports so that 
the growth rate consistent with the balance of payments equilibrium increases with a 
                                                
17 An early development of the own multiplier methodology can be found in Godley and Cripps (1983). 
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higher rate of growth of exports and a lower income elasticity of demand for imports. The 
model’s main corollary is that if export goods (a demand injection) are made more 
attractive and the income elasticity of demand for imports is reduced, demand can be 
expanded without producing balance of payments difficulties. In the economic literature 
this model is defined as Thirlwall’s Law. 
 

y* = x/p        (1) 
 
Equation (1), which is basically a dynamic version of the static Harrodian foreign trade 
multiplier, has evoked considerable interest in the literature on growth and the balance of 
payments.18 It states that the growth rate consistent with the balance of payments 
equilibrium (y*) increases with a higher rate of growth of exports (x) and a lower income 
elasticity of demand for imports (p). In other words, if export goods (a demand injection) 
are made more attractive and the income elasticity of demand for imports is reduced, 
demand can be expanded without producing balance of payments difficulties.  
 
The positive effects of exports on growth in this model are not related to improvements in 
resource allocation. Rather, expansionary demand policies have cumulative effects, 
which is essential for the explanation of income disparities between countries. An 
increase in exports leads to higher output growth, which in turn leads to higher 
productivity.  This in turn leads to an increase in price competitiveness and growth. These 
cumulative gains from exports shall be analyzed further in the following section.  
 
An application of Thirlwall’s model to Syria shows that the actual growth rates do tend to 
hover around their corresponding (predicted) equilibrium rates. The results (summarized 
in table 5.2) also show that regardless of the method used to calculate the income 
elasticity for imports, the model tends to give a fairly close approximation of the average 
long-term growth for Syria, deviating by only one percent or so. This is also clear in 
Figure 5.2, which plots the estimated and actual rates of growth from 1960-99 based on 
the income elasticity of demand for imports of 2.7. These results are not unexpected since 
they derive from the strong correlation between export, imports and GDP over the last 
four decades. 
 
5.3 The Balance of Payments: Scenarios for 2004-2009 
 
Syria’s dependency on oil exports is unsustainable. In 2002 Syria’s known oil reserves 
were estimated at 2 billion barrels. At the current production rate this implies oil reserves 
may very well run out in less than 10 years. A number of other factors also make the 
challenge of economic diversification all the more imperative: 

1. Oil prices have a tendency to fluctuate and there is no guarantee that the recent 
upswing will continue. 

2. Workers remittances, which fell sharply as a result of economic and political 
instability factors, are not expected to rise.  

3. Syria’s tourism sector, although of significant potential, is also constrained by 
political and regional instability factors. 

                                                
18 For a derivation see Thirlwall and McCombie (1994) 
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4. FDI, official development assistance and foreign aid are not expected to rise. 
5. Increasing external debt is not politically viable and may add to economic 

dependency in the long run. 
 
In this section we try to assess the changes in structure of trade and particularly of non-oil 
exports needed to reduce this dependency on oil and support the requirements of 
sustainable economic growth. The analysis does not resort to econometric analysis for its 
projections, rather it forces assumptions on the behavior of oil and non-oil exports to 
evaluate their potential impact on the sustainability of the BOP. It is important therefore 
to note that this is simply a hypothetical exercise and numbers reported here merely 
reflect the expected orders of magnitude.  
 
We follow old-school development theorists in emphasizing the significance of demand 
side-variables, particularly capital accumulation, through sustained increases in 
investment. A good portion of this investment, however, must be allocated to capital 
goods imports. Table 5.3, which reports our estimates in detail, shows the relevance of 
the growth-investment nexus. Growth was faster during the 1992-96 period, which 
witnessed high rates of importation of capital goods such as machinery and equipment. 
Conversely, the following period of recession was characterized by a negative rate of 
growth for capital goods imports. On the other hand, (relatively) capital-account-closed 
developing economies, such as Syria, can only afford such imports by covering their 
foreign exchange gap through current account operations. Therefore an intriguing 
question is whether the envisaged post liberalization expansion in non-traditional exports 
can finance capital goods imports.  
 
Our analysis, first and foremost, assumes the best possible trade outcome. Thus, oil prices 
are assumed to remain at their 2003 levels, while production is assumed to drop by 10% 
annually so that oil exports reach 40% of total commodity exports by 2009, declining 
from 75% in 2003. Second, non-oil exports are assumed to grow at a rate of 
approximately 15%, which is roughly triple that achieved during 1997-2003, based 
entirely on shifts in quantity rather than prices, which are assumed to remain relatively 
constant. On the other hand, this growth rate is not uniform as some products with high 
RCA are assumed to grow at a faster rate, but at a ceiling of 20% per year. Accordingly 
non-oil exports should increase their share in total exports by 34% to reach almost 60% 
of total exports by 2009. Third, capital and financial accounts are assumed not to change. 
Finally, for imports, we compute two scenarios. One scenario, depicted in figures 5.3a-
5.4a, plots the estimated projections for major current and capital account variables under 
the assumption that all imports are constrained by the rate of growth of foreign inflows 
(capital and current). An alternative scenario (2) shown in figures 5.3b-5.4b makes an 
exception for capital goods, which are assumed to grow at 10% per year. Figures 5.5 a-b 
show our assumptions for scenarios 1 and 2, respectively. 
 
Estimates in table 5.3 and in figures 5.3-5.5 are not unexpected: a quantum leap in output 
of Syrian non-oil exports based on current comparative advantage can only partially 
mitigate the contractionary effect of a declining oil reserve. For Syria’s current account 
balance to remain unaffected by the drop in oil quantities, its non-tradition exports need 
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to triple its current levels. However, this would still be insufficient to finance growth in 
its capital goods imports, even at less than half its average growth rate over the period 
from 1992 to 1997.  
 
 
6. Lessons from Asia: Are they Applicable? 

 
The results in section 5 indicate that relying only on export-led growth is likely to lead to 
balance of payments difficulties in the medium run.  This runs contrary to conventional 
wisdom wherein export-led growth is equated to more integration into the world 
economy and a laissez faire approach to trade policy, which would lead to a better 
allocation of resources and higher rates of growth. This argument would reach its high 
point with the publication of a World Bank study (1993), which attributed the success of 
the East Asian model to their countries’ economic openness the implementation of 
market-friendly policies.  
 
Although the degree of economic openness, as usually measured by the level of trade 
share of GDP is purported to help industrialization by increasing competition and 
efficiency, Taylor and Ocampo (1987), Taylor (1991) and Helleiner (1993) dispute this. 
They conclude that an a priori case for either open or closed trade regime can never be 
proved and that, since production pattern’s differ greatly among countries, it does not 
make much sense to use one country’s model as a blue-print for another with vastly 
different characteristics. Their studies show four stylized facts seem to apply fairly 
widely: (1) Manufacturing/primary product goes up with income. (2) Most exporters 
started with ISI. (3) Large countries are more inward oriented; in the sense that they 
shape their industrial structure in line with domestic demand. (4) Countries that are poor 
in natural resources tend to have high shares of industry in their exports and vice versa. 
These boundary conditions suggest that the trade and production patterns of a small 
country will never resemble that of a large one and thus it does not make sense to form 
policy in one economy taking another one with vastly different characteristics as a model. 
 
In this section, we argue the East Asian model as one of effective import substituting 
industrialization that matured into export-led growth. From this angle, Asian 
governments deliberately altered the incentive structure by going against the market to 
boost infant and other industries, which would have otherwise failed. One proponent, 
Amsden (01), points out that in order to establish an efficient mechanism to guide 
investment, rather than being led by the market, government intervention has itself “led 
the market” by “getting the prices wrong”.19 As for outward orientation, Jomo (2003) 
argues that despite the strong export-orientation, the East Asian economies were not fully 
                                                
19 Empirical work by Kwon (1994) on TFP in Korea which showed a higher rate in targeted as opposed to 
non-targeted sectors also contradicted the World Bank’s findings. Perkins (1994) also attacks the World 
Bank vision of fitting the HPAEs to a single model by drawing three distinct development experiences in 
the region suggesting that the development experience of Hong Kong and Singapore are somewhat 
different that those of Korea, Taiwan and Japan and that those in turn are very different than resource rich 
countries such as Malaysia and Indonesia.  Lall (1994) also criticizes the Bank’s methodology on the 
industrial policy section showing that it was selective in its use of data.  
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integrated with the world economy.  He also suggests that selective industrial policy was 
more efficient in Northeast Asia (South Korea, and Taiwan) than in Southeast Asia 
(Malaysia, Thailand and Indonesia) in part as a result of more equitable income 
distribution in the former case accompanied by considerable social development. In other 
words, appropriate changes in social organization and continuous upgrading of human 
skills through education and learning by doing, are essential complements of active trade 
and industrial policies. Moreover, import substitution was an integral part of the 
successful East Asian strategy in the 50s and 60s.  The equalization of export orientation 
with free trade is misleading. As Amsden (2001) has shown, in several peripheral 
countries, the State intervened heavily in the economy.  Also, Asian countries maintained 
a relatively closed capital account, which allowed using the exchange rate and the rate of 
interest for domestic purposes, avoiding financial crises.20 The following policy contours 
and historically given factors underlying successful industrial export-led growth in the 
past, including those identified by Taylor and Shapiro (1990), provide a useful base for 
evaluating the prospects of export-led growth in Syria. 
 
6.1 ‘Boundary Conditions’ 

  
The first, and most important condition for the success of an Asian-style export-led 
growth is the ability of the state to enforce a strong industrial policy. In startling 
contradiction to the tenets of neo-liberal philosophy, sectors with high productivity 
potential should be identified by the state and designated as priority sectors with 
preferential financial and administrative support. To illustrate the significance of 
industrial guidance, Amsden draws interesting comparisons among future East Asian 
miracle economies in the 1950s. At a financially sustainable nominal exchange rate, 
Hong Kong’s wages were low enough to give the city-state an absolute advantage in 
garment production. South Korea and Taiwan however historically had specialized in 
textiles. With the technologies they had at hand, they could not compete, i.e. their yen-
equivalent wage levels were not low enough to let them undersell Japan. This left Korea 
and Taiwan with one of two choices; either to cut real wages (the mainstream remedy of 
getting the prices right) or enhance productivity (or getting the price wrong), which she 
argues was their strategy of choice.  

 
It has long been realized that the existence of these positive externalities invalidates the 
traditional neoclassical remedy. Young (28) and Kaldor (84) emphasized how increasing 
returns can lead to cumulative growth processes and different patterns of specialization. 
Along Kaldor-Verdoon lines, Amsden (1989) shows output growth via import-
substitution then export industrialization has a positive feedback on productivity. To this 
end, Asian governments forced private firms to invest in industries against their will 
away from less risky and more profitable consumer goods. In one extreme example, the 
Korean shipbuilding industry grew despite objection of Hyundai group to become second 
largest in the world by direct presidential decree. Korean state builders did not hesitate to 
setup public enterprises in areas where private sector refused to enter, making the share 
of public sector at some point equivalent to that of India.  
                                                
20  As noted by Stiglitz (2002) it is exactly those Asian countries that opened their capital account that 
suffered in 1997.  China and India, which maintained inconvertible currencies, were not affected. 
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In addition, as Taylor and Shapiro (90) point out, the actions of Korean state have been 
complemented by a peculiar government–Chaebol relation that led combined sales of the 
former to grow from 15 to 65% of GDP from 1974 to 1984 respectively. With firms this 
size, large part of the transactions in the Korean economy are intra-firm subject to 
managerial decisions rather than the unfettered market. This gave the Korean government 
high leverage to control these firms. First, government established performance standards 
such as export targets in return for the subsidies. Second, it owned most commercial 
banks and as a result could directly influence the allocation of credit. Third, it established 
yearly-negotiated price controls to limit the monopoly power of firms and in addition to 
the restrictions on prices of foreign exchange and credit, until 1973, the Planning Board 
in Korea reserved the right to impose a price ceiling when necessary. Chang (99) notes 
that, with the exception of some small markets, no price change is conceivable without 
formal or informal state permission. Fourth, it limited the number of firms that could 
enter into specific markets to prevent excess competition and eliminated inefficient 
production operations when needed through successive waves of rationalizations, 
mergers and liquidations. Finally, export promotion and import substitutions were 
practiced simultaneously: Young (84) showed protection increased during the 1970s and 
averaged 49% in 1982. The effective export drawback and rebate systems ensured this 
did not produce anti-export bias. 

  
Another success factor is the degree of autonomy a state has with respect to powerful 
societal interest groups. Asian governments, in this respect, were able to realize what 
Peter Evans (1995) calls “embedded autonomy”. The fact that Korea and Taiwan did not 
fall prey to powerful interest groups perhaps explains in part why they were able to 
outperform other countries. Higher “embedded autonomy” in both countries was due to 
relatively low level of income inequality. As a result, governments were in stronger 
bargaining position vis-à-vis capitalist to impose performance standards. For example, 
Chang (99) notes that consumption repression was also apparent in Korea where state 
owned banks were instructed not make consumer loans and imports of luxury consumer 
goods were banned until the mid 1980s.  
 
Industrialization is a historical process of evolution. It follows that initial conditions play 
a significant role. For instance, South Korea in the 1950s had a low per-capita GDP and 
little capital stock. However, its industrial heritage from Japanese colonization boosted its 
manufacturing prospects. Given its history with state-led development, Syria is well 
positioned to guide public and private firms in the area of industrial policy and ensure 
that powerful interest groups do not fetter economic development. 
 
Another policy lesson, however, is that getting the prices ‘too wrong’ will not work. Had 
the export-eager Asian governments succumbed to the perils of an open capital account 
combined with an overvalued exchange rate during the early phase they would have 
picked up another variant of ‘Dutch-Disease’ as experienced by North Africa and Latin 
America in the seventies. Export-led growth therefore necessarily requires, not simply 
macroeconomic stability, but also a particular configuration of macroeconomic policies 
that induces growth and productivity gains in the productive sectors, penalizes non-
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capital goods imports and promotes non-traditional exports. In this respect Syrian 
decision makers have much policy room to maneuver. One such policy space is in the 
area of monetary policy. 
 
Syria’s sharp drop in growth starting 1998 is a good example. GDP Growth averaged 
over 7 percent between 1994 and 1998, achieving a high of 9.8 percent in 1996. From 
1999-2003, however, growth plummeted to less than 1 percent, reaching a record low of 
–3.6 percent in 1999. The decline in growth may be attributed, in part, to the effect of an 
inflexible and overly restrictive monetary policy. To explain, nominal interest rates on the 
Syrian pound have remained unchanged from 1981 until their adjustment in mid-2003 
and beginning 2004.21 As Megarbana (04) argues, after the slowdown in domestic 
inflation, which dropped from an average of 8.2 percent over the period from 1992 to 
1998, to –3.7 percent in 1999, and the decline in world interest rates (in the years 2001-
2002), the lack of nominal flexibility on the interest rates had led to a situation where the 
premium paid against the dollar22 and the real interest rates23 on the Syrian pound reached 
historical highs.  
In addition, it appears that the evolution of the real interest rates had run counter-cyclical, 
as the increase in real interest rates had occurred at a time where inflation was 
decelerating and growth was slowing down. Real interest rates seem to have been too 
high in regard to the low growth and subdued inflation prevailing in the economy. Thus, 
overall, the monetary stance adopted in the years 2000-2003 appears to have been too 
restrictive as reflected by the very low inflation (which remained close to zero) and the 
rapid accumulation of foreign reserves in the context of fixed exchange rates (net foreign 
assets of the banking sector increased by about $6.0 billion between end-1999 and end-
2000). This monetary policy stance has been all the more inappropriate since the public 
sector is no more capable of generating the needed employment opportunities for the 
rapidly growing labor force. Hence, employment creation depends mainly on private 
sector investment. Accordingly, it can be argued that the inadequate monetary policy in 
the years 2000-2003 has penalized growth and increased unemployment, which rose to 
16.2 % in 2003, with possible adverse effects on poverty levels.  

 
Real wages are often central to the distribution process and their growth may be 
necessary for industrialization and progressive income distribution toward the workers is 
likely to stimulate aggregate demand (Taylor, 1988). Real wage rises at a rate lower than 
productivity can help trade, but it is clear that aiming for low wages by itself will not be a 
viable strategy. Progressive income redistribution is also important in ameliorating social 
conflict and providing political cohesion. Asian economies, on the whole, stuck to these 
conditions. The success of an export-led growth strategy in Syria is contingent upon its 
ability to raise productivity, primarily through the implementation of a comprehensive 

                                                
21 For instance, deposit rates have been fixed at 8 percent since 1981 and were reduced by 1 percentage 
point in May 2003 and 2 percentage points in January 2004. 
22 The risk premium is defined as the difference between the interest rate paid on Syrian pound deposits and 
the interest rate paid on dollar deposits abroad. 

23 The real interest rate is defined as the nominal interest rate on the Syrian pound minus the rate of 
domestic inflation. 
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restructuring program for public sector enterprises, and, through pro-poor fiscal policies, 
raise real wages to stimulate aggregate demand.  
 
Five other success factors have proved to be important determinants of industrialization 
and export-led growth:  

1. One is the size of population; all successful transitions utilized economies of 
scale and productivity growth. History suggests that populous countries are more 
likely to adopt export strategies in manufacturing. Consequently, a large country 
would typically have a higher manufacturing share and smaller trade share than a 
small one and would pursue ISI further. With a relatively small population 
(approximately 16 million), Syria is not well poised to capture such economies of 
scale.  

2. Both mainstream and revisionist authors agree on this necessity of an abundant 
skilled labor-force for industrial development. One of the main factors for rapid 
and sustainable industrial growth in the ASEAN countries was their high level of 
education and government expenditure on skill enhancing on-the-job training 
programs.  

3. Global economic expansion is another success factor. Export-oriented 
economies benefited from a series of positive developments in the world economy 
during their take off in the fifties and sixties. Following Wade, (1992):  Transport 
costs were significantly lower than before and industrial countries were 
significantly reducing their trade barriers; unskilled labor became relatively scarce 
and expensive with respect to skilled labor in core countries, and; the expansion 
of the world economy was supported by Keynesian policies and by a new wave of 
technological innovations.  

4. Access to technology: all successful countries acquired or ‘learned’ and did not 
develop ‘innovate’ new technology. Nevertheless, there were two different sub-
strategies. One followed by China, India, Korea and Taiwan tried to invest 
heavily in their own proprietary national skills, which helped them to sustain mid-
technology industries and invade high-technology sectors based on ‘national 
leaders’” (Amsden, 01). By contrast, Argentina and Mexico and to a lesser extent 
Brazil and Turkey concentrated on “buying” technology through the promotion of 
FDI and did not invest much in R&D.  

5. Finally, there is the political factor: The eagerness of the Western allies to 
promote a viable alternative to confront the spread of communism in Asia gave an 
enormous push to the ‘tigers’. In Syria’s case, the US administration is blocking 
its effort to seek membership in the WTO and imposes economic sanctions.  

 
To sum, one can identify several common features of the Asian model. First, 
relationships between business and government were mutually beneficial and financial 
markets were structured in such a way as to allow a long planning view. Second, product 
markets and investment decisions at the firm-level were regulated to eliminate "excess 
competition" and promote manufacturing exports. Third, social tensions never spilled 
over into high inflation rates and, guided by a sensible macro-policy configuration, 
growth was relatively stable. Fourth, although differences between the Northern and 
Southern tiers were significant, all the countries retained trade barriers in support of their 
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various versions of industrial policy and made use of technological advancements. The 
end result is that productivity gains, which triggered off positive externalities with 
growth, were widely observed.  
 
6.2 Challenges to Export-Led Growth in Syria 
 
In section 6.1 we reviewed factors underlying successful industrialization in export-led 
economies, arguing the claim that they would have grown just as well, if not better, under 
laissez faire regime does not hold. The debate is important as it guides the overall 
orientation of our policy recommendations. The industrial policy of Asian economies 
mimicked the Kaldorian vision of virtuous growth by guiding the economy (private and 
public) via state intervention to focus on industries with potential increasing returns. 
Although trade policies that spurred exports were part of the package of incentives, 
investment was the primary goal. Amsden suggests, such interventionist features can be 
explained as a natural response to the conditions of late industrialization when developing 
countries’ firms have to compete with the technologically more advanced ones in 
developed countries. Here we focus on the constraints to an export-led growth strategy, 
per se.  
 
First among the constraints is the danger to the development space imposed by trade 
agreements. The governments of Korea and Taiwan resorted to unorthodox strategies to 
promote investment. As noted by UNDP (03), they also protected domestic markets to 
raise profits, provided generous export subsidies, encouraged firms to reverse engineer 
foreign-patented products and imposed requirements on foreign investors such as export-
import balance requirements and domestic content requirements. A Korean policy mix 
based on protecting the local market and giving export incentives is no longer a feasible 
option. All these strategies are now severely restricted under the WTO and other trade 
agreements.  
 
Advocates of regulation have argued that state interventions can induce entrepreneurship 
by defining the criteria on which contingency is based; East Asia’s experience suggests 
that export performance can serve, along with other indicators such as output growth, 
technological upgrading, etc. Moreover, the state has to have leverage over firms, e.g. via 
control of allocated credits, so that non-performing recipients of publicly created rents 
can be chastised (Hikino and Amsden, 1994; Mohanty, 1996). Productivity enhancements 
can be fostered through a well-targeted and monitored credit system and through the 
adoption of other creative export promotion activities where remuneration can be based 
on the fulfilment of export targets. Such interventionist stances may not be feasible in the 
context of further liberalization. 
 
To join the international trading system, nations must now agree to the radical notion of a 
level playing field and, toward that end, must disallow government intervention in the 
economy beyond establishing certain minimal norms, like standard accounting 
procedures and contract law. The World Trade Organization's Multilateral Agreement on 
Investment, for example, will, if passed, void members' rights to regulate multinationals 
and promote domestic businesses.  For developing countries like Syria the advantage of 
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accepting the doctrine and rules of a level playing field is access to world markets.  The 
disadvantage is a loss of the freedom to subsidize company formation and the necessary 
learning process.  That freedom has been critical to most economic modernizations that 
have had any lasting success.  A level playing field may thus entail a false equality. 
 
Take the TRIPS agreement, for example.  Developed countries have been trying to 
enforce more comprehensive property rights since the Uruguay round of the extinct 
General Agreement on Trade and Tariffs (GATT) resuscitated as the World Trade 
Organization (WTO).  The effect of enhancing property rights is to limit and make more 
costly the transfer of technology to developed countries, which tend to be net consumers 
of patents from the developed world. The same can be said about international 
regulations.  Regulatory institutions are meant to reduce anti-competitive behaviour.  
Within the WTO regulatory institutions fall into the so-called Singapore issues, and 
would imply that developing countries would be unable to use performance requirements 
related to local content, export performance and government procurement rules.  This 
reduces the ability of developing countries to promote industrial policy, and gives a 
competitive advantage to developed countries’ corporations.24 
 
Trade agreements are intended to enhance the mobility of goods, services and capital (but 
not labour). We believe that developing countries would benefit from promoting an 
international environment in which stability rather than mobility is central, because 
stability allows promoting domestic welfare (full employment, price stability, and 
equalitarian income distribution). Rejecting the institutions that would preclude 
developing countries from pursuing industrial policies (property rights, and regulation 
institutions) is essential and trade agreements that reduce domestic development should 
be seen with suspicion. Syria would benefit from trade negotiations along the lines 
proposed by the Group of 20 – led by Brazil, India and South Africa – that emphasizes 
the need for lower agricultural subsidies in the EU and the US, and for leaving industrial 
policy questions outside of the agenda. 
 
Finally, export-led industrial growth is an exclusive phenomenon, which will be more 
difficult to replicate as more and more countries shift outwards. Moreover, most 
developing countries today do not benefit from export-oriented foreign direct investment. 
Manufacturing corporations tended to concentrate their activities where the markets are 
largest and easiest to understand, and where economic and political conditions are more 
stable and familiar (Taylor and Ocampo, 1997). Syria should not expect significant 
inflows of FDI in the aftermath of liberalization. 
 
 
7. Trade and Industrial Policies for the Poor 
 
                                                
24 A critique of property rights and regulatory institutions as mechanism for development, although in a 
different context, is provided by Wade (2003). The problem with these strategies is that they prevent 
developing countries from using the policies that developed countries did use to promote capital 
accumulation.  In other words, to use Friedrich List’s expression revived by Chang (2002), developed 
countries are kicking away the ladder. 
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As noted in the previous sections, Syria will be forced to reduce its reliance on oil 
exports, and diversify its exports. Revealed comparative advantage suggests that 
traditional exports will not be sufficient to maintain the current level of imports.  For that 
reason industrial policy seems unavoidable to improve the Syrian export performance and 
to promote growth and employment creation.  Employment, in turn, is the main tool to 
reduce poverty levels in Syria. 
 
In that respect two topics need to be further discussed.  The first question is what would 
be the most adequate industrial policy for the Syrian economy, given its historical 
conditions, its current level of industrial development and the regional and global ties and 
limitations that circumscribe the domestic economic policy decisions. The second 
question is related to the fact that, if employment is crucial for poverty reduction, sectors 
with high employment elasticities should be privileged in any poverty oriented Syrian 
industrial development strategy. 
 
As noted by Lall (2003) the context in which industrial development takes place is 
changing dramatically in the last decade.  Rapid and pervasive technical change, the 
spread of global production systems and the emergence of new competitors have created 
a completely new context for sustained industrial growth.  Lall (2003) concludes that it is 
no longer feasible or desirable to promote industries to serve protected domestic markets.  
We would take a less sanguine conclusion, and argue that while in general Import 
Substitution Industrialization is not the ideal industrial strategy, it would serve as a 
necessary complement to bring the level of imports down to a more reasonable level in 
Syria, while export promotion allows diversifying the domestic industrial sector. 
 
Global productive chains imply that tapping the productive potential of new technologies 
requires countries to participate more fully in global flows of products and inputs, and to 
specialize in ways that maximize the returns to their productive factors. Effective 
participation in global productive chains requires a series of characteristics including 
being able to produce competitively in terms of price and quality.  Competitiveness, in 
turn, implies that a certain amount of liberalization is required for development. 
 
In particular, openness to Foreign Direct Investment (FDI) and to Transnational 
Corporations (TNCs) seems more important than a general opening of the capital 
account.25  During the 1990s foreign aid flows and private lending to developing 
countries stagnated, elevating the relevance of attracting FDI.  As it is well known, the 
role of transnational companies is growing; their sales represent approximately twice the 
value of world trade, and their share in global production has grown rapidly.  Further, 
TNCs handle around three-quarters of world trade, with some 40 percent of this being 
within corporate systems rather than on open markets.  Such intra-firm trade covers some 
of the most dynamic, technology-intensive activities in the world and entry into these 
necessarily needs TNC participation, and as a result, it would be advisable to Syria to try 

                                                
25  China and India are relatively open to FDI and closed to portfolio flows.  This policy-mix allowed them 
to avoid the worst effects of the Asian Crisis that hit the whole region (Stiglitz, 2002). 
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to tap this immense market.26  One of the arguments in favour of the trade integration 
with Europe would be associated with the possibilities of European FDI into Syria.  
 
However, one should not exaggerate the possibilities associated with that strategy.  Some 
countries in East Asia, Eastern Europe, and Latin America (e.g. Malaysia, Poland and 
Mexico) represent industrial strategies that rely heavily on FDI and TNCs.  But, it is not 
clear whether Syria would be able to increase considerably the FDI inflows or whether 
FDI always has a positive effect on development.  The theoretical justification for the 
benevolent view on the role of FDI is based on the notion that transnational firms are the 
main vehicles for the introduction of new techniques of production and new products into 
developing economies for which domestic firms do not have the know-how.  In this view 
FDI should raise efficiency, expand output, and lead to higher economic growth in the 
host country (Moran, 1998, p. 20).  In contrast, the malign model of FDI and 
development assumes that instead of filling the gap between savings and investment, FDI 
may lower domestic savings and investment by driving domestic firms out of business 
and using imported inputs (Moran, 1998, p. 21). 
 
Agosin and Mayer (2000) developed a theoretical model that identifies whether FDI 
crowds out or crowds in domestic investment.  The authors run a regression of the 
domestic investment to GDP ratio on the rate of growth of output (acceleration principle), 
and on the FDI to GDP ratio, both variables with several lags.  Also they verify that FDI 
is not directly correlated with GDP.  Their results show that the positive impacts of FDI 
on domestic investment are not assured.  In the case of Latin America the results show 
that FDI has had a negative effect on domestic investment, while it has crowded in 
domestic investment in the case of Asian countries.  Given the similarities of the Middle 
East and North Africa region with Latin America in other respects, the results obtained 
by Agosin and Mayer (2000) are not particularly promising.  In that respect, one should 
expect only small beneficial effects from FDI in Syria.  Also, as noted above it is most 
likely that European FDI will continue to flow to the new and relatively less developed 
members of the European Union.27 
 
In that respect, it seems that Syrian authorities will have to rely more heavily in domestic 
private investment, and the main objective is to improve the local business environment.  
Within each country, industrial development depends upon the business environment, the 
efficiency of factor markets (for labour, skills, technology, finance, inputs and 
infrastructure) and the quality of support available from intermediary institutions (for 
training, technological services, R&D and so on).  Government policies can improve or 
worsen these structural determinants of industrial development, governance (the ability to 
form, implement and monitor policies) and infrastructure (communications, energy, and 
transport) assumes great importance. 

                                                
26  It should be noted that certain countries in East Asia – South Korea, Taiwan province of China and 
Japan – selectively restricted FDI, and that this strategy led to the development of the most diverse, deep, 
complex and technologically dynamic industrial sectors of the region (Lall, 1996, pp. 202-3). 
27  In the 1992-2001 period China, Brazil, Mexico, Argentina, Poland, Chile, Malaysia, Thailand, the Czech 
Republic, and Venezuela, in that order, received the vast majority of the FDI flows to developing countries 
– around 70 percent in 2002 (Chang and Grabel, 2004). 
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The first set of government interventions needed to generate a positive investment 
environment is public investment in infrastructure.  The share of public investment in 
GDP, and especially the share of infrastructure investment, has declined during the last 
three decades in a number of countries in the developing world.  Since the private sector 
has not increased infrastructure investment, significant infrastructure gaps have emerged.  
These gaps adversely affect the growth potential of those countries and limit social 
development.  Not only are the governments of these countries now seeking to reverse 
the declining trend of public investment, partly through increased resort to private-public 
partnerships (PPPs), but also multilateral development banks have signalled that they are 
prepared to redirect some of their lending to infrastructure projects, in order to close 
infrastructure gaps. 
 
Against this background, questions have been raised about the widely used approach to 
fiscal analysis and policy, which focuses on the primary fiscal balance.  A major concern, 
according to the IMF, is that this approach may unduly constrain the ability of countries 
to take advantage of increased opportunities to finance infrastructure projects.  In this 
context, some have advocated shifting to the current fiscal balance (which excludes 
public investment) as the fiscal policy target of choice.  As an important part of its 
industrial policy strategy the Syrian government should increase its public investment in 
infrastructure required for efficient private investment. 
 
More importantly, in several developing countries the operations of public enterprises are 
included in the fiscal indicators and targets imposed by the IMF and as a result they 
improperly restrict public investment.  The IMF admits that, indeed, the coverage of 
fiscal indicators and targets varies significantly across countries, and that this is reflected 
in IMF-supported programs. Industrial policy concerns would suggest that the exclusion 
of the operations of public enterprises from fiscal indicators in countries where currently 
the entire public sector is covered is an essential step towards sound fiscal policy.  This 
would allow public firms to carry part of the burden of public investment.  One should 
add that investments in infrastructure usually have a crowding-in effect, leading to higher 
levels of private investment. 
 
This should not be seen as a defence of soft budget constraints that usually allow for 
excessive government spending in particular by government enterprises.  Reforms that 
make state firms more efficient and profitable are relevant and should be recommended.  
The conclusion that should be taken from the discussion above is that the government 
should separate the current or ordinary budget and the capital budget.  The first is related 
to government consumption and should be balanced on average or even in surplus to 
finance the capital one.  The latter is related to public investment and should be used for 
counter cyclical purposes.  The main difference between the two types of expenditure is 
that whereas consumption implies immediate fruition, capital expenditures provide a real 
return over time.  Further, by creating a favourable environment for private investment, 
capital expenditures would help stabilize the level of output.  In that respect, tax policies 
and public works, which involved deficit budgeting, should be relegated to secondary 
role and capital budgeting should be the central instrument of fiscal policy. 
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This is an essential question, since, as correctly noted by Lall (2003) the investment 
pattern in Syria has been dismal.  In real terms, gross fixed capital formation has fallen 
and private sector investment has fallen even more.  The share of private in total fixed 
capital formation peaked at 67 per cent in 1992, and has declined steadily thereafter.  
Clearly, the policy framework is failing to stimulate investment, which is the bedrock of 
growth; and it is failing to inspire the confidence of the private sector. 
 
If public investment in infrastructure is one of the pillars for the recovery and expansion 
of private investment – needed to increase manufacturing exports and to increase external 
competitiveness – the other is the reform of the financial sector and the provision of 
cheap credit for private firms.  The main criteria to evaluate the financial sector should be 
what James Tobin referred to as functional efficiency, i.e. the ability to provide finance 
for long-term investment.  One way to provide stable, long term finance to particular 
sectors is through the creation of development banks.  Development banks can be public 
institutions as in Brazil, Korea and Japan or privately owned as in Germany (Chang and 
Grabel, 2004).  Development banks, hence, serve as the financial counterpart of industrial 
policy. In that respect, segmentation of the financial sector between commercial banks, 
providing short term credit for consumption, and investment and/or development banks 
geared towards providing funds for long-term investment would be recommended.  
Further, an initial favouring of the latter group of banks, as part of the industrial policy 
strategy seems to be indicated, and to have been historically relevant for successful late 
industrializers.  
 
These two reforms, the improvement of the communications, energy, and transport 
infrastructure and the provision of stable and reliable credit would generate a more 
business oriented environment and increase domestic private investment.  Other, reforms 
are also relevant – such as increasing expenditures on education, reducing the regulations 
on private enterprises (minimizing the costs and risks of setting up a plant, obtaining the 
necessary permits and infrastructure, hiring and getting rid of employees, importing and 
exporting, expanding or contracting it over time, the amount of taxes paid and so on), 
providing access to inputs at world prices, ensuring good governance practices, that is 
increasing the government’s ability to design and implement policies with transparency, 
honesty and stakeholder participation – but would probably have a secondary role. 
 
More importantly, if macroeconomic and industrial policies are seen as instruments for 
poverty reduction, then the most efficient way to improve the plight of the almost 2.02 
million individuals in Syria (11.4 percent of the population) that could not obtain their 
basic needs is to increase the level of employment.  The labour market has failed to 
absorb the flow of new entrants (around 200,000 in 2001), resulting in high open 
unemployment among young people as well as high disguised unemployment in the 
public sector.  Labour force participation, at around 31 percent, is also low as a result, 
and that seems to affect directly the abilities to obtain basic needs.  In fact, the highest 
poverty rates were among those self-employed in marginal and unskilled activities, or 
those who were unpaid workers.  Agriculture and construction were over-represented 
within poor groups.  Moreover, the poor were more likely to work in the informal sector, 
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which employed 48 percent of them.  Unemployment rates correlated with poverty as 
poverty incidence for the unemployed was higher than average in urban areas (UNDP, 
04).  Is fair to say that unemployment and poverty are one and the same problem. 
 
In that respect it seems reasonable to argue that the objective of trade and industrial 
policies should be to upgrade the industrial structure from a preponderance of low 
technology and resource-based activities to complex, information and technology-based 
activities, able to reap the benefits of the new globalizing environment, whenever it is 
possible, and to revitalize and preserve several traditional industries.  We provide four 
examples below – which do not intend to be conclusive, but only suggestions – of what 
would be a new agenda for industrial development and poverty reduction in Syria. 
 
The revitalization and extension of four manufacturing sectors that have a considerable 
share of total value added and employment and a history of technological competences, 
by creating and extending the existing competitive capabilities and allowing to produce 
not only for domestic markets, but also and more importantly for the external sector, 
seems to be the most adequate strategy to promote capital accumulation, industrial 
strength and reduce poverty at the same time.  The four industries are the food, textile, 
chemical, and engineering industries, and the logical external markets would be initially 
at least the other countries of the MENA region, and in some cases Sub-Saharan Africa. 
 
Syria has a long tradition in the food processing industry, and the industry today has more 
than 17,000 business units employing over 50,000 people (around 3 per firm).  
Profitability in the public and private sector is constrained by the small firm size and the 
numerous restrictions noted before.  Consolidation of the most competitive firms, credit 
for employee training, external support for product and process innovation and new 
capital acquisition would make the sector more competitive.  Better distribution networks 
would allow lower prices.  Although the industry was set up to serve domestic markets, 
Syria’s food products were exported to the former Soviet Union in the early 1990s.  
Cultural affinities and geographical proximity imply that more aggressive marketing 
within the MENA region would allow for expanded markets for the sector. 
 
The textile industry accounted for 23.8 per cent of total manufacturing value added in 
Syria in 1998, and it employs over 80,000 people.  Despite the abundance of resources, 
and its long tradition in the sector the export performance has been dismal.  It is very 
unlikely that Syria would be able to compete in the near future in this sector.  However, 
its overall importance within the Syrian industrial sector suggests that import substitution 
may be necessary to maintain adequate levels of employment.  This does not mean that 
government policies should be complacent with low productivity and poor quality of the 
products, but a longer period of adaptation to international standards might be needed.  
 
The final sector that seems relevant in the context of employment generation and/or 
external competitiveness is the chemical industry.  Syria’s chemicals industry was once 
well-reputed, with the perfumery and cosmetics industry accounting for nearly 5 per cent 
of world market share in 1990.  Industrial chemicals accounted for 6.9% of total 
manufacturing value added in Syria in 1998,with 5,500 enterprises that employed around 
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34,000 people. Syria’s chemicals exports peaked at US $500 million in 1990 and then 
plummeted to the current $11 million.  According to Lall (2003) Syria was formerly able 
to export chemicals, mainly pharmaceuticals, to the Soviet Union, but difficulties with 
meeting registration requirements in the former Soviet Union countries have seen that 
market disappear.  However, at least two markets for Syria’s chemical goods seem to be 
untaped.  Chemicals are no exported to Arab countries that do not produce 
pharmaceuticals (e.g. Yemen), also generic medications that do not require high 
technology and royalty payments (since they have no patent protection) are not widely 
produced.  Both the MENA region and Sub-Saharan Africa would be great consumers of 
generic pharmaceutical goods. 
 
Last but not least we would like to discuss the engineering sector.  Engineering is a long-
established industry and possesses a good base of experience-based skills in 
metalworking.  Fabricated metal products, which include parts of the engineering 
industry, accounted for 17.4 per cent of total manufacturing value added in 1998.  
However, the sector is heavily oriented to domestic markets and has had a very poor 
export performance.  These capabilities in traditional engineering activities should be 
complemented with an emphasis on the development of new activities, for example by 
imitating the succesfull Indian experience.28  The Indian software products engineering 
industry has experienced a phenomenal increase in revenues, which has led to the 
willingness of the US and Europe to open up to outsourcing their R&D, services and 
operations functions to India. 
 
It should be noted that software exports can also exacerbate inequalities, since they are 
often virtual enclave activities with relatively few trickle-down benefits to the poor.  
However, general developmental rewards are greater, in terms of productivity per capita, 
profits, foreign exchange earnings, and the diffusion of knowledge that accompanies 
international activities.  Software production for the Arab world is underdeveloped and 
that is a niche that few other countries would be vying to obtain.  Indian success lies in 
the post-independence government-funded drive to increase technical expertise, usually 
connected to military activities.  Strong government support for education, and credit at 
low rates, combined with export performance targets would allow the development of a 
hub for software industries for the Arab world. 
 
The four sectors discussed above should not be seen as a list recommended to be targeted 
by the Syrian authorities, but as showcases of the idea that a combination of public 
policies that encourage private domestic investment could be succesful in generating 
capital accumulation, increasing exports, and higher employment, which would translate 
into reduced poverty rates.  This would imply that the Syrian government would reduce 
its role as direct producer of manufacturing goods, and increase its role as provider of 
adequate infrasctructure, and stable credit (directly or through a reformed financial 
sector) for long-term investment. 
 
 
                                                
28  Ireland has also been successful in this sector, stimulating the entry of others such as Russia, the 
Philippines, and China. 
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Appendix - Tables 
 
Table 2.1 Sequence of Major Reforms: 1985-2002 
 Policy Reform 
1985-1990 Private-Public agricultural joint-ventures established.  Private sector allowed to 

retain part of export revenues in hard currency.  Gradual elimination on subsidies.  
Foreign trade on vegetables and other agricultural goods liberated. 

1991-1997 Investment Law No 10 to encourage FDI.  More freedom to movements of hard 
currency.  Wheat and fertilizer prices liberated.  Farm subsidies reduced.  Olive oil 
exports liberated.  Greater Arab Free Trade Agreement (GAFTA) signed. 

1998-2002 Implementation of GAFTA and conversations about agreement with the EU start.  
Exchange rates are unified.  Consumer subsidies gradually eliminated.  Sanitary and 
phytosanitary standards for exports imposed.  Export taxes on agricultural 
commodities eliminated, and import duties unified. 

Source: Adapted from ESCWA, 2001 
 
Table 2.2 Exchange Rate Market 
 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 
Official (ER) 11.25 11.25 11.25 11.25 11.25 11.25 11.25 11.25 11.25 11.25 46.5 
Black market 46.45 45.84 50.48 49.67 51.2 50 51 51 51 51 51 
ER in Beirut 46.45 45.84 50.48 49.67 51.2 50 51 51 51 51 51 
Real effective NA NA NA 100 99.4 103 107.7 113 104.9 108.7 NA 
Trade weight. 19.2 25.1 28.1 29.9 33.3 34.4 39.2 45.1 49.4 48.9 48.1 
Source: FAO, 2003 and Statistical Abstract 
 

Table 2.3: Distribution of Exports by Market and Product Classification: 2002 

 % of total exports by: 
Total 
Exports 

Primary 
products/ 
raw 

Semi-
manufactured 
goods 

Manufactured 
goods 

commodity group 21% 15% 59% 42% Arab Countries market 100% 55% 13% 32% 
commodity group 52% 59% 31% 21% EU market 100% 90% 3% 7% 
commodity group 2% 1% 2% 7% Other European 

countries market 100% 37% 5% 58% 
commodity group 2% 1% 1% 8% All Americas market 100% 33% 2% 65% 
commodity group 8% 8% 3% 8% Other Asian 

Countries market 100% 82% 2% 17% 
commodity group 15% 16% 4% 14% Other Countries market 100% 83% 1% 15% 

Source: Own calculations based Central Bureau of Statistics (CBS) -Statistical Abstract Yearbook 2003-
Syria.  
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Table 2.4: Distribution of Imports by Market and Product Classification (2002) 

 % of total Imports by: 
Total 
Imports 

Primary 
products/ 
raw 

Semi-
manufactured 
goods 

Manufactured 
goods 

commodity group 12% 13% 16% 8% Arab Countries market 100% 7% 64% 29% 
commodity group 25% 15% 22% 30% EU market 100% 4% 43% 54% 
commodity group 12% 12% 19% 5% Other European 

countries market 100% 6% 75% 19% 
commodity group 10% 50% 8% 8% All Americas market 100% 30% 37% 33% 
commodity group 17% 39% 14% 18% Other Asian 

Countries market 100% 14% 40% 45% 
commodity group 26% 20% 22% 31% Other Countries market 100% 5% 42% 53% 

Source: Own calculations based Central Bureau of Statistics (CBS) -Statistical Abstract Yearbook 2003-
Syria.  
 

Table 2.5: Changes in the Composition of Exports 1980-2000 

Year 

All 
food  
items  
(SITC 0+ 
1+ 22+4) 

Agric. 
 raw  
materials  
(SITC 2 
+22+27 
+28) 

Fuels  
(SITC 3) 

Ores  
and  
metals  
(SITC 27 
+28+68) 

Manf. 
goods  
(SITC 5  
to 8-68) 

Chemical 
products  
(SITC 5) 

Other  
Manf.  
goods  
(SITC 6  
+ 8-68) 

Machi 
nery  
and  
tran 
sport  
equipment  
(SITC 7) Other 

1980 4% 9% 79% 1% 7% 0% 5% 1% 0% 
1981 3% 7% 79% 2% 8% 0% 7% 1% 0% 
1982 8% 7% 75% 1% 10% 1% 8% 1% 0% 
1983 5% 10% 69% 1% 15% 2% 12% 1% 0% 
1984 6% 16% 63% 1% 13% 4% 9% 1% 0% 
1985 3% 10% 74% 1% 12% 3% 8% 1% 0% 
1986 7% 10% 42% 3% 38% 12% 25% 1% 0% 
1987 4% 9% 52% 4% 31% 11% 20% 0% 0% 
1989 12% 4% 39% 2% 44% 12% 32% 1% 0% 
1990 14% 4% 45% 1% 36% 13% 23% 0% 0% 
1992 13% 7% 70% 1% 9% 0% 9% 0% 0% 
1995 12% 7% 63% 1% 17% 1% 16% 1% 0% 
1996 16% 5% 68% 1% 10% 1% 9% 0% 0% 
1997 17% 7% 65% 1% 10% 0% 9% 0% 0% 
1998 19% 10% 57% 2% 8% 0% 8% 0% 4% 
1999 15% 5% 68% 1% 7% 0% 7% 0% 4% 
2000 9% 5% 76% 1% 8% 0% 7% 0% 2% 
Source: UNCTAD 2003 Electronic Database, unit: % of total commodity exports 
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Table 2.6: Changes in the Composition of Imports 1980-2000 

Year 

Food 
Items 
(SITC 0 
+1+  
22+4) 

Agric.  
raw  
materials  
(SITC 2+ 
22+27+28) 

Fuels  
(SITC 3) 

Ores  
and  
metals  
(SITC 27 
+28+68) 

Manf.  
goods  
(SITC 5  
to 8-68) 

Chemical  
products  
(SITC 5) 

Other  
Manf.  
goods  
(SITC 6 +  
8-68) 

Mach 
inery  
and tran 
sport  
equip 
ment  
(SITC 7) Other 

1980 14.1 3.28 25.93 1.77 54.62 8.19 24.9 21.52 0.3 
1981 15.63 2.29 34.62 1.56 45.9 6.72 17.41 21.76 0.01 
1982 14.46 2.7 37.65 1.1 43.88 8.86 19.47 15.56 0.2 
1983 19.81 2.69 30.18 1.52 45.81 7.76 16.18 21.87 0 
1984 18.82 2.56 34.31 1.25 43.04 7.39 16.53 19.12 0.01 
1985 18.96 2.53 29.3 1.59 47.06 9.46 18.81 18.8 0.56 
1986 17.16 4.38 18.28 2.28 57.89 9.72 22.16 26 0 
1987 16.39 1.12 19.84 1.86 60.5 12.52 22.83 25.15 0.29 
1989 24.88 2.74 5.87 1.57 64.73 16.71 30.54 17.48 0.22 
1990 31.07 1.85 3 1.42 61.66 13.51 28.38 19.77 1 
1992 19.02 2.16 3.89 1.65 72.55 12.78 28.47 31.3 0.74 
1995 16.7 3.29 1.09 1.33 75.61 10.17 33.88 31.56 1.98 
1996 15.62 2.31 1.86 1.39 78.78 12.28 33.64 32.86 0.04 
1997 20.69 2.85 4.36 2.54 69.39 14.2 31.66 23.52 0.18 
1998 19.33 2.54 4.15 1.35 63.68 11.07 30.28 22.33 8.95 
1999 21.6 2.87 2.52 1.27 58.78 9.89 29.18 19.71 12.96 
2000 19.02 3.26 3.74 1.8 64.73 12.87 30.94 20.92 7.45 
Source: UNCTAD 2003 Electronic Database, unit: % of total commodity imports  

 
Table 3.1 Allocation of Domestic Credit by Economic Sector: 1975-2002 

 Agriculture 
Wholesale  
and Distribution Industry and Mining  Construction Services Misc. Total 

1975 7% 82% 5% 4% 0% 0% 100% 
1980 5% 46% 39% 10% 0% 1% 100% 
1985 7% 57% 16% 18% 0% 2% 100% 
1988 7% 74% 8% 8% 0% 2% 100% 
1990 11% 73% 7% 6% 0% 2% 100% 
1991 12% 72% 6% 7% 0% 2% 100% 
1992 12% 72% 5% 7% 0% 3% 100% 
1993 11% 70% 10% 7% 0% 2% 100% 
1994 11% 73% 3% 9% 1% 3% 100% 
1995 11% 71% 2% 9% 4% 3% 100% 
1996 10% 71% 2% 10% 4% 3% 100% 
1997 10% 71% 2% 10% 4% 3% 100% 
1998 10% 70% 2% 10% 4% 3% 100% 
1999 10% 72% 2% 10% 1% 6% 100% 
2000 10% 72% 2% 9% 1% 6% 100% 
2001 18% 63% 3% 10% 0% 7% 100% 
2002 25% 51% 4% 12% 0% 8% 100% 
Source: Central Bureau of Statistics -Statistical Abstract Yearbooks-Syria. Unit: % 



Table 3.2: Gross Output and Net Domestic Product of the Industrial Sector at factor cost, current market prices: 1988-2002 
 
Gross  
output in  
millions of S.P. 1988 1989 1990 1991 1994 1995 1996 1997 1998 1999 2000 2001 2002 
Food  
beverage and  
tobacco  18416 19849 28501 29399 50441 61657 78465 86609 93705 89286 78104 85919 93116 
Textiles,  
clothing and  
leather  15452 20816 24008 29277 34821 41654 52096 60805 68255 63732 58337 76739 78768 
Wood and  
furniture  
industry 2176 3271 2741 3342 8463 9194 12669 15063 17323 15862 11941 10520 10551 
Paper,  
printing and  
publishing  640 1054 1134 661 2790 3913 3627 3925 4421 4409 5667 5968 5996 
Chemical  
industries  22590 25440 29409 27187 36024 38772 63157 83322 86146 88071 110570 111473 111252 
Non-metallic  
industries 3565 4223 4594 6331 13683 17186 28475 32271 34590 33415 25517 21878 21242 
Basic metallic  
industries 299 538 1930 2271 2779 3457 5578 6632 7583 6433 4264 5008 4898 
Metal products  
industries 5149 6072 7918 8978 19874 22551 31826 37824 44585 38964 30892 34454 35342 
Miscellaneous 83 226 429 385 970 1105 1269 1568 2140 2096 2011 993 1005 
Total  
manufacturing  68370 81489 100664 107831 169845 199480 277162 328019 358748 342268 327303 352952 362170 
Mining and  
quarrying 16799 26430 41597 41936 40203 44764 102492 140152 120428 180852 262073 206978 212448 
% of Mining and  
quarrying 24.6% 32.4% 41.3% 38.9% 23.7% 22.4% 37.0% 42.7% 33.6% 52.8% 80.1% 58.6% 58.7% 
Electricity and  
water 3275 3352 4716 9420 15350 22280 25723 28037 33919 38400 42325 43530 52250 
Gross industrial  
output 88444 111271 146977 159187 225398 266524 405377 496208 513095 561520 631701 603460 626868 
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Gross output  361475 464914 526402 854297 975854 1196114 1314899 1407164 1440023 1576757 1636269 1708383 
Source: Central Bureau of Statistics -Statistical Abstract Yearbooks-Syria.  



Table 4.1 Commodity Ranking Based on RCA: 2000 
 Rank RCA in 2000 
263  Cotton 1 32.4 
271  Fertilizers, crude 2 28.6 
001  Live animals for food 3 15.2 
075  Spices 4 14.3 
333  Crude petroleum 5 11.2 
847  Textile clothing accessories 6 10.1 
054  Veg. etc fresh, simply preserved 7 7.6 
057  Fruit, nuts, fresh, dried 8 4.6 
651  Textile yarn 9 3.9 
334  Petroleum products, refined 10 2.6 
423  Fixed vegetable oils, soft 11 2.0 
611  Leather 17 1.7 
268  Wool (exc. tops), animal hair 23 0.8 
842  Men's outwear non-knit 24 0.6 
851  Footwear 25 0.6 
553  Perfumery, cosmetics, etc 36 0.1 
652  Cotton fabrics, woven 37 0.1 
111  Non alcoholic beverages nes 38 0.0 
Source: Authors’ calculations based on data from CBS-Syria and UNCTAD CD.  

 

Table 4.2 Commodity ranking based on RCA: 1987-2001 (Average) 
Commodity Rank Average RCA 
271  Fertilizers, crude 1 26.1 
263  Cotton 2 24.6 
553  Perfumery, cosmetics, etc 3 11.6 
001  Live animals for food 4 11.3 
333  Crude petroleum 5 10.7 
075  Spices 6 9.9 
054  Veg. etc fresh, simply prsrvd 7 8.2 
655  Knitted, etc, fabric 8 7.6 
043  Barley, non-milled 9 7.4 
653  Woven man-made fib fabric 10 4.7 
057  Fruit, nuts, fresh, dried 11 4.4 
652  Cotton fabrics, woven 18 2.4 
041  Wheat etc, non-milled 23 2.0 
058  Fruit prsrvd, preprd 24 1.6 
842  Men's outwear non-knit 25 1.6 
651  Textile yarn 26 1.4 
843  Women's outwear non-knit 29 1.0 
611  Leather 38 0.6 
679  Iron, steel castings unworked 39 0.3 
585  Plastic materials nes 40 0.2 
Source: Own calculations based on data from CBS-Syria and UNCTAD CD. 
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Table 4.3 Commodity Ranking Based on RCA-RI: 1992-2002 
Commodity Rank RCA-RI 
263  Cotton 1 0.62 
271  Fertilizers, crude 2 0.51 
333  Crude petroleum 3 0.48 
075  Spices 4 0.40 
423  Fixed vegetable oils, soft 5 0.31 
054  Veg. etc fresh, simply prsrvd 6 0.30 
056  Veg. etc prsrvd, preprd 7 0.28 
043  Barley, unmilled 8 0.27 
057  Fruit, nuts, fresh, dried 9 0.26 
851  Footwear 10 0.24 
611  Leather 11 0.23 
843  Women's outwear non-knit 16 0.11 
001  Live animals for food 18 0.10 
842  Men's outwear non-knit 24 0.02 
845  Outer garments knit nonelastic 25 0.01 
211  Hides skins, exc. furs, raw 26 0.00 
651  Textile yarn 27 -0.02 
553  Perfumery, cosmetics, etc 31 -0.04 
652  Cotton fabrics, woven 39 -0.14 
661  Lime, cement and building prdts 40 -0.23 
Source: Own calculations based on data from CBS-Syria and UNCTAD CD.  
  

Table 4.4 Commodity Ranking Based Average World Market Share: 1987-2002 
SITC  Ranking Average Market Share % 
263 Cotton 1 2.21 
271 Fertilizers, crude 2 1.44 
001 Live animals chiefly for food 3 0.65 
075 Spices 4 0.61 
043 Barley, non-milled 5 0.55 
211 Hides and skins (except fur skins), raw 6 0.26 
054 Vegetables, fresh, chilled, frozen or simply preserved 7 0.25 
041 Wheat (including spelt), non-milled 8 0.20 
846 Under garments, knitted or crocheted 9 0.11 
057 Fruit and nuts (not oil nuts) fresh or dried 10 0.11 
651 Textile yarn 15 0.05 
423 Fixed vegetable oils, soft, crude, refined or purified 18 0.04 
842 Outer garments, men's of textile fabrics 19 0.01 
652 Cotton fabrics, woven 28 0.01 
111 Non-alcoholic beverages n.e.s. 29 0.00 
851 Footwear 30 0.00 
679 Iron and steel castings 31 0.00 
Source: TRADECAN Database, CD-ROM 2003. 
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Table 4.5 Performance of Major Commodity Exports Based on Changes in World 
Demand and Market Share: 1990-1995 

World demand dropping World demand rising 
Achievers Champions 
Live animals chiefly for food Vegetables, roots and tubers, prepared or preserved 
Meat and edible meat offals, fresh, chilled or 
frozen 

Fruit and nuts (not oil nuts) fresh or dried 

Wheat (including spelt) and meslin, unmilled Spices 
Vegetables, fresh, chilled, frozen or simply 
preserved 

Non-alcoholic beverages n.e.s. 

Hides and skins (except furskins), raw Oil seeds and oleaginous fruit, whisle or broken, for other 
oils 

Cotton Fixed vegetable oils, soft, crude, refined or purified 
Wool and other animal hair (excluding wool 
tops) 

Made-up articles, wholly or chiefly of textile mat. 

Fertilizers, crude Iron and steel castings, forgings and stampings 
Crude animal materials, n.e.s. Outer garments, men's and boys' of textile fabrics 
Leather Outer garments, other articles, knitted/crocheted 
Knitted or crocheted fabrics Under garments, knitted or crocheted 
Household equipment of base metal, n.e.s. Clothing accessories, of textile fabrics, n.e.s. 
Outer garments, women's, and girls' of textile fab.  

M
ar

ke
t s

ha
re

 in
cr

ea
si

ng
 

Footwear  
Losers Underachievers 
Crude vegetable materials, n.e.s. Fruit, preserved and fruit preparations 
Textile yarn Sugar confectionery (except chocolate), other sugar prep. 
Cotton fabrics, woven Perfumery, cosmetic and toilet preparations 
Fabrics, woven, of man-made fibers   
Tulles, lace, embroidery, ribbons, trimmings, etc.   

M
ar

ke
t s

ha
re

 d
ec

lin
in

g 

Lime, cement, and fabricated construction 
materials   

Source: TRADECAN Database, CD-ROM 2003. 
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Table 4.6 MS, RCA and CIC Rankings: 1990-1995 
  MS Ranking RCA Ranking CIC Ranking 
263 Cotton 0.283 0.617 0.552 
271 Fertilizers, crude 0.252 0.508 0.440 
075 Spices 0.281 0.404 0.381 
423 Fixed vegetable oils 0.317 0.310 0.312 
611 Leather;  0.303 0.233 0.294 
054 Vegetables, fresh, frozen, preserved 0.255 0.296 0.289 
057 Fruit and nuts fresh or dried 0.242 0.257 0.263 
043 Barley, unmilled 0.184 0.268 0.250 
056 Vegetables, prepared or preserved 0.219 0.283 0.248 
847 Clothing accessories  0.367 0.075 0.228 
041 Wheat and meslin, unmilled 0.211 0.208 0.219 
843 Outer garments women and girls 0.272 0.107 0.211 
268 Wool and other animal hair  0.329 -0.031 0.205 
851 Footwear 0.188 0.235 0.204 
223 Oil seeds and oleaginous fruit, 0.276 0.028 0.197 
679 Iron and steel castings, forgings  0.269 0.019 0.193 
842 Outer garments, men's and boys'  0.272 0.017 0.192 
845 Outer garments, other  0.262 0.014 0.190 
846 Under garments 0.263 -0.071 0.160 
651 Textile yarn 0.152 -0.024 0.094 
656 Tulles, lace, embroidery, etc. 0.146 0.044 0.085 
062 Sugar confectionery. 0.041 0.115 0.076 
653 Fabrics, woven, of man-made fibers 0.150 -0.079 0.068 
658 Made-up articles, of textile mat. 0.063 -0.028 0.020 
211 Hides and skins, raw -0.044 0.000 -0.028 
111 Non-alcoholic beverages n.e.s. 0.013 -0.084 -0.032 
001 Live animals chiefly for food -0.169 0.098 -0.039 
655 Knitted or crocheted fabrics -0.100 -0.060 -0.095 
697 Household equipment of base metal -0.190 0.038 -0.118 
025 Eggs, birds' and egg yolks -0.172 -0.036 -0.145 
652 Cotton fabrics, woven -0.236 -0.137 -0.211 
661 Lime, cement, construction materials -0.227 -0.226 -0.218 
Source: TRADECAN Database, CD-ROM 2003. 
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Table 4.7 Performance of Major Export Commodities Based on Changes in World 
Demand and Market Share (1995-2000) 

World demand dropping World demand  rising 
Achievers Champions 
Vegetables, fresh, chilled, frozen or simply preserved Spices 

Fruit, preserved and fruit preparations  

Sugar confectionery (except chocolate), other sugar prep.  

Oil seeds and oleaginous fruit, whisle or broken, for other oils  

Cotton  

Fertilizers, crude  

Perfumery, cosmetic and toilet preparations  

Leather  

Textile yarn  

Fabrics, woven, of man-made fibers  

Knitted or crocheted fabrics  

Tulles, lace, embroidery, ribbons, trimmings, etc.  

Lime, cement, and fabricated construction materials  

Outer garments, men's and boys' of textile fabrics  

Outer garments, women's, and girls' of textile fab.  

Outer garments, other articles, knitted/crocheted  

M
ar

ke
t s

ha
re
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cr
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Clothing accessories, of textile fabrics, n.e.s.  

Losers Underachievers 
Live animals chiefly for food Non-alcoholic beverages n.e.s. 
Meat and edible meat offals, fresh, chilled or frozen Articles, chiefly made of textile mat. 
Vegetables, roots and tubers, prepared or preserved  Under garments, knitted or crocheted 
Fruit and nuts (not oil nuts) fresh or dried   
Hides and skins (except furskins), raw   
Wool and other animal hair (excluding wool tops)   
Crude animal materials, n.e.s.   

M
ar

ke
t s

ha
re

 d
ec
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Crude vegetable materials, n.e.s.   
 Fixed vegetable oils, soft, crude, refined or purified  
 Cotton fabrics, woven  
 Iron and steel castings, forgings and stampings  
 Household equipment of base metal, n.e.s.  
 Footwear  
Source: TRADECAN Database, CD-ROM 2003. 



 
Table 5.1 Current account components as a percentage of GDP, 1992-2000 
*Country Population 

(millions) 
GDP 
growth rate 
1980-2000 

Per Capita 
GDP 
1999-2000 

Primary 
exports 

Net oil
exports

Industrial 
exports 

Non-
capital 
goods 
imports

Capital 
goods 
imports

Net 
commodity 
trade 
surplus 

Net 
service 
exports 

Current 
account 
net of 
transfers

Net 
transfers

Industrial 
to 
primary 
exports 

Exports 
to GDP 
(minus 
oil) 

Average 
tariff 
for non-
agric.  

Low income, low performance                
          Djibouti 0.63 -0.30 875 0.84 -3.51 0.43 -29.78 -8.38 -40.41 -10.77 -51.17 14.10 0.51 -2.24 n.a. 
          Nicaragua 5.07 0.10 473 19.61 -7.86 3.95 -38.93 -16.81 -40.05 -2.46 -42.51 24.52 0.20 15.69 0.04 
          Cameroon 14.88 0.60 597 10.18 4.64 1.21 -9.29 -4.01 2.74 -3.44 -0.71 0.27 0.12 16.03 0.13 
          Central African Republic 3.72 1.00 259 5.11 -1.65 3.91 -12.67 -6.05 -11.35 -10.61 -21.96 8.64 0.76 7.37 0.17 
          Burundi 6.36 1.10 108 7.77 -2.51 0.19 -12.32 -5.13 -11.99 -4.64 -16.62 11.21 0.02 5.45 n.a. 
          Niger  10.83 1.10 169 9.97 -2.59 0.13 -13.03 -2.72 -8.24 -6.42 -14.65 3.17 0.01 7.51 0.11 
          Madagascar 15.97 1.40 243 5.87 -2.73 1.82 -8.28 -3.94 -7.26 -1.17 -8.42 4.24 0.31 4.96 0.06 
          Mongolia 2.53 1.70 383 43.32 -9.90 4.93 -30.89 -20.39 -12.93 -5.92 -18.85 7.44 0.11 38.35 n.a. 
          Côte d'Ivoire 16.01 1.70 585 26.29 -0.57 5.47 -15.85 -5.96 9.38 -7.79 1.59 -2.71 0.21 31.19 0.15 
          Philippines 75.65 2.30 988 3.86 -3.50 24.50 -30.43 -19.20 -24.77 0.68 -24.08 1.00 6.34 24.86 0.09 
          Mali  11.35 2.40 202 11.92 -5.35 0.18 -17.41 -6.39 -17.06 -11.14 -28.19 8.78 0.01 6.74 0.08 
          Ethiopia 62.91 2.50 102 6.61 -3.11 0.59 -11.28 -6.77 -13.95 -0.89 -14.84 10.71 0.09 4.09 0.16 
          Bolivia 8.33 2.50 994 9.77 0.64 3.63 -16.29 -10.33 -12.59 -2.22 -14.81 4.29 0.37 14.03 n.a. 
          Senegal 9.42 2.80 464 4.71 -3.42 4.53 -19.51 -6.38 -20.08 -1.28 -21.35 3.71 0.96 5.82 0.10 
          Mauritania 2.67 2.80 351 45.67 -10.63 0.05 -24.97 -12.40 -2.29 -14.75 -17.03 12.12 0.00 35.08 0.12 
          Nigeria 113.86 3.00 361 0.37 55.36 0.56 -15.27 -6.62 34.40 -8.60 25.80 3.59 1.49 56.29 0.19 
Average 22.51 1.67 447 13.24 0.21 3.50 -19.14 -8.84 -11.03 -5.71 -16.74 7.19 0.72 16.95 0.11 
                
Low income, high performance                
          United Republic of Tanzania 35.12 3.00 257 7.76 -1.64 1.45 -15.83 -8.52 -16.77 -2.92 -19.69 7.86 0.19 7.57 0.16 
          Sudan 31.10 3.10 370 4.75 -2.39 0.19 -10.16 -4.76 -12.37 -1.43 -13.80 2.31 0.04 2.55 0.04 
          Malawi 11.31 3.10 150 18.27 -3.44 1.79 -21.36 -10.28 -15.03 -14.47 -29.50 7.04 0.10 16.62 0.15 
          Mozambique 18.29 3.30 205 5.74 -2.20 0.91 -16.85 -8.29 -20.70 -2.82 -23.52 13.29 0.16 4.45 0.10 
          Guinea 8.15 3.30 369 12.73 -3.90 3.86 -11.48 -4.73 -3.53 -5.64 -9.16 3.97 0.30 12.69 n.a. 
          Burkina Faso 11.54 4.00 190 6.62 -3.33 0.36 -14.19 -5.03 -15.56 -5.16 -20.73 13.96 0.06 3.65 0.17 
          Sri Lanka 18.92 4.60 862 6.05 -2.05 17.36 -15.75 -7.16 -1.55 -2.49 -4.04 6.32 2.87 21.36 0.14 
          Nepal 23.04 4.90 239 1.17 -3.02 7.34 -19.29 -4.57 -18.37 5.54 -12.83 5.58 6.28 5.49 0.18 
          Pakistan 141.26 5.10 436 2.09 -3.44 11.79 -12.50 -4.84 -6.90 -1.66 -8.56 5.47 5.65 10.44 0.39 
          India  1008.94 5.70 453 1.78 -2.37 6.06 -5.38 -1.67 -1.57 -0.44 -2.02 2.80 3.40 5.47 0.26 
          Indonesia 212.09 6.10 723 5.68 5.00 13.93 -14.26 -7.50 2.84 -4.21 -1.37 0.62 2.45 24.60 0.08 
          China  1252.95 9.90 862 2.28 -0.35 17.59 -12.42 -7.39 -0.29 -0.14 -0.43 0.44 7.73 19.52 0.16 
Average 207.79 4.34 423 6.32 2.32 6.19 -14.56 -6.44 -6.17 -3.58 -9.76 5.75 2.25 14.83 0.16 
 
High income, low performance                
          Romania 22.44 -1.70 1636 3.22 -3.70 17.17 -14.78 -7.50 -5.59 -0.83 -6.42 1.47 5.33 20.39 0.12 
          Libyan Arab Jamahiriya 5.29 -1.39 5788 0.10 27.23 1.40 -12.19 -6.41 10.13 -2.47 7.66 -0.95 13.91 1.50 0.24 
          Bulgaria 8.00 -0.70 1500 11.35 -9.72 24.42 -22.89 -10.15 -6.99 1.78 -5.21 1.57 2.15 35.77 0.09 
          Albania 3.13 -0.10 1197 2.24 -1.61 7.20 -21.97 -7.61 -21.75 0.53 -21.22 22.65 3.22 9.44 n.a. 
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          Hungary 9.97 0.10 4578 7.12 -3.13 29.23 -28.47 -18.19 -13.44 3.43 -10.01 0.86 4.10 36.35 0.07 
Table 5.1 Current account components as a percentage of GDP, 1992-2000 
*Country Population 

(millions) 
GDP 
growth rate 
1980-2000 

Per Capita 
GDP 
1999-2000 

Primary 
exports 

Net oil 
exports

Industrial 
exports 

Non-
capital 
goods 
imports

Capital 
goods 
imports

Net 
commodity 
trade 
surplus 

Net 
service 
exports 

Current 
account 
net of 
transfers

Net 
transfers

Industrial 
to 
primary 
exports 

Exports 
to GDP 
(minus 
oil) 

Average 
tariff 
for non-
agric.  

          Peru 25.66 1.30 2084 7.11 -0.76 1.70 -9.23 -4.97 -6.16 -1.25 -7.41 1.67 0.24 8.80 0.13 
          South Africa 43.31 1.30 2907 4.40 -0.86 10.28 -12.74 -7.19 -6.10 -6.44 -12.54 -0.51 2.34 14.69 0.08 
          Algeria 30.29 1.70 1760 0.27 24.40 0.62 -14.90 -6.12 4.26 -0.57 3.69 n.a 2.32 0.88 0.19 
          Poland 38.61 1.70 4086 3.40 -1.23 12.95 -16.53 -9.14 -10.56 2.19 -8.36 1.35 3.81 16.35 0.07 
          Venezuela 24.17 2.00 4985 1.91 19.03 3.02 -10.90 -6.50 6.55 -3.93 2.62 -0.23 1.59 4.93 0.12 
          Saudi Arabia 20.35 2.00 8517 0.48 33.43 3.44 -15.17 -8.26 13.92 -5.55 8.37 -12.14 7.13 3.92 0.12 
          Jamaica 2.58 2.20 2874 16.64 -6.61 4.74 -26.23 -11.81 -23.26 9.43 -13.83 10.87 0.29 21.38 0.14 
          Ecuador 12.65 2.30 1076 13.65 7.65 1.94 -15.13 -8.17 -0.07 -2.59 -2.66 3.54 0.14 15.58 0.09 
          Argentina 37.03 2.30 7695 4.29 0.65 2.55 -6.32 -4.13 -2.96 -1.32 -4.28 0.18 0.59 6.84 0.12 
          Gabon 1.23 2.30 4009 6.93 47.28 0.84 -11.69 -6.67 36.69 -13.78 22.91 -1.78 0.12 7.77 0.15 
          Brazil 170.41 2.40 3494 3.17 -0.96 4.13 -5.52 -3.10 -2.29 -0.98 -3.27 0.32 1.30 7.30 0.13 
          Mexico 98.87 2.40 5811 2.11 1.72 18.98 -17.81 -12.08 -7.08 -0.29 -7.37 1.42 8.99 21.09 0.11 
          Uruguay 3.34 2.50 5908 6.10 -1.58 5.59 -10.80 -5.75 -6.44 2.59 -3.85 0.34 0.92 11.69 0.08 
          Panama 2.86 2.70 3463 5.66 -4.28 1.28 -19.11 -10.77 -27.23 4.24 -22.98 2.14 0.23 6.94 0.09 
          Paraguay 5.50 2.80 1368 8.96 -2.87 1.83 -20.58 -11.44 -24.10 -0.37 -24.48 1.68 0.20 10.79 0.10 
          Guatemala 11.39 2.90 1668 8.53 -2.24 4.08 -14.91 -7.54 -12.07 -0.15 -12.22 3.89 0.48 12.61 0.05 
Average 27.48 1.48 3638 5.60 5.80 7.49 -15.61 -8.26 -4.98 -0.78 -5.76 1.92 2.83 13.10 0.11 
                
High income, high performance                
          El Salvador 6.28 3.10 2104 5.38 -2.87 4.58 -17.09 -7.44 -17.44 -0.94 -18.38 14.82 0.85 9.96 0.05 
          Iran, Islamic Rep. of 70.33 3.20 1492 1.19 18.51 1.87 -11.69 -5.83 4.04 -2.75 1.29 0.93 1.57 3.06 0.03 
          Jordan 4.91 3.20 1697 8.05 -5.99 9.13 -34.55 -14.33 -37.70 4.80 -32.90 23.93 1.13 17.17 0.16 
          Morocco 29.88 3.30 1116 6.43 -3.45 9.53 -16.32 -7.18 -11.00 3.05 -7.95 7.34 1.48 15.95 0.27 
          Colombia 42.11 3.60 1931 4.20 3.54 3.87 -10.83 -5.37 -4.59 -1.12 -5.72 1.39 0.92 8.08 0.11 
          Tunisia 9.46 4.10 2058 3.47 -0.44 22.28 -22.80 -12.60 -10.10 6.94 -3.15 4.50 6.42 25.74 0.26 
          Syrian Arab Republic 16.19 4.20 1201 3.60 14.30 1.60 -9.90 -3.80 5.80 0.73 6.53 3.25 0.44 5.20 n.a. 
          Costa Rica 4.02 4.40 3940 14.85 -2.36 13.73 -21.80 -11.05 -6.63 1.45 -5.19 1.22 0.92 28.57 0.04 
          Turkey 66.67 4.50 2999 2.82 -2.60 9.46 -14.28 -7.87 -12.47 5.18 -7.29 2.58 3.35 12.28 0.06 
          Egypt 67.88 4.60 1454 1.02 1.55 1.86 -13.31 -4.72 -13.61 4.51 -9.10 8.01 1.83 2.87 0.18 
          Chile 15.21 6.30 4638 18.54 -2.54 3.27 -14.72 -9.47 -4.92 -0.12 -5.04 0.71 0.18 21.81 0.10 
          Malaysia 22.22 7.00 4035 12.85 4.52 65.86 -64.01 -47.81 -28.59 -2.82 -31.40 -1.27 5.13 78.71 0.05 
          Thailand 62.81 7.20 1945 8.97 -2.89 27.20 -28.00 -18.38 -13.10 -1.06 -14.16 0.44 3.03 36.17 0.18 
          Korea, Republic of 46.74 7.60 9782 1.30 -4.27 26.32 -18.23 -10.22 -5.10 -0.36 -5.47 0.24 20.27 27.62 0.06 
Average 33.19 4.74 2885 6.62 1.07 14.32 -21.25 -11.86 -11.10 1.25 -9.85 4.86 3.40 20.94 0.12 
*Countries in italics represent oil exporters with net exports to GDP ratio of over 6% 

Source: World Bank Development Indicators CD (2002)



Table 5.2 Results of Applying Thirlwall’s Model to Syria 

  y X y*1  Y*2 (x/(m/y)) m/y 
6.3% 16.5% 6.1% 6.1% 2.71 
Source: Own calculations based on IMF CD-Rom 
 
Notes:  
 
1. To test Thirlwall’s law, an average balance-of-payments constrained growth rate is calculated and then 
compared with its corresponding actual growth rate. The equilibrium BOP constrained growth rates (y*1) 
and (y*2) were estimated based on the normalized cointegration coefficient for exports and from the simple 
income elasticity of demand for imports, respectively. Following the standard procedure, the test for 
stationarity and its type was completed to verify that the variables are integrated of the same order.  
            
2. (m/y) Denotes implicit income elasticity of imports calculated as average growth in imports/ average 
growth in GDP from 1960-99 and x represents the growth rate of exports over the same period. 
 
 



 
Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

             
Current account balance -979 149 146 143 142 142 144 147  -799 -49 144 
Trade balance -996 795 753 712 700 719 771 857  -1,089 251 752 
             
Exports (Goods, Services and Transfers) 5,715 8,181 8,015 7,852 7,771 7,775 7,868 8,054  6,385 7,282 7,889 
% Growth Rate (Annual) 0.7% -8.3% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4%  5.4% 3.2% -0.2% 
Exports (Goods), f.o.b.  3,153 5,822 5,679 5,537 5,475 5,497 5,605 5,807  3,559 4,798 5,600 
% Growth Rate (Annual) 1.7% -12.3% -2.5% -2.5% -1.1% 0.4% 2.0% 3.6%  6.8% 7.8% 0.0% 
Minerals, fuels, lubricants and related materials 2124.1 4307.2 4003.3 3605.3 3247.0 2924.5 2634.3 2373.0  2328.3 3398.0 3131.2 
% of  exports 67.4% 74.0% 70.5% 65.1% 59.3% 53.2% 47.0% 40.9%  65.6% 69.5% 56.0% 
Crude Oil 1,876 3906 3610 3249 2924 2632 2369 2132  2,058 3,044 2,819 
Price 0.11 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.19 0.122 0.156 0.190 
Quantity 16904.6 21111.0 18999.9 17099.9 15389.9 13850.9 12465.8 11219.3 -10.0% 16797.9 19165.3 14837.6 
% Growth Rate (Annual) 1.1% -7.0% -7.6% -10.0% -10.0% -10.0% -10.0% -10.0%  8.8% 11.3% -9.6% 
% Growth Rate (Quantities)  15.7% -7.0% -10.0% -10.0% -10.0% -10.0% -10.0% -10.0%  4.9% 3.6% -10.0% 
% of 1 88.3% 90.7% 90.2% 90.1% 90.1% 90.0% 89.9% 89.8%  88.2% 89.0% 90.0% 
1.2 Phosphate 15.4 29.5 27.5 27.1 26.6 26.2 25.8 25.4  25.0 33.5 26.4 
Price 0.019 0.026 0.03 0.03 0.03 0.03 0.03 0.03 0.03 0.022 0.025 0.025 
Quantity 821.4 1116.0 1097.9 1080.1 1062.6 1045.4 1028.4 1011.7 -2% 1135.7 1360.7 1054.3 
% Growth Rate (Annual) -64.6% -7.0% -6.5% -1.6% -1.6% -1.6% -1.6% -1.6%  -0.8% 3.3% -2.4% 
% Growth Rate (Quantities)  -33.7% -7.0% -1.6% -1.6% -1.6% -1.6% -1.6% -1.6%  7.1% -1.6% -1.6% 
% of 1 0.7% 0.7% 0.7% 0.8% 0.8% 0.9% 1.0% 1.1%  1.1% 1.2% 0.9% 
1.2 Other minerals and fuels 233.0 372.2 365.8 329.2 296.3 266.6 240.0 216.0  245.4 320.4 285.6 
Price 0.102 0.174 0.190 0.190 0.190 0.190 0.190 0.190 0.190 0.120 0.141 0.190 
Quantity 2276.0 2139.0 1925.1 1732.6 1559.3 1403.4 1263.1 1136.8 -10.0% 2127.7 2269.2 1503.4 
% Growth Rate (Annual) -27.2% -7.0% -1.7% -10.0% -10.0% -10.0% -10.0% -10.0%  -7.8% 21.6% -8.6% 
% Growth Rate (Quantities)  -29.9% -7.0% -10.0% -10.0% -10.0% -10.0% -10.0% -10.0%  -13.6% 7.0% -10.0% 
% of 1 11.0% 8.6% 9.1% 9.1% 9.1% 9.1% 9.1% 9.1%  10.7% 9.8% 9.1% 
2. Non-Fuel Exports 1,029 1,515 1,675 1,932 2,228 2,572 2,971 3,434  1,231 1,400 2,469 
% of exports 32.6% 26.0% 29.5% 34.9% 40.7% 46.8% 53.0% 59.1%  34.4% 30.5% 44.0% 
% Growth Rate  16.8% -24.5% 10.6% 15.3% 15.4% 15.4% 15.5% 15.6%  11.5% 5.3% 14.6% 
2.1 Live Animals Chiefly for Food 104.5 59.7 62.7 75.2 90.2 108.3 129.9 155.9  96.0 71.8 103.7 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

Price 9.68 2.98 2.61 2.61 2.61 2.61 2.61 2.61 2.61 12.57 2.83 2.61 
Quantity 10.8 20.0 24.0 28.8 34.6 41.5 49.8 59.7 20.0% 8.1 27.1 39.7 
% Growth Rate (Annual) -14.8% -24.5% 5.0% 20.0% 20.0% 20.0% 20.0% 20.0%  5.6% 4.0% 17.5% 
% Growth Rate (Quantities)  2.9% -24.5% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%  -12.5% 45.4% 20.0% 
% of 2 10.2% 3.9% 3.7% 3.9% 4.0% 4.2% 4.4% 4.5%  8.5% 5.3% 4.1% 
2.2 Raw Agricultural Exports: 338.4 480.7 520.9 606.0 705.8 822.8 960.1 1121.5  384.3 489.6 789.5 
Price 0.45 0.68 0.64 0.64 0.64 0.64 0.64 0.64 0.64 0.46 0.62 0.64 
Quantity 745.4 705.6 809.5 941.8 1096.8 1278.7 1492.1 1742.9  890.2 852.8 1227.0 
% Growth Rate (Annual) 30.8% -24.5% 8.4% 16.3% 16.5% 16.6% 16.7% 16.8% 15.2% 18.4% 5.1% 15.2% 
% Growth Rate (Quantities)  81.4% -24.5% 14.7% 16.3% 16.5% 16.6% 16.7% 16.8%  36.0% -2.3% 16.3% 
% of 2 32.9% 31.7% 31.1% 31.4% 31.7% 32.0% 32.3% 32.7%  31.4% 35.3% 31.9% 
    2.2.1 Tomatoes 24.8 86.9 121.2 145.4 174.5 209.4 251.2 301.5  34.9 85.1 200.5 
Price 0.39 0.44 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.49 0.51 0.52 
Quantity 64.3 195.4 234.5 281.4 337.7 405.3 486.3 583.6 20.0% 67.8 171.0 388.2 
% Growth Rate (Annual) 153.2% -24.5% 39.4% 20.0% 20.0% 20.0% 20.0% 20.0%  63.1% 12.9% 23.2% 
% Growth Rate (Quantities)  152.2% -24.5% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%  47.3% 15.9% 20.0% 
% of 2.2 7.3% 18.1% 23.3% 24.0% 24.7% 25.4% 26.2% 26.9%  8.6% 18.2% 25.1% 
    2.2.2 Oranges 0.4 14.9 19.4 22.3 25.7 29.5 33.9 39.0  2.2 11.8 28.3 
Price 0.73 0.58 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.69 0.66 0.65 
Quantity 0.6 25.8 29.7 34.1 39.3 45.1 51.9 59.7 15.0% 2.8 19.1 43.3 
% Growth Rate (Annual) 63.3% -24.5% 30.3% 15.0% 15.0% 15.0% 15.0% 15.0%  541.3% 117.9% 13.2% 
% Growth Rate (Quantities)  20.0% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  421.4% 57.8% 15.0% 
% of 2.2 0.1% 3.1% 3.7% 3.7% 3.6% 3.6% 3.5% 3.5%  0.5% 2.6% 3.6% 
    2.2.3 Mandarine 0.4 10.4 9.1 10.0 11.0 12.1 13.3 14.7  3.4 9.3 11.7 
Price 0.6 18.1 14.43 14.43 14.43 14.43 14.43 14.43 14.43 4.6 14.0 14.4 
Quantity 0.64 0.6 0.6 0.7 0.8 0.8 0.9 1.0 10.0% 0.71 0.69 0.81 
% Growth Rate (Annual)  -24.5% -12.3% 10.0% 10.0% 10.0% 10.0% 10.0%  -26.7% 19.9% 6.3% 
% Growth Rate (Quantities)   -24.5% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%  -47.1% -1.2% 10.0% 
% of 2.2 0.1% 2.2% 1.7% 1.7% 1.6% 1.5% 1.4% 1.3%  0.5% 2.0% 1.5% 
    2.2.4 Potatoes 19.6 5.7 6.4 7.4 8.5 9.7 11.2 12.9  28.2 9.5 9.3 
Price 0.29 0.44 0.44 0.44 0.44 0.44 0.44 0.44 0.44 0.42 0.45 0.44 
Quantity 67.4 12.8 14.7 16.9 19.5 22.4 25.7 29.6 15.0% 65.0 21.8 21.5 
% Growth Rate (Annual) -72.2% -24.5% 13.2% 15.0% 15.0% 15.0% 15.0% 15.0%  -26.3% 32.4% 14.7% 
% Growth Rate (Quantities)  -50.2% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  -30.8% 25.5% 15.0% 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% of 2.2 5.8% 1.2% 1.2% 1.2% 1.2% 1.2% 1.2% 1.1%  8.9% 2.1% 1.2% 
    2.2.5 Grapes 7.4 31.5 38.5 44.2 50.9 58.5 67.3 77.4  13.1 27.0 56.1 
Price 0.64 0.89 0.94 0.94 0.94 0.94 0.94 0.94 0.94 0.84 0.98 0.94 
Quantity 11.7 35.5 40.8 46.9 53.9 62.0 71.3 82.0 15.0% 15.1 29.3 59.5 
% Growth Rate (Annual) -2.0% -24.5% 22.0% 15.0% 15.0% 15.0% 15.0% 15.0%  27.0% 25.3% 16.2% 
% Growth Rate (Quantities)  -7.1% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  5.9% 37.7% 15.0% 
% of 2.2 2.2% 6.6% 7.4% 7.3% 7.2% 7.1% 7.0% 6.9%  3.4% 5.6% 7.2% 
    2.2.6 Cumin 17.0 93.6 72.4 83.2 95.7 110.1 126.6 145.6  18.3 55.0 105.6 
Price 1.24 3.29 2.21 2.21 2.21 2.21 2.21 2.21 2.21 1.46 2.32 2.21 
Quantity 13.7 28.5 32.8 37.7 43.3 49.8 57.3 65.9 15.0% 13.6 20.6 47.8 
% Growth Rate (Annual) 47.3% -24.5% -22.7% 15.0% 15.0% 15.0% 15.0% 15.0%  13.8% 39.1% 8.7% 
% Growth Rate (Quantities)  158.5% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  39.6% 19.9% 15.0% 
% of 2.2 5.0% 19.5% 13.9% 13.7% 13.6% 13.4% 13.2% 13.0%  4.8% 11.4% 13.5% 
    2.2.7 Lentil 3.0 15.1 16.7 18.4 20.2 22.3 24.5 26.9  20.6 26.5 21.5 
Price 0.39 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.63 0.42 0.61 0.63 
Quantity 7.6 24.2 26.6 29.3 32.2 35.4 38.9 42.8 10.0% 56.4 46.0 34.2 
% Growth Rate (Annual) -70.5% -24.5% 10.4% 10.0% 10.0% 10.0% 10.0% 10.0%  210.2% -8.3% 10.1% 
% Growth Rate (Quantities)  -58.7% -24.5% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%  286.2% -15.3% 10.0% 
% of 2.2 0.9% 3.2% 3.2% 3.0% 2.9% 2.7% 2.5% 2.4%  4.9% 5.1% 2.8% 
    2.2.8 Wheat 1.7 10.6 7.6 7.9 8.2 8.5 8.8 9.1  17.9 57.4 8.4 
Price 0.26 0.26 0.18 0.18 0.18 0.18 0.18 0.18 0.18 0.26 0.24 0.18 
Quantity 6.6 41.4 42.9 44.5 46.1 47.8 49.6 51.4 3.7% 77.8 259.2 47.0 
% Growth Rate (Annual) -72.1% -24.5% -28.4% 3.7% 3.7% 3.7% 3.7% 3.7%  172.4% 5.5% -1.7% 
% Growth Rate (Quantities)  -80.8% -24.5% 3.7% 3.7% 3.7% 3.7% 3.7% 3.7%  198.5% 3.7% 3.7% 
% of 2.2 0.5% 2.2% 1.5% 1.3% 1.2% 1.0% 0.9% 0.8%  4.2% 8.9% 1.1% 
Total Value of 2.2.1-2.2.8 74.3 268.8 291.2 338.8 394.6 460.0 536.8 627.0  137.2 273.4 441.4 
% of 2.2 22.0% 55.9% 55.9% 55.9% 55.9% 55.9% 55.9% 55.9%  35.9% 55.8% 55.9% 
Total Quantities of 2.2.1-2.2.8 172.5 364.2 422.6 491.5 572.8 668.7 782.0 916.1  299.1 530.6 642.3 
% of 2.2 23.1% 51.6% 52.2% 52.2% 52.2% 52.3% 52.4% 52.6%  35.1% 60.5% 52.3% 
2.3 Miscellanious edible products and preparations 0.2 27.8 33.0 38.0 43.7 50.2 57.8 66.4  6.3 20.3 48.2 
Price 2.05 0.63 0.65 0.65 0.65 0.65 0.65 0.65 0.65 1.98 0.67 0.65 
Quantity 0.1 44.0 50.5 58.1 66.8 76.9 88.4 101.7 15.0% 2.5 31.1 73.7 
% Growth Rate (Annual) 475.0% -24.5% 18.7% 15.0% 15.0% 15.0% 15.0% 15.0%  511.9% 14.5% 15.6% 
% Growth Rate (Quantities)  0.0% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  348.7% 38.8% 15.0% 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% of 2 0.0% 1.8% 2.0% 2.0% 2.0% 2.0% 1.9% 1.9%  0.5% 1.4% 2.0% 
Foodstuff and tobacco 37.2 79.1 91.3 104.8 120.3 138.0 158.4 181.8  45.4 63.8 132.4 
Price 0.34 0.59 0.59 0.59 0.59 0.59 0.59 0.59 0.59 0.55 0.61 0.59 
Quantity 108.3 134.9 154.8 177.6 203.8 233.9 268.4 308.0 14.8% 85.5 109.0 224.4 
% Growth Rate (Annual) 11.8% -24.5% 15.4% 14.8% 14.8% 14.8% 14.8% 14.8%  16.5% 7.8% 14.9% 
% Growth Rate (Quantities)  78.7% -24.5% 14.8% 14.8% 14.8% 14.8% 14.8% 14.8%  23.0% 14.8% 14.8% 
% of 2 3.6% 5.2% 5.5% 5.4% 5.4% 5.4% 5.3% 5.3%  3.7% 4.5% 5.4% 
    Tobacco 4.2 3.7 4.1 4.7 5.4 6.2 7.1 8.2  3.9 4.2 5.9 
Price 2.10 1.76 1.69 1.69 1.69 1.69 1.69 1.69 1.69 1.80 1.72 1.69 
Quantity 2.0 2.1 2.4 2.8 3.2 3.7 4.2 4.8 15.0% 2.1 3.1 3.5 
% Growth Rate (Annual) 113.6% -24.5% 10.6% 15.0% 15.0% 15.0% 15.0% 15.0%  29.7% 81.7% 14.3% 
% Growth Rate (Quantities)  53.8% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  29.8% 29.9% 15.0% 
% of 2 11.3% 4.6% 4.4% 4.5% 4.5% 4.5% 4.5% 4.5%  8.9% 7.2% 4.5% 
    Sugar and sugar preparations 10.5 8.1 7.8 9.0 10.3 11.9 13.7 15.7  10.1 7.2 11.4 
Price 0.17 0.70 0.59 0.59 0.59 0.59 0.59 0.59 0.59 0.30 0.65 0.59 
Quantity 60.4 11.6 13.4 15.4 17.7 20.3 23.4 26.9 15.0% 37.4 15.1 19.5 
% Growth Rate (Annual) 81.7% -24.5% -3.8% 15.0% 15.0% 15.0% 15.0% 15.0%  26.4% 5.5% 11.9% 
% Growth Rate (Quantities)  228.3% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  54.5% 120.7% 15.0% 
% of 2 28.2% 10.3% 8.6% 8.6% 8.6% 8.6% 8.6% 8.7%  22.3% 11.6% 8.6% 
    Olive Oil  7.4 9.0 10.3 11.9 13.7 15.7 18.1  14.9 6.1 13.1 
Price  3.02 3.20 3.20 3.20 3.20 3.20 3.20 3.20 2.61 3.19 3.20 
Quantity   2.4 2.8 3.2 3.7 4.3 4.9 5.6 15.0% 5.7 2.0 4.1 
% Growth Rate (Annual)  -24.5% 21.9% 15.0% 15.0% 15.0% 15.0% 15.0%   66.1% 16.2% 
% Growth Rate (Quantities)   -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  15.1% 79.3% 15.0% 
% of 2 0.0% 9.3% 9.8% 9.9% 9.9% 9.9% 9.9% 10.0%  10.7% 10.0% 9.9% 
Chemicals and related products 6.2 55.3 70.7 81.3 93.5 107.5 123.6 142.2  11.9 44.8 103.1 
Price 0.83 0.93 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.30 1.02 1.04 
Quantity 7.5 59.3 68.2 78.4 90.2 103.7 119.3 137.2 15.0% 9.0 45.0 99.5 
% Growth Rate (Annual) -14.2% -24.5% 27.9% 15.0% 15.0% 15.0% 15.0% 15.0%  28.5% 41.7% 17.1% 
% Growth Rate (Quantities)  1.4% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  10.0% 39.0% 15.0% 
% of 2 0.6% 3.6% 4.2% 4.2% 4.2% 4.2% 4.2% 4.1%  0.9% 3.2% 4.2% 
Rubber manufactures 4.8 13.4 16.9 19.4 22.3 25.7 29.6 34.0  5.2 10.1 24.7 
Price 2.52 1.01 1.11 1.11 1.11 1.11 1.11 1.11 1.11 1.93 1.06 1.11 
Quantity 1.9 13.3 15.2 17.5 20.2 23.2 26.7 30.7 15.0% 3.1 9.7 22.2 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% Growth Rate (Annual) 74.9% -24.5% 26.4% 15.0% 15.0% 15.0% 15.0% 15.0%  20.8% 20.0% 16.9% 
% Growth Rate (Quantities)  46.2% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  49.5% 16.6% 15.0% 
% of 2 0.5% 0.9% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%  0.4% 0.7% 1.0% 
Leather and leather manufactures 25.6 30.5 25.2 28.7 32.7 37.3 42.5 48.5  32.1 23.2 35.8 
    Leather 21.7 25.4 21.0 23.9 27.3 31.1 35.4 40.4  23.7 18.7 29.8 
Price 4.26 3.26 2.36 2.36 2.36 2.36 2.36 2.36 2.36 4.40 2.45 2.36 
Quantity 5.1 7.8 8.9 10.1 11.6 13.2 15.0 17.1 14.0% 5.3 7.3 12.6 
% Growth Rate (Annual) 25.2% -24.5% -17.5% 14.0% 14.0% 14.0% 14.0% 14.0%  7.0% 21.1% 8.8% 
% Growth Rate (Quantities)  -3.8% -24.5% 14.0% 14.0% 14.0% 14.0% 14.0% 14.0%  0.9% 14.0% 14.0% 
% of 2 2.1% 1.7% 1.3% 1.2% 1.2% 1.2% 1.2% 1.2%  1.9% 1.3% 1.2% 
Cork and wood manufactures excluding furniture 1.9 2.6 2.2 2.4 2.5 2.7 2.9 3.1  2.4 2.2 2.6 
Price 0.42 0.67 0.54 0.54 0.54 0.54 0.54 0.54 0.54 0.78 0.60 0.54 
Quantity 4.6 3.8 4.1 4.4 4.7 5.0 5.3 5.7 6.9% 3.5 3.6 4.9 
% Growth Rate (Annual) 36.1% -24.5% -13.4% 6.9% 6.9% 6.9% 6.9% 6.9%  20.6% 8.2% 3.5% 
% Growth Rate (Quantities)  -6.1% -24.5% 6.9% 6.9% 6.9% 6.9% 6.9% 6.9%  -9.5% 6.9% 6.9% 
% of 2 0.2% 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%  0.2% 0.2% 0.1% 
Paper, paperboard, etc.. 4.4 14.5 17.5 20.2 23.2 26.7 30.7 35.3  6.8 11.1 25.6 
Price 2.12 1.29 1.35 1.35 1.35 1.35 1.35 1.35 1.35 2.84 1.35 1.35 
Quantity 2.1 11.3 13.0 14.9 17.2 19.7 22.7 26.1 15.0% 2.4 8.4 18.9 
% Growth Rate (Annual) 31.7% -24.5% 20.5% 15.0% 15.0% 15.0% 15.0% 15.0%  27.2% 22.4% 15.9% 
% Growth Rate (Quantities)  40.0% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  23.2% 23.9% 15.0% 
% of 2 0.4% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%  0.5% 0.8% 1.0% 
Textile, yarn, fabrics and related products 457.5 631.9 709.0 815.3 937.6 1078.3 1240.0 1426.0  558.9 573.8 1034.4 
Price 2.08 1.83 1.78 1.78 1.78 1.78 1.78 1.78 1.78 2.97 1.84 1.78 
Quantity 220.3 345.4 397.3 456.8 525.4 604.2 694.8 799.0 15.0% 192.0 315.7 579.6 
% Growth Rate (Annual) 17.7% -24.5% 12.2% 15.0% 15.0% 15.0% 15.0% 15.0%  11.3% 7.0% 14.5% 
% Growth Rate (Quantities)  19.0% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  -0.6% 16.8% 15.0% 
% of 2 44.4% 41.7% 42.3% 42.2% 42.1% 41.9% 41.7% 41.5%  45.0% 40.9% 42.0% 
    Cotton seed oil  3.0 2.9 3.1 3.2 3.3 3.5 3.6   5.4 3.3 
Price  0.45 0.43 0.43 0.43 0.43 0.43 0.43 0.43  0.45 0.43 
Quantity  6.5 6.8 7.1 7.3 7.6 8.0 8.3 4.1%  12.2 7.5 
% Growth Rate (Annual)  -24.5% -0.2% 4.1% 4.1% 4.1% 4.1% 4.1%   0.4% 3.4% 
% Growth Rate (Quantities)   -24.5% 4.1% 4.1% 4.1% 4.1% 4.1% 4.1%   4.1% 4.1% 
% of 2  0.5% 0.4% 0.4% 0.3% 0.3% 0.3% 0.3%   1.0% 0.3% 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

    Cotton raw 190.5 358.2 381.1 438.3 504.1 579.7 666.6 766.6  205.7 320.9 556.1 
Price 1.03 1.29 1.19 1.19 1.19 1.19 1.19 1.19 1.19 1.34 1.24 1.19 
Quantity 185.2 277.4 319.0 366.9 421.9 485.2 558.0 641.7 15.0% 157.3 259.5 465.5 
% Growth Rate (Annual) -3.4% -24.5% 6.4% 15.0% 15.0% 15.0% 15.0% 15.0%  -0.5% 17.2% 13.6% 
% Growth Rate (Quantities)  16.6% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  -6.0% 20.9% 15.0% 
% of 2 41.6% 56.7% 53.8% 53.8% 53.8% 53.8% 53.8% 53.8%  38.5% 55.6% 53.8% 
Leather footwear 15.2 29.9 31.7 35.1 38.9 43.1 47.8 52.9  32.5 26.2 41.6 
    Shoes 12.8 26.0 27.6 30.5 33.8 37.5 41.5 46.0  29.1 20.9 36.2 
Price 3.1 2.7 2.58 2.58 2.58 2.58 2.58 2.58 2.58 5.0 2.8 2.6 
Quantity 4.1 9.7 10.7 11.8 13.1 14.6 16.1 17.9 10.8% 5.4 7.9 14.0 
% Growth Rate (Annual) 56.0% -24.5% 5.8% 10.8% 10.8% 10.8% 10.8% 10.8%  62.4% 60.4% 10.0% 
% Growth Rate (Quantities)  57.7% -24.5% 10.8% 10.8% 10.8% 10.8% 10.8% 10.8%  34.2% 10.8% 10.8% 
% of 2 1.2% 1.7% 1.6% 1.6% 1.5% 1.5% 1.4% 1.3%  2.2% 1.5% 1.5% 
Glass, glassware and pottery 3.8 15.0 14.8 17.0 19.5 22.5 25.8 29.7  4.8 9.3 21.6 
Price 0.21 0.15 0.13 0.13 0.13 0.13 0.13 0.13 0.13 0.18 0.14 0.13 
Quantity 18.0 97.8 112.5 129.3 148.7 171.0 196.7 226.2 15.0% 26.7 64.4 164.1 
% Growth Rate (Annual) 27.3% -24.5% -1.2% 15.0% 15.0% 15.0% 15.0% 15.0%  16.6% 35.5% 12.3% 
% Growth Rate (Quantities)  -6.7% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  18.8% 23.4% 15.0% 
% of 2 0.4% 1.0% 0.9% 0.9% 0.9% 0.9% 0.9% 0.9%  0.4% 0.6% 0.9% 
Pearls, precious stones and semi-precious stones 0.3 0.2 0.2 0.2 0.3 0.3 0.3 0.4  0.3 0.2 0.3 
Price 7.37 2.58 2.87 2.87 2.87 2.87 2.87 2.87 2.87 7.63 2.94 2.87 
Quantity 0.04 0.1 0.1 0.1 0.1 0.1 0.1 0.1 15.0% 0.04 0.09 0.10 
% Growth Rate (Annual) 371.4% -24.5% 27.8% 15.0% 15.0% 15.0% 15.0% 15.0%  100.6% 62.7% 17.1% 
% Growth Rate (Quantities)  300.0% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  87.8% 72.1% 15.0% 
% of 2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%  0.0% 0.0% 0.0% 
Manufactures of metal 11.1 24.1 29.3 30.9 32.5 34.3 36.2 38.1  17.3 21.9 33.5 
Price 3.25 1.29 1.48 1.48 1.48 1.48 1.48 1.48 1.48 2.59 1.45 1.48 
Quantity 3.4 18.7 19.7 20.8 21.9 23.1 24.4 25.7 5.4% 12.6 15.3 22.6 
% Growth Rate (Annual) 21.5% -24.5% 21.4% 5.4% 5.4% 5.4% 5.4% 5.4%  26.3% 24.8% 8.1% 
% Growth Rate (Quantities)  13.3% -24.5% 5.4% 5.4% 5.4% 5.4% 5.4% 5.4%  219.9% 5.4% 5.4% 
% of 2 1.1% 1.6% 1.7% 1.6% 1.5% 1.3% 1.2% 1.1%  1.3% 1.6% 1.4% 
General industrial machinery and equipment 10.1 39.7 40.6 46.7 53.7 61.7 71.0 81.6  15.1 22.5 59.2 
Price 2.47 1.72 1.52 1.52 1.52 1.52 1.52 1.52 1.52 2.62 1.54 1.52 
Quantity 4.1 23.1 26.6 30.6 35.2 40.5 46.5 53.5 15.0% 6.0 13.7 38.8 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% Growth Rate (Annual) 20.8% -24.5% 2.2% 15.0% 15.0% 15.0% 15.0% 15.0%  23.2% 44.1% 12.9% 
% Growth Rate (Quantities)  -6.8% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  20.5% 30.9% 15.0% 
% of 2 1.0% 2.6% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%  1.2% 1.5% 2.4% 
Other transport equipment 1.2 2.0 3.7 4.3 4.9 5.7 6.5 7.5  1.5 1.4 5.4 
Price 1.48 0.62 1.00 1.00 1.00 1.00 1.00 1.00 1.00 2.18 0.89 1.00 
Quantity 0.8 3.3 3.7 4.3 5.0 5.7 6.5 7.5 15.0% 0.8 2.0 5.5 
% Growth Rate (Annual) 66.3% -24.5% 86.1% 15.0% 15.0% 15.0% 15.0% 15.0%  28.6% 28.8% 26.8% 
% Growth Rate (Quantities)  166.7% -24.5% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%  74.6% 78.3% 15.0% 
% of 2 0.1% 0.1% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%  0.1% 0.1% 0.2% 
Miscellanious manufactured articles 6.9 9.0 5.6 6.1 6.6 7.2 7.9 8.6  10.0 7.4 7.0 
% Growth Rate (Annual) 35.3% -24.5% -37.9% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 24.6% 10.8% 1.2% 
% of 2 0.7% 0.6% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%  0.8% 0.5% 0.3% 
             
Imports, f.o.b. -4,149 -5,027 -4,925 -4,825 -4,776 -4,778 -4,835 -4,949  -4,648 -4,547 -4,848 
% Growth Rate (Annual) 18.6% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4%  12.8% -0.1% -0.2% 
Live Animals Chiefly for Food -160.0 -45.0 -44.1 -43.2 -42.7 -42.7 -43.2 -44.3  -126.5 -62.6 -43.4 
% Growth Rate (Annual) 10.6% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) -6.1% -9.4% -0.2% 
% of Imports 3.86% 0.89% 0.89% 0.89% 0.89% 0.89% 0.89% 0.89%  2.9% 1.4% 0.9% 
Vegetables and Fruit -305.5 -440.9 -431.9 -423.1 -418.8 -419.0 -424.0 -434.0  -332.9 -408.4 -425.1 
% Growth Rate (Annual) 9.6% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 4.9% 6.6% -0.2% 
% of Imports 7.36% 8.77% 8.77% 8.77% 8.77% 8.77% 8.77% 8.77%  7.2% 9.0% 8.8% 
Miscellanious edible products and preparations -96.1 -76.8 -75.3 -73.7 -73.0 -73.0 -73.9 -75.6  -94.8 -96.3 -74.1 
% Growth Rate (Annual) 16.3% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 7.0% -3.9% -0.2% 
% of Imports 2.32% 1.53% 1.53% 1.53% 1.53% 1.53% 1.53% 1.53%  2.1% 2.2% 1.5% 
Products of foodstuffs and tobacco -208.3 -280.4 -274.7 -269.2 -266.4 -266.5 -269.7 -276.1  -257.1 -291.6 -270.4 
% Growth Rate (Annual) 19.4% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 18.4% -2.0% -0.2% 
% of Imports 5.02% 5.58% 5.58% 5.58% 5.58% 5.58% 5.58% 5.58%  5.5% 6.5% 5.6% 
Minerals, fuels, lubricants and related materials -194.5 -329.2 -322.5 -315.9 -312.7 -312.8 -316.5 -324.0  -167.5 -260.5 -317.4 
% Growth Rate (Annual) 31.3% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 14.7% 12.4% -0.2% 
% of Imports 4.69% 6.55% 6.55% 6.55% 6.55% 6.55% 6.55% 6.55%  3.7% 5.6% 6.5% 
Chemicals and related products -344.6 -497.5 -487.4 -477.5 -472.6 -472.8 -478.4 -489.8  -358.6 -433.7 -479.7 
% Growth Rate (Annual) 0.3% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 5.3% 3.5% -0.2% 
% of Imports 8.30% 9.90% 9.90% 9.90% 9.90% 9.90% 9.90% 9.90%  7.9% 9.5% 9.9% 
Rubber manufactures -197.2 -354.9 -347.7 -340.6 -337.1 -337.3 -341.3 -349.4  -231.5 -309.9 -342.2 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% Growth Rate (Annual) 3.0% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 16.8% 2.6% -0.2% 
% of Imports 4.75% 7.06% 7.06% 7.06% 7.06% 7.06% 7.06% 7.06%  5.0% 6.8% 7.1% 
Leather and leather manufactures -5.9 -2.0 -1.9 -1.9 -1.9 -1.9 -1.9 -1.9  -5.8 -3.0 -1.9 
% Growth Rate (Annual) -5.7% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 0.7% -9.7% -0.2% 
% of Imports 0.14% 0.04% 0.04% 0.04% 0.04% 0.04% 0.04% 0.04%  0.1% 0.1% 0.0% 
Cork and wood manufactures excluding furniture -66.6 -108.7 -106.5 -104.3 -103.3 -103.3 -104.5 -107.0  -88.1 -87.9 -104.8 
% Growth Rate (Annual) 32.4% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 20.4% 5.7% -0.2% 
% of Imports 1.61% 2.16% 2.16% 2.16% 2.16% 2.16% 2.16% 2.16%  1.9% 1.9% 2.2% 
Paper, paperboard, etc.. -73.0 -162.1 -158.8 -155.6 -154.0 -154.1 -155.9 -159.6  -87.1 -145.5 -156.3 
% Growth Rate (Annual) 11.3% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 10.1% 9.3% -0.2% 
% of Imports 1.76% 3.22% 3.22% 3.22% 3.22% 3.22% 3.22% 3.22%  1.9% 3.2% 3.2% 
Textile, yarn, fabrics and related products -350.1 -457.3 -448.0 -438.9 -434.4 -434.6 -439.8 -450.2  -356.4 -439.8 -441.0 
% Growth Rate (Annual) 33.3% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 15.6% 1.3% -0.2% 
% of Imports 8.44% 9.10% 9.10% 9.10% 9.10% 9.10% 9.10% 9.10%  7.7% 9.7% 9.1% 
Leather footwear -0.6 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0  -0.8 -0.7 -1.0 
% Growth Rate (Annual) 34.6% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 17.7% 23.2% -0.2% 
% of Imports 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02% 0.02%  0.0% 0.0% 0.0% 
Glass, glassware and pottery -39.6 -46.5 -45.5 -44.6 -44.1 -44.2 -44.7 -45.7  -43.0 -41.2 -44.8 
% Growth Rate (Annual) 6.4% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 11.4% 0.9% -0.2% 
% of Imports 0.95% 0.92% 0.92% 0.92% 0.92% 0.92% 0.92% 0.92%  0.9% 0.9% 0.9% 
Pearls, precious stones and semi-precious stones -1.0 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5  -1.0 -1.6 -0.5 
% Growth Rate (Annual) -3.5% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 175.2% 39.4% -0.2% 
% of Imports 0.02% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01%  0.0% 0.0% 0.0% 
Manufactures of metal -567.4 -844.0 -826.8 -810.0 -801.7 -802.1 -811.6 -830.9  -770.5 -741.2 -813.8 
% Growth Rate (Annual) 10.0% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 18.8% 0.0% -0.2% 
% of Imports 13.68% 16.79% 16.79% 16.79% 16.79% 16.79% 16.79% 16.79%  16.4% 16.3% 16.8% 
General industrial machinery and equipment -889.3 -876.6 -858.7 -841.3 -832.7 -833.1 -843.0 -863.0  -981.5 -730.4 -845.3 
% Growth Rate (Annual) 42.5% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 22.8% -0.1% -0.2% 
% of Imports 21.43% 17.44% 17.44% 17.44% 17.44% 17.44% 17.44% 17.44%  20.8% 15.9% 17.4% 
Other transport equipment -517.6 -377.7 -370.1 -362.6 -358.8 -359.0 -363.3 -371.9  -556.0 -343.5 -364.3 
% Growth Rate (Annual) 12.5% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 5.0% -0.4% -0.2% 
% of Imports 12.48% 7.51% 7.51% 7.51% 7.51% 7.51% 7.51% 7.51%  12.1% 7.6% 7.5% 
Miscellanious manufactured articles -131.8 -126.5 -123.9 -121.4 -120.1 -120.2 -121.6 -124.5  -188.6 -149.1 -121.9 
% Growth Rate (Annual) 18.4% -6.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% see (1) 26.8% -7.4% -0.2% 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

% of Imports 3.18% 2.52% 2.52% 2.52% 2.52% 2.52% 2.52% 2.52%  4.0% 3.4% 2.5% 
             
Services and income (net) -518 -1,139 -1,086 -1,033 -1,009 -1,015 -1,052 -1,123  -385 -796 -1,053 
% Growth Rate (Annual) -18.2% -8.8% -4.7% -4.9% -2.3% 0.6% 3.7% 6.7%  0.7% 27.2% -0.2% 
Receipts 2,027 1,865 1,858 1,851 1,845 1,841 1,837 1,835  2,152 1989 1844 
% Growth Rate (Annual) 29.9% 3.1% -0.4% -0.4% -0.3% -0.2% -0.2% -0.1%  11.5% -2.8% -0.3% 
      Freight and insurance 271 317 331 346 362 379 396 414  271 254 371 
% Growth Rate (Annual) 4.2% 26.8% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 0.8% 4.5% 4.5% 
      of which: Travel and tourism 1,011 989 970 951 932 914 896 879  1,069 1036 924 
% Growth Rate (Annual) 31.8% 2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% 11.9% -2.0% -2.0% 
      Government services 212 218 214 210 206 201 197 194  235 226 204 
% Growth Rate (Annual) 8.2% 2.9% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% -2.0% 6.8% -2.0% -2.0% 
      Other services 101 131 132 133 135 136 137 139  139 140 135 
% Growth Rate (Annual) -49.5% 2.9% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% -5.2% 1.0% 1.0% 
      Investment earnings 80 72 72 72 72 72 72 72  115 150 72 
% Growth Rate (Annual) 17.6% -37.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 39.7% -11.5% 0.0% 
      Seasonal remittances 352 138 138 138 138 138 138 138  322 183 138 
% Growth Rate (Annual) 402.9% 2.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 102.6% -10.7% 0.0% 
Payments -2,545 -3,004 -2,943 -2,884 -2,854 -2,855 -2,889 -2,958  -2,537 -2785 -2897 
% Growth Rate (Annual) 16.0% -1.8% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 1.9% 5.3% 1.9% -0.2% 
      Freight and insurance -711 -790 -773.6 -757.9 -750.1 -750.5 -759.4 -777.4  -760 -712 -761 
% Growth Rate (Annual) 12.0% 0.0% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 0.2% 6.7% 0.2% -0.2% 
      Travel and tourism -489 -783 -766.9 -751.3 -743.6 -744.0 -752.8 -770.7  -458 -663 -755 
% Growth Rate (Annual) 74.6% 3.0% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 6.3% 19.9% 6.3% -0.2% 
      Seasonal remittances -12 -37 -36.0 -35.3 -34.9 -34.9 -35.3 -36.2  -12 -30 -35 
% Growth Rate (Annual)  5.0% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 9.5% 20.4% 9.5% -0.2% 
      Investment earnings -1,091 -1,052 -1030.4 -1009.5 -999.1 -999.6 -1011.4 -1035.4  -1,072 -1075 -1014 
% Growth Rate (Annual) 1.7% -7.7% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 0.1% 0.7% 0.1% -0.2% 
        Oil and gas companies' receipts -911 -745 -633 -538 -457 -389 -330 -281  -865 -782 -438 
% Growth Rate (Annual) 0.4% -8.6% -15.0% -15.0% -15.0% -15.0% -15.0% -15.0% -15.0% -2.3% -15.0% -15.0% 
        Interest -180 -307 -316 -325 -335 -344 -354 -365  -207 -294 -340 
% Growth Rate (Annual) 8.8% -5.5% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 15.7% 2.9% 2.9% 
      Government services -163 -215 -210.2 -205.9 -203.8 -203.9 -206.3 -211.2  -174 -200 -207 
% Growth Rate (Annual) -14.7% 3.2% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 2.8% -1.5% 2.8% -0.2% 
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Table 5.3 Balance of Payments Medium Term Outlook: A Hypothetical Scenario for 2004-2009 (continued) 

(In millions of U.S. dollars) 1993  2003 2004 2005 2006 2007 2008 2009  
1992-
1996 

1997-
2003 

2004-
2009 

      Other services -79 -129 -126.3 -123.8 -122.5 -122.5 -124.0 -126.9  -61 -104 -124 
% Growth Rate (Annual) 393.8% 3.2% -2.0% -2.0% -1.0% 0.0% 1.2% 2.4% 10.5% 97.5% 10.5% -0.2% 
             
Transfers 535 493 479 465 451 438 425 412  675 496 445 
% Growth Rate (Annual) -47.4% 3.0% -2.9% -2.9% -2.9% -2.9% -2.9% -2.9% -2.9% -7.9% -2.9% -2.9% 
     of which: Workers' remittances 503 489 489 475 461 447 434 421  544 483 455 
                       Official transfers (net) 32 4 4 4 4 4 4 3  130 12 4 
             
Capital and financial account 810 -164 -191 -141 -93 -30 29 117  794 -20 -51 
% Growth Rate (Annual) 90.6% -28.6% 16.5% -26.4% -34.3% -67.1% -196.6% 297.7%  37.6% 19.3% -1.7% 
  Migrants' transfers 28 25 31 38 47 58 72 88  44 36 56 
% Growth Rate (Annual)  25.0% 23.4% 23.4% 23.4% 23.4% 23.4% 23.4% 23.4% 71.3% 23.4% 23.4% 
Financial account 782 -189 -222 -179 -140 -88 -42 29  759 -56 -107 
% Growth Rate (Annual) 84.0% -24.3% 17.4% -19.4% -22.0% -36.6% -52.3% -167.8%  34.8% -3.8% -46.8% 
  Direct investment 176 110 135 165 202 247 302 370  137 147 237 
% Growth Rate (Annual) 147.9% -4.3% 22.4% 22.4% 22.4% 22.4% 22.4% 22.4% 22.4% 29.8% 22.4% 22.4% 
  Long-term loans (net) -121 -97 -138 -134 -123 -123 -129 -127  51 -46 -129 
% Growth Rate (Annual) -38.9% -22.0% 41.2% -3.0% -7.6% -0.3% 5.2% -1.6%  -0.8% -86.8% 5.6% 
      Receipts 284 240 216 204 214 218 213 212 see (2) 418 292 213 
% Growth Rate (Annual) 19.3% 23.1% -10.2% -5.3% 4.7% 2.2% -2.5% -0.3%  43.1% -4.3% -1.9% 
      Payments   -405 -337 -353 -338 -337 -341 -342 -340 see (2) -368 -338 -342 
% Growth Rate (Annual) -7.1% 5.5% 4.6% -4.4% -0.2% 1.3% 0.3% -0.8%  -14.2% 23.3% 0.1% 
  Short-term loans (net) 727 -202 -219 -210 -218 -212 -215 -214  571 -156 -215 
% Growth Rate (Annual) 31.7% -16.0% 8.7% -4.1% 3.6% -2.6% 1.2% -0.5%  2.6% 17.7% 1.1% 
      Receipts 1,542 995 974 981 984 983 980 982  1,307 995 981 
% Growth Rate (Annual) 34.0% 1.0% -2.1% 0.7% 0.3% 0.0% -0.3% 0.2%  3.9% -3.1% -0.2% 
      Payments -815 -1,197 -1282.7 -1375.1 -1474.1 -1580.2 -1694.0 -1815.9  -736 -1,151 -1,537 
% Growth Rate (Annual) 36.1% -2.3% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2%  7.6% 7.2% 7.2% 
Errors and omissions  -5 231 103 103 103 103 103 103  202 103 103 
Overall balance -174 216 58 105 152 214 276 367  197 34 195 
Source: Own calculations based on Central Bank of Syria and CBS annual reports 1990-200
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Appendix - Figures 
 
 
Figure 2.1 Private and Public Investment: 1963-2002 

 

Source: Central Bureau of Statistics -Statistical Abstract  
 
Figure 2.2 Foreign Direct Investment (US$ Millions): 1992-2002 

Source: Central Bank of Syria  
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Figure 2.3 Share of Industrial Output by Sector in Net Domestic Product: 1989-
2002 

 

Source: Central Bureau of Statistics -Statistical Abstract  
 
Figure 2.4 Share of Chemical and Extractive Industries in Industrial Output: 
1988-2002 

Source: Central Bureau of Statistics -Statistical Abstract  
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Figure 2.5 Share of Food Beverages and Textiles and Leather Products in 
Industrial Output: 1989-2002 

 
Source: Central Bureau of Statistics -Statistical Abstract Yearbook 2003  
 
 
Figure 2.6 Composition of Industrial Output: 2002 

 
Source: Central Bureau of Statistics -Statistical Abstract Yearbook 2003  
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Figure 3.1 Composition of Imports by Type of Consumption: 1992-2002 

 
Source: Central Bureau of Statistics -Statistical Abstract Yearbook 2003  

 

Figure 4.1 GDP Growth (1980-2000) and Average Tarrif for Non-
Agricultural Products 1992-2000
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Figure 4.2 Import Duties as % of Total Imports: 1992-2002 
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Source: Central Bureau of Statistics –Syria; Statistical Abstract Yearbooks. 
 

Figure 4.3 RCA Ranking: Cotton
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Source: Authors’ calculations based on data from CBS-Syria and UNCTAD CD.  
  

Figure 4.5  RCA Rankings: Cotton Fabrics, Woven
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Figure 4.4 RCA Ranking:  Textile Yarn
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Figure 4.6  RCA Ranking: Men's Outwear 
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Source: Authors’ calculations based on date from CBS-Syria and UNCTAD CD.   
 
 
Figure 4.7 Market Share for Cotton: 1985-2000 
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Figure 4.8 Market Share for Textile Yarn: 1985-2000 
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Figure 4.9 Market Share for Crude Fertilizers: 1985-2000  
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Figure 5.1 Effect of Aggregate Demand Components on Output: 1963-2002 
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Figure 5.2 Actual (y) and Predicted (y*) Growth rates for Syria: 
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Figure 5.3a BOP Projections for Syria 2004-2009 (Scenario 1)
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Figure 5.3 b BOP Projections for Syria 2004-2009 (Scenario 2)
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Figure 5.4a BOP Projections for Syria 2004-2009 (Scenario 1)
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Figure 5.4b BOP Projections for Syria 2004-2009 (Scenario 2)
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Figure 5.5a Assumptions for BOP Projections for Syria 2004-2009 
(Scenario 1)
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Figure 5.5b Assumptions for BOP Projections for Syria 2004-2009 
(Scenario 2)
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Chapter Six 
 

Poverty in Syria 1996-2004: Diagnosis and Pro-Poor 
Policy Considerations 

 
Heba El Laithy 

Khalid Abu-Ismail 
 
 
5.1 Introduction 
 
This chapter presents a summary of the findings of a report by El Laithy and Abu-Ismail (2005) 
titled: “Poverty in Syria: 1996-2004, Diagnosis and Pro-Poor Policy Considerations”, which 
provides a detailed statistical analysis of household-level data for 1996-1997 and 2003-2004, as 
a contribution to the preparation of a comprehensive poverty reduction strategy for Syria. The 
study had four important functions: 

• It identified the overall scope and distribution of the problem of poverty, and 
thus indicates the direction and magnitude of the work needed to reduce it; 

• It isolated key correlates to poverty, and some of the ways in which they 
determine and affect the dimensions of poverty – thus providing guidance and 
testable hypotheses for the detailed sector-level work that needs to follow it; 

• It provided the analytical base for the evaluation of some of the public programs 
existing in Syria today, and can be used to simulate the effects on poverty of 
introducing many new programs. 

• It questioned the link between macroeconomic policies and poverty reduction 
and identifies sector- (trade, industrial, agricultural, employment) and macro-
based (monetary and fiscal) interventions for poverty reduction. 

 
Section two begins by providing a summary of the profile of the poor, growth 
distribution nexus and factors affecting poverty in Syria by means of multivariate 
analysis.  Poverty alleviation could be approached one of three ways: from a welfare, 
economic or human capital viewpoint. Section three focuses on the economic approach, 
suggesting pro-poor macroeconomic policies derived from other chapters in this case 
study and from similar work on macroeconomic policies for poverty reduction in Asia-
Pacific in Mckinley (2003). Finally, Section four ends with some implications for 
poverty reduction strategies in Syria.  
 
5.2 Poverty Overview 
 
5.2.1 Main Findings 

• In 2003-2004, almost 2.02 million individuals in Syria (11.4 per cent of the 
population) could not obtain their basic food and non-food needs. Using higher 
‘household-specific’ expenditure poverty lines, overall poverty in Syria rises to 
30.12 per cent, representing almost 5.3 million individuals; and with the $2 a 
day international measure, 10.36 per cent of Syrians are poor.  

• While poverty was generally more prevalent in rural than in urban areas of 
Syria, the greatest differences were geographic.  The North-Eastern region 
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(Idleb, Aleppo, Al Raqqa, Deir Ezzor and Hassakeh), both rural and urban, have 
the greatest incidence, depth and severity of poverty; the Southern urban region 
has very low levels of poverty; and the Middle and Coastal regions have 
intermediate levels of poverty. 

• Poverty decreased between 1996-1997and 2003-2004 for Syria as a whole, but 
regional patterns were different.  The incidence of poverty declined rapidly in 
the Middle and Southern regions, especially in rural areas.  The decline was 
moderate in urban areas of the North-Eastern and Coastal regions, and poverty 
actually rose in the rural parts of these regions. 

• Between the years 1997-2004, inequality in Syria, as a whole, rose slightly (the 
Gini index rising from 0.33 to 0.37, and the coefficient of variation also 
increasing from 82-88 per cent), however, increases in per capita expenditure 
outweighed the effect of this worsening distribution. Once again, the regional 
variation was significant: growth was not “pro-poor”- poverty fell sharply due 
to large expenditure increases, which outweighed some worsening in 
distribution.  In the rural Southern region, both, the size and the distribution of 
expenditure improved, lowering poverty; and in the rural North-Eastern region, 
the size and distribution of expenditure both worsened, raising poverty levels. 

• Education was the single characteristic with the strongest correlation to poverty 
risk in Syria. More than 18 per cent of the poor population was illiterate, and 
poverty was highest, deepest and most severe for these individuals. Poverty was 
inversely correlated with educational attainment, so that even a moderate 
improvement in education could reduce the ranks of the poor.  Differences in 
poverty headcount with respect to educational status were wide.  In urban areas, 
it ranged from 11.7 per cent among illiterate persons to only 1.5 per cent among 
university graduates. The corresponding rates in rural areas were 16.5 per cent 
and 5.0 per cent.  Poverty perpetuated the lack of education, leading to a vicious 
cycle of poverty and low education.   

• Occupationally, the highest poverty rates were among those self-employed in 
marginal and unskilled activities, or those who were unpaid workers.  
Agriculture and construction were over-represented (compared to their 
population share) within poor groups.  Moreover, the poor were more likely to 
work in the informal sector, which employed 48 per cent of them. 
Unemployment rates were correlated with poverty, as poverty incidence for the 
unemployed was higher than average in urban areas.  

• Widows as heads of household, with children, are very likely to be poor, and 
thus can be a targeted vulnerable group. Poverty interacted with gender to 
produce large gaps in educational enrollment among the poor-poor girls were 
less likely to be in school. 

• In Syria, as in other countries, larger families were more likely to be poorer than 
smaller ones.  Child labor was more prevalent in poor households, and thus in 
poorer regions.  For urban areas, 2.52 per cent of children aged 6-15 years were 
working.  

• Poverty status did not greatly affect access to most urban public services.  This 
was, for instance, true for drinking water in all urban regions, where the main 
source of drinking water for the poor was the public water network.  Access to 
sanitation was very low for poor households – only 29.4 per cent of the poor 
lived in houses that were connected to the sewer system. 
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5.2.2 The Poverty-Growth Nexus 
 
As noted by Islam (2004), Syria seems to be a case of ‘managing without growth’. 
Improvements in human development indicators are commendable and in some cases 
are above the standards attained by other countries in the MENA [Middle East and 
North Africa] region as well as other middle- income economies.1 It also seems well on 
the way to attaining many of the MDG targets – although there are substantial 
disparities between regions within the country. This salutary outcome at the aggregate 
level may be attributed to an activist public policy that entailed free education and 
health care services for the citizenry complemented by subsidised provision of basic 
necessities, such as bread, sugar, rice, heating fuel and gas. This seems to have been 
reinforced by an informal mechanism of social protection in which a dense network of 
family, friends and the local community have pooled their resources to support and 
sustain livelihoods of poor individuals. 
 
Comprehensive analyses of the household expenditure surveys (1996-97 and 2003-04) 
in this study suggest that poverty fell moderately over that time period even though 
inequality increased. The survey indicates a fall in income poverty as a result of a 
growth of per capita real expenditure of 2.0 per cent per annum between 1996-1997 and 
2003-2004. Yet, our earlier sources of growth analysis showed per capita GDP growth 
between 1996 and 2002 was a mere 1 per cent per annum. The increase in average 
salaries, after adjusting for inflation, was also a rather moderate 0.8 per cent per annum 
between 1997 and 2001.2 Furthermore, the national accounts reviewed suggest that 
private real expenditure grew at only 0.3 per cent per annum between 1996 and 2002 
and was in fact negative (-2.6 per cent) during the latter half of that period. This implies 
that there is a major inconsistency between the results of the survey and the national 
accounts.  
 
However, as Islam suggests, it is by no means obvious that estimates of private 
consumption derived from the national accounts are more robust than household 
survey-based estimates since the former are obtained as a ‘residual’.3 It is therefore 
entirely possible that the national accounts in the Syrian case have been unable to 
adequately reflect economic transactions mediated through the informal economy. 
Second, the consumption/income poverty estimates are consistent with improvements 
in human development indicators over the same period. They are also consistent with 
the fact that significant transfers are remitted by labor migrants through the informal 
channels. Nevertheless, the seeming paradox of progress in human development and 
reduction in poverty without growth – or best rather sluggish growth - lies at the core of 

                                                
 
Endnotes: 
 
1 See World Bank’s social indicators on Syria available at www.worldbank.org. These indicators can be 
accessed via the World Bank’s country brief on Syria. See World Bank [2004] Syria: country brief , 
Washington DC: World Bank.  See also the statistical appendix of UNDP [ 2004] Human Development 
Report, New York: Oxford University Press  
2 Calculated from data in the Millennium Development Report [2003, chapter 2].  
3 See Deaton [2002, 2003] for a persuasive attempt to resolve this  debate.  
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appreciating the achievements of Syrian policymakers as well as the future challenges 
that they face.4 
 
On the whole, Figure 5.1, shows the poverty rate in Syria to be in line with more 
affluent countries such as Lebanon, Jordan and Tunisia. Figure 5.2 shows regional 
disparities within Syria in distribution and growth of household expenditure. During the 
period from 1996-1997 to 2003-2004, all regions saw a slight increase in their GDP per 
capita and the average per capita expenditure for grew from 3,085 to 3,541 SP per 
month, representing an annual growth rate of 1.9 per cent. 

 
There are, however, major differences in expenditure per capita at the sub-national level 
– with GDP per capita expenditure being higher in the Southern part of Syria. The 

                                                
4 This paradox of improvements in human development and reduction in poverty in a context of little or 
no growth does not seem to have been recognised by influential studies on Syrian political economy. 
Thus Perthes, V [2001: 145] ‘The political economy of the Syrian succession’, Survival, 43[1]: 143-154, 
claims that ‘it is evident that the number of poor has been increasing’ and attributes this to ‘austerity 
policies of the last 15 years’. A report by the Brussels -based International Crisis Group  [2004:13] ‘Syria 
under Bashar’, vols 1 and 2, February, Brussels highlights ‘compelling evidence’ of widespread and 
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highest per capita expenditure levels were recorded for the Southern Syrian region, 
totaling 4,110 SP per month (with an annual growth rate of 2.13 percent). Per capita 
expenditure for the North-Eastern region on the other hand has remained at 3,487 SP 
per month in 2003-2004. The Middle region recorded the highest rate of growth of all 
four regions (3.9 per cent annually), while the Coastal region recorded the second 
highest per capita GDP in Syria at 4,023 SP per month. Its annual growth rate however 
was the lowest, 0.56 per cent, per year.  
 
Disparities in the incidence of poverty are also evident across regions in Syria. For 
example, in the rural North-Eastern region, the percentage of people living under one 
dollar per day is more than tenfold that in the urban area. Likewise, extreme poverty in 
the North-Eastern region is more than quadruple that of the Coastal region (Figure 5.3). 
In addition, the percentage of people living under two dollars per day in Syria is 
approximately 10.3 per cent with poverty rates in rural areas reaching almost triple 
those in urban areas. Again the North-Eastern region scores the highest (8.53 and 21.59 
per cent for the urban and rural areas, respectively). Rural-urban disparities are also 
evident in all other regions (Figure 5.4).  
 
 5.2.3 Overall Poverty and Inequality in 2003-2004 
 
• In 2003-2004, the poor in Syria – those who could not meet their basic food and 

non-food needs – were 11.4 per cent of the population or approximately 2.02 
million individuals.  This measure uses the ‘lower’ household-specific poverty line.  
Using the internationally comparable $2 a day measure, poverty incidence was 
10.36 per cent, relatively low by international standards. 

• Though expenditure distribution among the population was relatively unequal, with 
a Gini index of 37.4, this is comparable to, or better than, the distribution in other 
countries at similar levels of development, see table 2.3.  The bottom 20 per cent of 
the population consumed only 7.24 per cent of all expenditure in Syria, and the 
richest 20 per cent consumed 45.25 per cent 

• Poverty in Syria is shallow, with relatively low values for the distribution-sensitive 
measures of P1 and P2.  The poverty gap index (P1) was 2.13 per cent, implying an 
annual poverty deficit per capita of just about SL 30.6–that is, most poor people 
were clustered just below the poverty line.   This means that if there were perfect 
targeting of poverty-alleviating transfers, it would have required only about SL 597 
million per year to fill the gap between actual poverty severity index, P2, was 0.62, 
which is also relatively low by the standard of middle-income countries.  Using the 
upper poverty line, overall poverty in Syria rises to 30.12 per cent, representing 
almost 5.3 million individuals.   

 
5.2.4 Regional Distribution of Poverty in 2003-2004 
 
• Poverty in Syria is concentrated in the North-Eastern region.  Overall poverty 

masks differences in welfare among regions and among governorates in regions. 
The incidence of poverty is the highest in the North-Eastern region (Idleb, Aleppo, 
Al Raqqa, Deir Ezzor and Hassakeh governorates).  Using the lower poverty line, 
poverty incidence is highest in the North-Eastern rural region (17.9 per cent), 

                                                                                                                                         
rising poverty. Plaut, S[1999] ‘The collapsing Syrian economy’, Middle East Quarterly, 6[3] is an 
example of a highly partisan account of S yria’s socio-economic record..  
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followed by North-Eastern urban region (11.2 per cent).  The incidence of poverty 
is less in the Southern urban region (Damascus, Rural Damascus, Daraa, El 
Suweida and Al Qunaitra governorates (5.8 per cent, figure 2.1 and 2.2).   
Differences in poverty measures across regions are statistically significant. The 
ranking of regions remains unchanged for other measures of poverty, indicating that 
not only do poor households in the North-Eastern rural region represent large 
proportions of their population, but that their expenditure level is far below the 
poverty line. In general, rural areas in all regions have higher poverty measures than 
their urban counterparts, with poverty incidence in rural areas between 1.55 to 1.96 
times higher than in urban areas. 

• Poverty was still concentrated in rural areas while extreme poverty, was relatively 
low in urban areas.  When using the lower poverty line, just over 50 per cent of the 
population reside in urban areas, which have just 38.8 per cent of the poor.  This 
helps to explain the relatively low national poverty rate.  By contrast, 58.1 per cent 
of the poor in Syria (using the same poverty line) live in just the North-Eastern 
region, which has just 44.8 percent of the total population.  Moreover, the North-
Eastern rural region’s poverty share increases with the distribution sensitive 
measures P1 and P2, reflecting the significant depth and severity of poverty in this 
region compared with the others.   

 
5.2.5 Changes in Poverty and Inequality: 1996-2004 
 
• Poverty decreased for Syria as a whole between 1996-97 and 2003-04, driven by 

large increases in per capita expenditures, especially in the Middle region. At a 
national level, the average per capita expenditure in 2003-04 was SL 3,541 per 
month, compared to SL 3,085 in 1996-97 (evaluated at 2003-2004 prices) – an 
annual increase in real average per capita expenditure of 1.99 per cent.  However, 
growth was not uniform among various regions.  Average per capita expenditures 
declined slightly in rural areas of North-Eastern and Coastal regions (-0.79 per cent 
and -.12 per cent, respectively). The annual rate of change in the Middle region:  
both urban and rural was significant, as average per capita expenditure grew by 4.15 
and 3.76 per cent, respectively.  

• At the national level, all three measurements of poverty showed declines during the 
period 1996-97 and 2003-04.  The incidence of poverty decreased from 14.3 per 
cent in 1996-97 to 11.3 per cent in 2003-2004.  Reduction in urban areas is more 
than twice the observed decline in rural areas (-3.9 and -1.8 percentage points, in 
urban and rural areas, respectively).  The poverty gap and severity indices also 
declined over the period 1996-97 to 2003-2004, indicating improvements in the 
expenditure inequality of the poor. 

• Changes in poverty varied greatly among the regions. Two consistent patterns of 
poverty evolution in 1996-2004 emerge when the lower poverty line is considered.  
First, the incidence of poverty increased in rural areas of the North-Eastern and 
Coastal regions, especially in the North-Eastern region, (from 15.2 to 18 per cent in 
the North-Eastern region). The poverty gap and severity indices followed a similar 
pattern.  Secondly, all other regions experienced declines in their poverty 
measurements during the 1996-2004 period, where decreases in poverty measures 
were substantial in the urban and rural areas of the Middle region (from 14.8 to 9.02 
per cent, for p0 in urban areas and from 22.6 to 11.1 per cent, in rural areas). 
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• There were three distinctly different regional patterns in terms of the distribution of 
this change in expenditures, driving the large differences in poverty outcomes 
among the regions:    
1. An increase in per capita expenditures outweighed a worsening of the 

income distribution.  At the national level, for instance, growth was not pro-
poor. Non-poor individuals (above the third decile in the expenditure 
distribution) benefited proportionally, more than the poor from economic 
growth.  Correspondingly, the Gini coefficient increased from 33.7 to 37.4.  
Thus, with the observed rate of growth, poverty could have dropped by 5.9 
percentage points if the distribution of income had been unchanged. However, 
reduction in poverty resulting from growth was hampered by deterioration in 
inequality (3.06 percentage points). This was also the pattern in all urban 
regions, except the Coastal region, where the per capita expenditure of those in 
the lower deciles of the expenditure distribution grew at a lower rate than the 
mean.  Still, the increase in the Gini was balanced by per capita increases in 
expenditure, leading to drops in poverty.  In the urban Middle region, for 
instance, an increase in per capita expenditure led to a reduction in poverty level 
by 15 percentage points, but as the Gini increased (from 32.4 to 39.4), the net 
impact of those two opposite directions was a decline by only 5.8 percentage 
points.  

2. The rural Southern and urban Coastal regions had very different patterns 
of growth, with increases in per capita expenditures going hand in hand 
with better income distribution, ultimately leading to a decrease in poverty.  
This pro-poor growth pattern was especially marked in the rural Southern 
region, where the poorest 10 per cent of the population had an annual increase 
of 2 per cent in their per capita expenditures, while the richest 10 per cent 
experienced a decline in their per capita expenditure.  The Gini, 
correspondingly, fell from 33.2 to 30.9.  

3. The third pattern, found in the rural North-Eastern region, combined a 
decrease in per capita expenditures with a worsening of the income 
distribution – both factors contributing to a worsening of poverty levels.  

 
5.2.6 Growth-Distribution Nexus 
 

• Poverty is relatively shallow in Syria, which implies that even small changes in 
growth may have important effects on poverty numbers. An increase in growth 
would pull a large number of people above the poverty line.  Likewise, a 
reduction in growth risks would push a significant share of the population below 
the poverty line, leading to significant swings in the poverty headcount index. 
Thus, with a comparatively high elasticity of poverty to growth, the fall in 
economic growth could adversely affect poverty. 

• The elasticity of poverty measures to the mean expenditure and to the inequality 
index were less (in absolute terms) for the rural North-Eastern region followed 
by the urban Coastal region, where poverty was highest. As a result, even if the 
rural North-Eastern region could have achieved the same growth rates as the 
Middle region, poverty would not have been reduced to the same degree. 

• The rural North-Eastern and urban Coastal regions had the lowest poverty 
elasticity, not only for changes in mean expenditure, but also for changes in 
inequality. This implies that the impact of growth in expenditure or in 
improvement in inequality was smaller compared to other regions. That is, for 
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every one percentage point of growth in mean expenditure, the headcount index 
would decline by only -2.76 per cent in the rural North-East, as opposed to 5.9 
per cent in the urban South. On the other hand, improvements in inequality have 
had the smallest impact in the rural North-East, and the highest impact in the 
urban South.  To illustrate this point:  poverty would decline by -10.6 in the 
urban Southern region if inequality were improved by one percentage point.  If 
the same level of improvement in inequality occurred in the rural North-Eastern 
region, poverty would have declined by only -2.58 per cent. This could explain 
the change in poverty between 1996-97 and 2003-2004, as previously described. 

 
5.2.7 Poverty Profile 
 

• There was considerable progress in reducing illiteracy, with a 4 per cent decline 
in illiteracy rates between 1996-97and 2003-2004; but the decline was neither 
uniform across regions, nor between the poor and non-poor within urban and 
rural regions.  Urban Syria experienced the largest decline where illiteracy rates 
decreased by 36 per cent, but in rural Syria, the drop was only 18 per cent.  But 
even there, the improvements in the educational level of the non-poor were 
larger than the average. In the urban areas, the illiteracy rate dropped by 32 per 
cent within poor groups, while the corresponding figure for non-poor was 35 per 
cent.  Poor individuals in rural areas, who have the highest illiteracy rates, 
experience the lowest percentage changes. 

• The poor had lower labor participation rates than did the non-poor overall.  In 
urban areas, the labor participation rates were 37.5 per cent and 39.5 per cent for 
the poor and non-poor respectively, while there was no difference in this 
respect, between the poor and non-poor in rural areas (44 per cent).  Actually, 
the participation rate for both the poor and non-poor remained unchanged 
during 2003-2004, in urban areas, while there were large increases in 
participation rates from 1996-2004 – by 6.6 percentage points for the poor and 
4.4 percentage points for the non-poor.   

• Unemployment rates were correlated with poverty for Syria as a whole.  Higher 
unemployment rates were experienced by the poor in both urban and rural areas. 
The unemployment rate for the poor reached 12 per cent in both urban and rural 
areas, in 2003-2004, while the corresponding rates for the non-poor ranged from 
7.4 per cent in urban areas to 9 per cent in rural areas. While employment was 
dominated by the private sector in 2003-2004, especially in rural areas, private 
sector workers were also most likely to be poorer than public workers. At the 
national level, the poor were over-represented in agriculture and construction. 
To some extent they were also over-represented also in manufacturing activities.   

• In Syria, as in other countries, larger families are more likely to be poorer than 
smaller ones.  Even though some goods may be shared among household 
members, larger families have fewer resources per capita in absolute terms.  The 
poor also tend to support a proportionally higher number of the young 
population than the non-poor. Moreover, poor households have a relatively 
larger number of children and fewer members in the working age than the 
national average (average number of children in poor households living in urban 
areas is 3.25 versus 1.9 for non-poor households).   Households with more than 
three children are at greater risk of being poor.  About 53 per cent of the poor 
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live in households with more than three children.  This risk is more apparent in 
rural areas.  

• Female-headed households (FHH) were vulnerable to economic shocks, as their 
income sources could be irregular or insecure.  Wages, the most important 
income source for FHH, was less important for them in 2003-2004 than for 
male-headed households. Instead, for FHH, income from transfers was as high 
as 48.8 per cent of income, which accounted for half of all income of FHH. 
Overall, about 2 per cent of income of poor female-headed households came 
from government pensions, 6 per cent from remittances and 3 per cent from 
private domestic transfers (the proportion of transfers was even greater for non-
poor female-headed households–3 per cent from government pensions, 6 per 
cent from domestic transfers and 38 per cent of their income was from 
remittances). Contrast this with poor male-headed households (MHH), where 
income from transfers represented only 3.5 per cent of income.  Overall, the 
data seems to suggest that many female-headed households in rural areas 
receive irregular private transfers from a husband or family member who lives 
in urban areas or charity transfers from another relative.  

• Poverty interacted with gender to produce large gaps in educational enrollment 
among the poor. As a consequence, there was a disturbingly low rate of 
enrollment for poor girls. Female children in poor households living in rural 
areas had the highest probability of being illiterate, regardless of the sex of the 
head of the household. These children, deprived of even a basic education in 
childhood, would have very poor labor market prospects for the future and thus 
they, and their children, would be doomed to a life of poverty. Gender mattered 
for child labor, in the sense that more children in female-headed households 
dropped out of school to work, but overall, fewer girls worked.   

 
5.2.8 Simulation Results 
 

• The effect of childbirth on the probability of being poor is larger in rural areas.  
Families with a newly born child are 8.1 per cent more likely to be poor in 
urban areas, and 9.6 per cent more likely to be so in rural areas.  

• Female-headed households, which constitute about 8.4 per cent percent of total 
households in Syria, are at lower risk of poverty than households with a male-
head, in urban areas. Female-headed households are 9 per cent less likely to be 
poor than male-headed households, in urban areas, while there are no gender 
differences in risk of poverty in rural areas. 5 

• When a family member loses a job, the household risk of poverty increases 
substantially.  The impact of a 10 per cent increase in the unemployment rate on 
the probability of being poor is .28 per cent in urban areas and .23 per cent in 
rural areas. At the same time the impact of working status on poverty depends 
on the sector of employment. The risk of poverty declined as the share of 
employers in non-agricultural activities increased.  

• Households with the principal earner in a blue-collar occupation are more likely 
to be poor than households with a white-collar earner. The risk of poverty for 

                                                
5 To assess the impact of a categorical variable such as gender, education status or employment 
status on poverty level, we assumed the universal spread of each category, holding other 
variables constant, and observing changes in poverty.  
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households with principal earners in blue-collar occupation increases by 3 per 
cent and by 1.7 per cent in urban and rural areas, respectively (for blue collar 
occupations compared to while collar occupations).  

• Employment in the formal private sector substantially reduces the risk of 
poverty compared to employment in the informal private sector. In urban areas, 
if a head of household changes his employment from private informal sector to 
private formal sector, household risk of poverty will decline by 2.6 per cent. A 
change of employment status of the head of household from employer to wage 
worker, increases the probability of being poor by 3.2 per cent in urban areas, 
while it has no impact in rural areas. 

• A household head’s education level has greater impact on household poverty 
vulnerability in urban areas. Relative to households with illiterate heads, the 
probability of being poor is about 7.3 per cent lower for households with literate 
heads. 

• The probability of being poor declines as the crowdedness indicator declines, as 
houses are connected to piped water and as houses are owned. 

 
5.3 Pro-Poor Macroeconomic Policies 
 
The conclusions of this study on macroeconomic policies for poverty reduction in Syria 
chart out elements of a macroeconomic framework that is distinctly different from the 
Neo-Liberal policy matrix that has dominated economic prescriptions around the globe 
for the last two decades. These elements include a more pro-active fiscal stance, 
focused on public investment as basis not only to foster more rapid growth but also as a 
mechanism to focus resources on poverty. In this framework, monetary policies play a 
complementary accommodating role to expansionary fiscal policies and eschew 
restrictive inflation targeting. In order to finance additional public investment, a more 
concerted effort would need to be mounted to mobilize domestic public resources, 
which are deemed to be too low in many countries to support a pro-poor growth 
strategy. Also included in the macroeconomic framework are recommendations for a 
cautious policy stance towards trade liberalization, with a preference for backing trade 
policies with pro-active industrial policies, allowing medium-term protection of vital 
domestic sectors and focusing development on sectors, such as agriculture, where poor 
workers are concentrated.   
 
In order to heighten the pro-poor impact of growth, this alternative policy stance also 
places priority on some sectoral measures, such as employment generation and 
agricultural and rural development, as critical complements to macroeconomic and 
adjustment policies. For job creation, the emphasis is on not only fostering a more 
employment-intensive pattern of growth but also taking explicit public measures to 
boost the productivity of poor workers. For agricultural and rural development, the 
emphasis is on deploying public investment for critical public goods (such as rural 
roads and irrigation). 
 
In what follows we examine in more detail suggestions that form the heart of our 
proposed pro-poor poverty reduction strategy building on the findings of the other 
chapters in this case study and on the study by Mckinley (2004) which summarizes the 
findings of the eight case-studies in Asia-Pacific. 
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5.3.1 Expanding Pro-Poor Public Investment and Mobilizing Domestic Resources for 
Investment 
 
A major initial finding of the UNDP Asia-Pacific regional programme—which has 
been a fairly consistent theme across the case studies—is the need to use fiscal policy 
more pro-actively to expand pro-growth and pro-poor public investment. In several 
countries, UNDP’s Asia case studies found that capital expenditures are a small 
percentage of total government expenditures. In South Asia, for instance, this 
percentage is only nine per cent. By contrast, in East and Southeast Asia, it is much 
higher, namely, 24 per cent. In Vietnam, in particular, it is 32 per cent. At 
approximately 11 per cent of total government expenditure, Syria’s development 
expenditures are significantly lower than fast growing Asian economies. 
 
Underlying the recommendation for an increase in public investment is the notion that 
it can, if reasonably growth-oriented, have a “crowding-in” effect on private 
investment. Boosting aggregate demand through public investment can have the 
advantage not only of sparking recovery in a stagnant economy but also loosening the 
supply constraints on long-term growth. However, “crowding-in” cannot be 
automatically assumed. Public capital expenditures have to be carefully designed as 
part of a well conceived pro-growth as well as pro-poor strategy. 
 
The multipliers for expenditures on public investment can be substantial if such 
investment helps boost the productivity of labour and capital. The higher marginal 
propensity to consume in developing countries—compared to industrial countries—is 
an additional factor that can increase these multipliers (Hemming, Kell and Mahfouz 
2002, p.12). Also, the multiplier impact of public investment can be powerful if there is 
excess capacity in an economy and households are liquidity constrained—as is the case 
in many developing countries.  
 
The common concern of Washington-Consensus economists has been that increasing 
public investment will enlarge public deficits and these, in turn, will lead to higher 
inflation, depreciation of the exchange rate and higher real interest rates.  There is little 
evidence in the literature that public investment crowds out private investment through 
changes in the interest rate or exchange rate (Ibid., p. 36). Moreover, multipliers remain 
large, and crowding out is minimized, when a moderate monetary expansion 
accompanies an increase in public investment. As long as deficits are used to finance 
public investment that expands aggregate supply, the aggregate demand effects should 
not be unduly inflationary. 
 
Public investment can also be a powerful instrument for the re-allocation of public 
resources to poverty reduction. As part of its National Poverty Alleviation Strategy, for 
example, China has used public investment to channel funds to the poorer western 
regions of the country, which have been left behind by the economic boom centred in 
the richer coastal provinces. 
 
In Cambodia, the UNDP case study argued that increased public investment is not 
likely to trigger high inflation since much of the capacity of the economy is under-
utilized and adequate resources can be mobilized through domestic borrowing to 
finance the investment. Moreover, inflation was not an immediate problem since it was 
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a negative 0.6 per cent in 2000-2001. The overall picture is very similar in Syria, where 
GDP growth has been sluggish and inflation has been relatively low in recent years. 
 
As a share of GDP, gross capital formation is not very low in Syria (20 per cent in 
2002), however it decreased significantly from a high of thirty per cent in 1994. 
However, the main problem is that until recently this investment was not reaching rural 
areas, where most of the poor are located. China and Vietnam have achieved high rates 
of economic growth, largely due to high rates of investment. In 2001, the share of gross 
capital formation in GDP was 39 per cent in China and 31 per cent in Vietnam. Both 
countries have been able to finance most of this investment with domestic savings. In 
2001, gross domestic savings were 40 per cent of GDP in China and 29 per cent in 
Vietnam. In China, ODA has played virtually no role in financing domestic investment 
while FDI has financed about one tenth of it. In Vietnam ODA and FDI together have 
accounted for over one fourth of domestic investment.  
 
A priority for Syria is to raise additional public revenue to finance investment. But it is 
also necessary to raise this revenue in a way that will not adversely affect the poor. In 
the case of Syria, non-oil revenue to GDP ratio (which is important to consider given 
the expected decline in future oil revenues) is much lower than needed to finance an 
investment-led growth strategy. Raising additional revenue is therefore critical to 
financing a boost in public investment, which can generate accelerated growth. An 
investment-led pro-poor growth strategy hinges on three financial conditions: 1) 
mobilizing sufficient revenue for public investment 2) mobilizing sufficient private 
savings to finance private investment and 3) complementing domestic resources with 
stable inflows of public and private capital. Domestic borrowing can contribute to 
financing public investment but only as a complement to revenue mobilization. 
 
The macro fiscal challenge that Syria faces is of a medium term nature.  Syria’s ability 
to maintain a credible investment programme that raises growth in the medium term 
relies critically on its being able to deploy existing oil revenues entirely for productive 
public investment and in ensuring that non-oil revenues fully finance current 
expenditure.  In this sense, as Roy (2004) argues, there exists considerable fiscal space 
for Syria to use its oil wealth to expand capital investments in growth and human 
development promoting activities without recourse to IMF type short run stabilisation 
policies. The next question to ask therefore is:  What are the potential sources of 
non-oil revenue growth that would enable Syria to deploy its oil revenue for pro-poor 
and growth enhancing public investment and to economic diversification? 
 
The revenue/GDP ratio in Syria fluctuates between 25 and 30 per cent of GDP with a 
discernible increase in this ratio observed in the 2000-02 period. This is a relatively 
high figure, but even if the lower bound is taken to be the existing trend mean, then this 
implies that the Syrian government commands a reasonable proportion of GDP as 
revenue. Oil revenues accounted for between 10 and 11 per cent of GDP over the 
period: 1994-2002 period and between 40 and 46 per cent of total revenue in the same 
period, excluding 2001 which appears to be an outlier year. Following the macro fiscal 
logic spelt out above, the key focus is therefore on the sources of non-oil revenue 
growth that could be reasonably raised with a minimal incidence on the poor and 
vulnerable and which, at the same time, afford adequate revenue buoyancy potential for 
Syria.  
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In Chapter 2, Roy argues Syria can considerably expand fiscal space through three 
avenues: 

4. Considerably lowering tax expenditures to raise direct and 
indirect tax revenues. 

5. Raising taxes on international trade chiefly by enhancing the tax 
base, by widening the coverage of import taxation. 

6. Exploring ways of expanding the indirect tax base including (but 
not exclusively confined to) the introduction of a Value added 
tax. Other ways of enhancing domestic indirect taxation could 
include excises on luxury goods, like cigarettes and tobacco 
“Tobin” taxes on foreign exchange related transaction, and low-
rated but broad based taxation of key expenditures associated 
with increased private sector accumulation such as private 
construction activities. 

 
These tax measures should no be implemented in a piecemeal way. Syria should design 
a medium term tax policy Master Plan, based on careful analytical study of the 
incidence buoyancy and elasticity of existing and proposed taxes, and implement such a 
master plan over a ten year period to maximise the potential of its existing tax base.  
The most positive policy feature of the existing tax structure is that the tax base will 
grow automatically as Syria diversifies into non-oil based economic activities and 
accelerates its participation in non-oil international trade. This, combined with 
increased private sector activity will automatically provide both an enhance tax base 
and increased handles for allocation of taxes on domestic production and consumption 
and on international trade.  
 
The Tax Policy Master Plan should therefore detail proposed tax enhancement 
measures with the envisaged changes in economic structure and should ensure that the 
incidence of taxation on poorer and vulnerable groups is minimized. 
  
5.3.2 Complementing Fiscal Policy with Less Restrictive Inflation Targets and 
Financial Sector Reforms 
 
In developing countries as a whole, the average inflation rate has declined over the past 
decade to its lowest level since the 1960s. In many of them, there is little protection left 
against the onset of deflation. This is also evident in the Syrian case where inflation 
dropped 8.2 per cent from 1992-1998, reaching a low of -3.7 per cent in 1999 (figure 
1.11). The decline in inflation was due to the effect of a restrictive monetary policy, as 
argued in Section 1.  
 
The fixation with low inflation is not only confined to Syria. As the UNDP Asia studies 
show, even on the part of relatively successful countries such as China and Vietnam, 
targeting low inflation stems partly from a concern about the potentially destabilizing 
effects of financial liberalization. No doubt, supply-side factors are also involved. In 
China, trade liberalization is contributing to low prices, as are the associated excess 
capacity in some state-owned enterprises and a large pool of surplus labour in rural 
areas. While monetary policy has become more accommodating recently and fiscal 
policy continues to be expansionary, the deflationary impact of the SARS epidemic has 
yet to be determined. 
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However, the danger of deflation, if it persists, is that it can lead to a self-reinforcing 
downward spiral of prices, profits and incomes, from which it is difficult for 
policymakers to extricate an economy. Monetary policy is rendered ineffectual because 
the economy has sunk into a “liquidity trap” (a term coined by Keynes). Thus, it is 
better to prevent deflation than try to combat it once it becomes persistent. Once it is 
entrenched, fiscal policies are more reliable in turning the tide (IMF, 2003).  
 
The Neo-Liberal recommendation to national policymakers is that they should insist on 
maintaining inflation rates of 0-5 per cent even though there is little empirical evidence 
to suggest that inflation rates above that level, or even above 10 per cent, have an 
adverse effect on growth. For example, the fastest period of growth for the Indonesian 
economy was in the 1970s, when the average annual growth rate of real GDP was 7.7 
per cent. During that time, the average annual inflation rate was over 17 per cent. 
During the period 1990-2001, China had an average inflation rate of almost eight per 
cent but still grew at almost nine per cent. In Sri Lanka, inflation—especially an 
increase in food prices—has been highest during periods of growth and poverty 
reduction. An increase in food prices is likely to have a pro-poor impact on food 
producers in rural areas.  
 
Although relaxing inflation targeting too much is not recommended because of the 
danger of jeopardizing macroeconomic stability, some degree of inflation is expected to 
accompany a growing economy. This would facilitate the adjustment of relative prices 
to reallocate resources from unprofitable to profitable sectors. Moreover, if monetary 
policies are excessively restrictive, they can nullify the potential growth stimulus of 
expansionary fiscal policies. Low inflation is more likely after a sustainable rate of 
economic growth has been achieved; trying to maintain low inflation before growth has 
a chance to take off is likely to throttle any economic expansion. 
 
Country experiences in Asia indicate that where reforms are properly managed, they 
contribute to strong improvements in economic growth and poverty levels. However, 
poorly managed reforms that are manifest in financial crises can damage economic 
growth with negative implications on poverty levels. This is particularly true for 
financial sector reforms where poorly managed external liberalization can have 
potentially devastating effects. It is therefore essential for the reform of the financial 
sector to be well-designed and properly-sequenced. 
 
In this study, Megarbane argues it could be advantageous to speed up the pace of 
internal financial sector reform (not to be confused with external financial 
liberalization). Indeed, given the high costs associated with the prevailing weaknesses 
of the financial sector in Syria, it could be desirable to adopt a strategy of swift reform 
in order to achieve better economic performance. Such an approach seems all the more 
appropriate that the macroeconomic situation in Syria is currently favorable. 
Macroeconomic stability (low inflation, stable exchange rate, and high international 
reserves), low indebtedness of both the public and the private sectors, and a balanced 
budget (because of high international oil prices) contribute to create a unique window 
of opportunity for reforms. 
 
Such a strategy should however anticipate and avoid the risks that poorly sequenced 
financial sector reforms pose for macroeconomic stability and banking soundness. In 
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that regard, Megarbane points out some weaknesses in the reform approach are already 
apparent that could if not addressed undermine the success of the reform effort. 
§ The critical mass of reforms in prudential regulations and supervision that are 

needed before proceeding with the adoption of market-based arrangements has 
not yet been implemented. In particular, the adoption of proper accounting 
rules, a good loan classification system and associated provisioning rules, 
capital adequacy guidelines, and limits on loan concentration are urgently 
needed. 

§ A minimal program for public banks restructuring should be introduced as soon 
as possible. The task of restructuring problem banks is an extended process that 
requires considerable resources as well as technical preparations. Therefore only 
key elements could be implemented upfront. However these elements—
including the recapitalization of weak banks, early changes in prudential norms 
and credit extension policies—are essential if the reform is to proceed without 
major problems.  

§ Reforms in the exchange rate and trade systems are needed to remove major 
bottlenecks for the development and normal functioning of the banking sector. 
Moreover these reforms can perform a critical catalytic function and help to 
provide momentum to the broader financial sector reform process. 

§ New indirect monetary instruments should be introduced. The transition to full 
reliance on indirect monetary controls may take time, because experience and 
confidence in the new system has to be gained by the central bank and the 
private sector, and new institutional arrangements and competitive market 
mechanisms need to be in place. This calls therefore for an early introduction of 
the new instruments that could be phased in gradually. 

§ The organization and functioning of the Central Bank would need significant 
strengthening to facilitate implementation of financial sector reforms. 

 
Megarbane concludes that the restructuring of enterprises and the liberalization of the 
investment environment are necessary complement to the financial sector reform, if the 
expected benefits of the reform are to materialize and if the restructuring of the banking 
sector is to be sustainable. 
 
5.3.3 Agricultural and Rural Development  
 
In Syria as well as in many of the countries of Asia-Pacific, agriculture remains a large 
and important economic sector, particularly for employment. Most of the livelihoods of 
the poor are tied to it. Thus, agricultural development, and rural development more 
generally, remain crucial for poverty reduction.  
 
In most countries it would be difficult to achieve a more pro-poor pattern of growth 
without increased agricultural prosperity. Those countries, such as China, Indonesia and 
Vietnam, which have been most successful during certain periods in reducing poverty, 
have emphasized agricultural and rural development. The economic transitions in China 
and Vietnam started with agricultural reforms and the early success of Indonesia in 
dramatically reducing poverty had a great deal to do with channelling resources into 
rural areas, such as for basic infrastructure and social services. In addition, Bangladesh 
achieved its most rapid rate of poverty reduction in the 1990s largely through the 
impetus provided by increases in agricultural incomes. 
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The countries that have made the most progress against poverty have concentrated 
efforts on agricultural and rural development. For example, Vietnam, one of the 
countries with the strongest poverty reduction records, started economic reforms in 
agriculture through replacing collectivised farming with family-based farming. This 
was based on equitably distributing land use rights, according to family size and 
guaranteed for reasonably long periods. Systems of land-use rights have worked as 
powerful mechanisms to avert rural poverty in countries such as China and Vietnam. 
 
China also boosted production incentives in agriculture, as state procurement at low 
prices was abolished and farmers were allowed to sell their marketable surplus to 
private traders. Controls on external trade were also relaxed and farmers helped 
produce an export boom in agricultural commodities, principally in rice but also in 
other commodities such as coffee, cashew nuts and marine products. 
 
When economic reforms in China started in agriculture in 1979, the period of the most 
dramatic declines in poverty occurred—well before the country’s National Poverty 
Alleviation Programme began. Poverty reduction was more rapid and comprehensive 
from 1979 to 1984 than in any period since then. The rate of poverty reduction began to 
slow thereafter, as the development strategy adopted an export orientation and shifted 
resources to the rich coastal regions. But during 1993-1996 poverty also dropped 
dramatically as real income per person rose 21 per cent in rural areas. The main 
explanation is that in both 1979-1984 and 1993-96 the terms of trade of agriculture 
notably improved as farm purchase prices were raised, and farm incomes increased 
correspondingly.  
 
The experiences of both China and Vietnam point clearly to at least one major 
successful strategy that many poor developing countries can adopt to achieve a rapid 
and pro-poor pattern of growth in the early stages of development. By contrast, the 
development experiences of Cambodia and Nepal show that the rate of poverty 
reduction will be slow if growth is not stimulated in agriculture. In both countries, a 
large majority of the poor are located in rural areas, with livelihoods tied directly to 
agriculture. During 1990-2001, the rate of growth of agricultural GDP was 1.8 per cent 
in Cambodia and 2.6 per cent in Nepal (Table 7). Growth in industry in both countries 
was faster but it was narrowly based—mostly in a small export sector producing 
garments and textiles.  
 
In Syria, El-Ghonemy argues that although the development process has, over the last 
two decades, left agriculture to accommodate an increasing labour force, especially the 
landless poor, growing labour density on cultivated land is not in itself responsible for 
declining per capita productivity / income in agriculture and the widening gap within 
and between agriculture and other sectors of the economy. His analysis suggests that 
the responsibility is shared by: (a) Inadequate investment in the capital-hungry 
agriculture that contributes 36 per cent of national income; and (b) the widespread use 
of labour-displacing technology that has been facilitated by trade liberalization, 
combined with the limited labour-absorption capacity of other formal sectors.  Hence, 
the strategic importance of expanding non-farm labour-intensive activities within rural 
areas should be prioritised not as a residue but as a determinant of job-creation and an 
income stabiliser against sudden climatic shocks. 
 



 

 17

Second, El-Ghonemy argues that, distribution of the expropriated privately owned land, 
which has not been distributed among the intended beneficiaries (needy peasants), is a 
priority option. The Peasant Union – assisted land market-purchase by poor peasants is 
a policy option, provided that present credit-lending restrictions are relaxed.  IFAD of 
the UN may help the Agricultural Credit Bank in these land-purchase arrangements. 
Progressive land taxation may be considered by way of levying higher land tax-rates on 
productive lands as the size of landownership increases which might induce large 
landowners to sell part of their land, using the raised revenue to finance irrigation 
expansion. Research is needed in this hitherto neglected policy issue. The pace in 
poverty reduction by these suggested means is of critical importance. 
 
5.3.4 Generating Widespread Employment for Poverty Reduction 
 
While much of the rhetoric of the latest generation of national poverty reduction 
strategies supports the importance of pro-poor growth, most of them overlook a critical 
set of public policies that can help achieve such an objective, namely, feasible policies 
to generate widespread employment at decent wages. In Syria as in the Asia-Pacific, 
this has had a lot to do with the lack of development of agriculture and non-farm rural 
enterprises. It also relates to the lack of development of small and medium enterprises 
generally and the failure to move labour out of agriculture and into higher-productivity 
industry. 
 
As in the case of Syria, half of the countries studied by the regional programme, 
Bangladesh, Cambodia, Nepal and Vietnam, the majority of the employed are in 
agriculture. In Nepal those employed in agriculture account for over three-quarters of 
all employed and in Cambodia almost three-quarters. The share of the employed in 
manufacturing is relatively small in most of these countries. Outside agriculture, there 
are few opportunities for employment except in services, most of which are low paying. 
Generating widespread employment depends principally on the character of growth—
namely, whether it is reaching the sectors and regions where the poor are concentrated 
and employing the factors of production that they possess. Generally, this implies that 
growth should have an employment-intensive character. But this is obviously not 
enough since the most labour-intensive sectors are often the lowest paying.  
 
Another essential condition is to raise the income of the poor through boosting their 
productivity—either by raising it in sectors, such as agriculture, where the poor are 
located or moving them to higher-productivity sectors, such as manufacturing. Thus, as 
a complement to macroeconomic and adjustment policies, sectoral public policies have 
a role to play in allocating resources to certain sectors, such as agriculture, in order to 
increase their productivity and growth. 
 
The experience of Bangladesh is illustrative in this regard. In the 1990s, it was able to 
accelerate the rate of poverty reduction: the proportion of the population in poverty 
dropped from 50 per cent in 1991/92 to about 40 per cent in 2000—a significant 
improvement over very slow progress in earlier decades. This was largely due to 
employment generation in the non-tradable sectors—mainly construction, small-scale 
industry and services—not the tradable sectors. A boom in crop production in the late 
1980s shifted agricultural labour into non-farm employment in these sectors. 
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In Sri Lanka while GDP was increasing by 4.8 per cent from 1990 to 2001, 
employment increased by only 2.3 per cent (Seth and Deb 2003). The slow growth of 
employment was due to the shedding of labour in agriculture and the inability of 
industry and services to fully compensate for this loss. About half of this labour was 
absorbed by low value added manufacturing and services. Within manufacturing much 
of this displaced labour took up work in the informal sector, in sub-contracting and 
causal jobs. The “level-playing-field” policies of trade liberalization had undercut much 
of the dynamism of the industrial sector and its ability to increase remunerative 
employment. Syria is vulnerable to fall prey to this ‘jobless growth’ scenario. Decision 
makers in Syria are advised to follow China’s early model in transition, which, as 
emphasized by Mckinley (2005), had remarkable success in generating rural 
employment. In the early 1980s, the economic reforms in agricultural institutions and 
incentives led to a boom in rural prosperity, which sparked the rise of non-farm 
Township and Village Enterprises, which absorbed a significant share of surplus 
agricultural labour.  
 
In dealing with labour market challenges in Syria, a pertinent policy question is the 
extent to which wage policy can be harnessed to influence the welfare of workers. 
Should the national minimum wage – which prevails in Syria – be raised to deal with 
the plight of the ‘working poor’, that is, those who are working but not earning enough 
to meet the necessities of life?  
 
In this study, Islam suggests that, if one uses the prevailing minimum wage applicable 
to a single-person household as one conceivable ‘poverty line’ for the labour market, 
the incidence of the ‘working poor’ appears to have fallen in Syria between 1997 and 
2001.6 The degree of wage inequality appears to be lower than aggregate inequality  – 
at least as calculated from data reported in the 2003 unemployment survey.7 On the 
                                                
6 The incidence of the working poor fell from 32 per cent in 1997 to 15 per cent in 2001. The actual 
minimum wage is 3,500 Syrian pounds per month for a worker with an average sized family.  
7 Unpublished estimates kindly supplied to the aut hor by Professor Fadil.  
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other hand, average wages in the public sector seem to be higher than average wages in 
the privates sector. Pursuing public sector-led wage increases and raising the minimum 
wage in the context of slow growth can help the working poor in the formal sector but 
hurt those seeking work while it may be unenforceable in the informal economy. Given 
that the wage gap is in favour of the public sector, the wage leadership role played by 
the latter will probably worsen wage inequality.  
 
There is little doubt that managing the Syrian labour market with little or no growth is 
going to be increasingly difficult in the future. In the past, concessionary external 
finance from friendly Arab states, buoyant revenues from the oil price boom and a 
lucrative bilateral trade with Iraq worth US$ 1 –2 billion annually enabled the Syrian 
government to sustain vital social expenditures in a fiscally affordable fashion. After 
the Iraq war, the bilateral trade has ceased, while the external political and economic 
environment has become less hospitable as the stance of the United States towards 
Syria has become more aggressive. At current rates of extraction, oil resources will run 
out in about ten years. The government has sought to counter the actual and prospective 
reduction in access to external markets by signing an association agreement with the 
EU, while it will seek a deeper integration with the Arab world through a free trade 
agreement. These developments will create fresh opportunities and challenges. On the 
one hand, these external initiatives in the foreign policy domain will provide access to 
new markets to domestic firms and bring in new investments. This in turn will aid the 
process of growth and contribute to employment creation. At the same time, 
competitive pressures will build up on domestic institutions and firms that may lead to 
reallocation of resources and shedding of labour. Hence, the management of the Syrian 
labour market will have to be more astute in this new environment than it has been in 
the past. 
 
Perhaps the most notable feature of the Syrian labour market is the public sector-private 
sector divide. This does not necessarily stem from the distribution of the work force 
between the two sectors, but from the imbalance that emerges from the gender 
composition and educational qualifications of workers - and associated wage disparities 
- between the public sector and the private sector. Statistics presented in Islam’s study 
show the public sector acts as a repository for skilled graduates. This confers both 
benefits and costs. It enables the public sector to foster and sustain its capacity to 
provide managerial and administrative leadership. At the same time, by acting as a 
primary venue for graduates with tertiary education, the public sector may unwittingly 
nurture groups who have a stake in maintaining the status quo and who may be 
ambivalent towards a reform agenda of private sector. 
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Evidence from the 2003 employment survey in Islam’s chapter also shows that the 
poverty-labour market nexus is such that the typical person in the Syria is likely to be 
poor if he/she is employed in the private sector, is a paid worker and is employed in 
either agriculture or services. Moreover, the striking feature of the Syrian labour market 
is that the average public sector employee is relatively well off vis-à-vis the private 
sector counterparts. This is due to the significant human capital endowment [as 
measured by educational qualifications] of the average public sector employee. This is 
also verified by the strong correlation between poverty and educational status. Poverty 
rates vary between 18 per cent and 12 per cent for those with primary education and 
less, while the corresponding rates range between 6 and 3 per cent for those with 
secondary education and more. 
 
From a regional perspective, four governorates [Homs, Dier-Ez-Zor, Idleb, Al-
Hassakeh] account for 56 per cent of the total stock of unemployment in Syria. But 
these are not the governorates with the highest poverty rates. In fact, all of them have 
poverty rates below the national norm [11.6 per cent]. On the other hand, governorates 
with very high poverty rates [18 per cent], say, Al-rakka and Al-Sweida, account for 
only 5 per cent of the total unemployed. This suggests that the unemployment-poverty 
linkage at the regional level is quite nebulous. Areas with particularly high poverty 
rates do not necessarily complement the regional concentration of unemployment in 
Syria. The correlation coefficient is, in fact, a statistically significant -0.63, suggesting 
that higher unemployment in regional communities is associated with lower poverty 
incidence. When the data draws on rural and urban unemployment rates in selected 
governorates [not shown here] and one correlates them with poverty rates, the 
relationship becomes positive, but is statistically insignificant [0.16]. Thus, geographic 
interventions using a regional unemployment map will not be able to target 
impoverished communities in a reliable manner.  
 
To sum, employment opportunities have simply not expanded sufficiently to absorb 
new entrants to the Syrian labour force. The government has responded to these 
concerns by adopting a number of policy initiatives. The most notable institutional 
innovation is the setting up of a special Agency to Combat Unemployment [ACU]. A 
new package was enacted a few years ago in which US$ 1 billion would be disbursed 
over a period of five years [2001-2005] to mitigate unemployment and 
underemployment. In addition, it is committed to funding public works in rural areas 
and targeting impoverished individuals, families and regional communities. However, 
as Islam points out, for general SME development, the Syrian government needs a 
comprehensive and integrated programme. There is a myriad of small enterprises in 
Syria, many in the informal sector, but few can obtain the access to resources and 
business services to graduate into medium-sized enterprises that can provide Syrian 
workers with decent work, i.e., work based on skills and paying a poverty-eliminating 
level of wages. Self-employment and micro-enterprise development, albeit 
employment-intensive, are not the solution to widespread poverty. Hence, public policy 
needs to concentrate on small enterprises and enable them to grow into medium-sized 
enterprises. Again, this points out to the crucial role that the monetary and financial 
sector can play in the Syrian context. Furthermore, as Islam suggests, enhancing the 
‘employment elasticity’ of growth – rather than the growth rate per se - should become 
a policy goal in Syria.  
 
5.3.5 Pro-Poor Trade and Industrial Policies  
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In the countries covered by the Asia-Pacific regional programme, the impact of trade 
liberalization on poverty has been mixed. Generally, the studies recommend that such 
liberalization should be approached cautiously, with some protection of domestic 
industry being combined with export promotion. Also, several of the studies urge that 
trade policies be linked with a pro-active industrial strategy in order to maximize the 
benefits for development. 
 
In some countries, such as Vietnam, a process of liberalizing trade has contributed 
initially to an export boom, which has imparted benefits across the economy, including 
the farming sector. But liberalization has also been accompanied in many of these 
countries by a surge in imports, so that trade deficits remain large. For example, in 
Mongolia—a small economy that strove to open up rapidly—the share of exports shot 
up from 24 per cent in 1990 to 64 per cent in 2001 but imports rose from 53 to 80 per 
cent in the same period. 
 
Simultaneously with export promotion, Vietnam has pursued a policy of fostering 
domestic substitutes for imports and thus its trade account remains roughly in balance. 
China and Indonesia are running trade surpluses (the latter in order to pay off a large 
external debt) but the rest, like Mongolia, are running substantial trade deficits. With 
the slowdown in the global economy, even successful countries such as China and 
Vietnam face the prospect that their exports will no longer be able to function as the 
engine of growth for their economy.  
 
In many of the countries studied by the regional programme, the reputed benefits of 
trade liberalization have not reached the poor, especially those in rural areas. While 
there is some evidence that export promotion initially benefited farmers in Vietnam, for 
example, the impact was most pronounced in the more developed rural regions, which 
produced most of the exportable commodities.  
 
In general, the benefits of trade liberalization have been unequally distributed. 
Therefore, the case studies call for pro-poor interventions that can compensate, at least, 
for the adverse effects of liberalization. These could run the gamut from the less 
controversial, such as improved social security (as advocated by the China case study), 
to the conventional responses, such as the provision of public goods and agricultural 
development, to the most controversial, industrial policies (as advocated by the 
Indonesia case study).  
 
Part of the explanation for the unequal distribution of the benefits of trade is the lack of 
a supply response from poorer farmers and small enterprises when increased trade has 
broadened economic opportunities. This is a particular problem in rural areas, where 
there is a lack of infrastructure, credit, marketing channels and public services. Poverty 
reduction strategies should be geared to address these shortcomings. 
 
Another part of the problem is the unequal distribution of benefits across countries. 
Some countries remain wary of completely opening up their economies because of the 
potentially devastating effects on their industrial and agricultural sectors, especially if 
industrial-country markets for exports of agricultural commodities and labour-intensive 
manufactures from developing countries remain protected.  
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Some countries, such as Cambodia, Mongolia and Nepal, have banked heavily on 
garment and textile exports but international competition is intense in these subsectors 
and foreign direct investment is footloose. The Sri Lanka case study warns that too 
many developing countries are specializing in the same low-value-added products such 
as garments and have not diversified their manufactured exports. Instead, they should 
be concentrating on relatively income elastic and price inelastic export products.  
 
This is particularly relevant for the Syrian case. Using simple analytical tools, Abu-
Ismail et al estimate export performance for Syria assuming that current comparative 
advantage would influence the patterns of trade in the post-liberalization environment. 
Their estimates suggest, ceteris paribus, an annual growth rate in non-oil commodity 
exports of about 15 percent is needed to replace oil exports. This seems to be a highly 
unlikely scenario given three sets of constraints that affect non-traditional exports. First, 
there are the domestic constraints posed by restrictive macroeconomic policies, an 
export unfriendly regulatory framework, low productivity and the lack of financing or 
support-services provided to exporters.  Second there is the combination of high 
protection in Europe (Syria’s main trading partner) and fierce competition from other 
developing countries. Third, there is the increasingly binding environmental constraint 
posed by the level of water scarcity in Syria. Of those three major constraints, only the 
first is under the direct influence of Syrian policy makers. However, even if such a leap 
in primary product and low value-added exports occurs, their paper shows that will still 
be insufficient to sustain the capital good import requirements for a fast growing 
industrial program. 
 
Consequently, trade liberalization highlights a major dilemma for Syrian decision 
makers. One the one hand, in the ideal case, Syria should adopt a mix of import 
substitution cum export promotion, a strategy that would emulate to a great extent the 
one pursued by the successful Asian countries. On the other hand this path is more 
difficult for developing countries, including Syria, under present circumstances. But 
Syria has little choice but to follow suit. It is a well-known fact in economics that 
increasing returns can lead to cumulative growth processes and different patterns of 
specialization. The argument here is that industrial policy can guide these changes. 
Along Kaldor-Verdoon lines, Amsden (1989) showed that output growth via import-
substitution then export-led industrialization could have a positive feedback on 
productivity as already observed in the Korean case. All successful transitions utilized 
economies of scale and productivity growth. In smaller countries the limits of internal 
demand was overcome by exports.  
 
However, this is not a call for the continuation of traditional state-led industrial 
development policies in Syria. Rather, one important precondition is the ability to forge 
a private-public partnership. In East Asia, business and government worked closely 
together to strengthen domestic industry.  Foreign enterprises were discouraged, by 
deliberate red tape, from entering certain industries, so that national companies could 
get a head start.  State-owned banks lent money at subsidized rates to help local firms 
acquire the technologies and capital equipment they needed. Where corruption existed, 
it tended to be confined to raw-materials industries.  In much of manufacturing, 
subsidies were allocated by professional bureaucracies according to relatively 
transparent procedures. State support for business was often tied to strict performance 
standards and closely monitored. Successful import substitution in Asia implied that 
both subsidies and performance targets were imposed on domestic producers to 
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guarantee that local production would be internationally competitive. Syria must find a 
‘policy room’ that allows it to pursue an industrial policy based on a private-public 
partnership. 
 
5.4 Implications for Poverty Reduction Strategies 
 
Syria has thus far been successful in reducing poverty, however, several concerns 
remain:   

• The prospects for medium-term GDP growth are adversely affected by 
high instability in the region, which could hamper workers’ remittances 
and foreign direct investment (FDI). These are vulnerable to external 
shocks. 

• The outlook for job creation is unclear in the medium term.  
• The high fertility rate and high dependency ratio are affected by and affect 

poverty rates. The association between fertility and poverty is more 
prevalent among FHH.  

• Illiteracy, low school enrolment rates, and child labour are especially high 
among the poor, and reflect how poverty is perpetuated from one 
generation to another.  

 
Analyses of Sections 1-3 also indicates that poverty is more prevalent in the North-
Eastern region among: self-employed workers who have no hired employees, and 
among workers without wages, especially those who work in agriculture. Poverty is 
more likely to be found among occasional and seasonal workers and individuals outside 
the labour force. Larger household sizes are also observed among the poor. FHH with 
more than three children are at great risk of being poor. Education is the strongest 
correlate of poverty, insofar as it determines the command of individuals over income 
earning opportunities through access to employment. The correlation between 
education and welfare has important implications for policy, particularly in terms of the 
distributional impact. The gender gap is substantial in terms of all educational variables 
and in most cases it outweighs the wealth as well as the urban/rural gap.  
 
Moreover, although measured poverty risks for men and women appear to look the 
same, evidence from this study suggest that women in general, and female-headed 
households in particular, are at a systematic disadvantage over a wide range of welfare 
indicators. They are less educated, they are often either unpaid workers or work outside 
of labour force categories, the illiteracy rate among their children is very high and their 
children are more likely to drop out of school and/or work. Average wages per earner 
living in the poor household is about 82 per cent of the non-poor in urban areas and 85 
per cent in rural areas. Female-headed households depend largely on income transfers 
(representing 22 per cent), pointing to their vulnerability to external economic shocks. 
Results of the multivariate analysis conclude that individuals classified as poor are 
more likely to: have a higher dependency ratio, be illiterate and unemployed, or work in 
construction, services or in agriculture. They are likely to live in more crowded houses. 
They are also less likely to have older heads of household and to have secondary and 
university levels of education.  
 
These characteristics must be considered by Syrian decision makers in their endeavour 
to formulate a poverty reduction strategy. The question is: how? 
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Poverty alleviation can be approached from a welfare, an economic or a human capital 
approach. A welfare approach would consist of making direct income transfers to the 
most needy, either through cash transfers or through subsidised goods and services. An 
economic approach would focus on interventions designed to improve income earnings 
for the poor. Finally, a human capital approach would aim at increasing the poor’s 
earning potential by raising their productivity through nutrition, health, education and 
training programs. The last two sets of strategies entail making changes in the 
characteristics of the poor – and there are several advantages to policies aimed at 
changing the characteristics of the poor. First, policies that succeed in changing these 
characteristics are, in large part, removing the causes of poverty, not just reducing its 
effects. Secondly, many of these policies could be less costly in the long run, as they 
aim to raise the productivity of poor households. In this respect, Sen’s (Sen, 1993) 
classification of the various dimensions of poverty is particularly relevant:  

• Opportunity – lack of access to labour markets and employment opportunities, 
and to productive resources; constraints on mobility; and, particularly in the 
case of women, time burdens resulting from the need to combine domestic 
duties, productive activities and management of community resources; 

• Capability – lack of access to public services such as education and health; 
• Security – vulnerability to economic risks and to civil and domestic violence; 

and 
• ?Empowerment – being without voice and without power at the household, 

community and national levels. 
 
Any poverty reduction strategy should involve policies and program interventions to 
help the poor to overcome each of these dimensions. Policies that fall under the 
umbrella of an economic approach were discussed in Section 3. In this Section we 
focus on complementary welfare- and human capital-based interventions for poverty 
reduction in Syria.  
 
5.4.1 Human Capital Strategies 
 
In the short run, the ability of the current generation of poor to earn more and to 
contribute more to their children’s future earning capacity can be improved by creating 
measures to increase their access to resources, including information and credit. This 
can be accomplished by: providing easier access to productive employment or assets 
and by promoting a better remuneration of their productive activities. In the long run, 
the greatest effect is likely to come from investment in human capital – education and 
health. 
The principle assets of the poor are labour and time. Education increases the 
productivity of these assets. A healthy, educated and well-fed labour force is more 
physically and mentally energetic than one which is sick and hungry. Hence the 
following measures are recommended for human capital accumulation: 

• Improve the effectiveness of public expenditures to increase opportunities for 
human capital formation for the poor. Support for the eradication of illiteracy 
and drop-out rates among the poor is probably the single most important 
development objective. The commendable policies designed to encourage girls 
to join and stay in schools, taking into account the cultural and traditional 
barriers, should be fully and quickly implemented.  
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• Given the enormous return that lowering illiteracy has on reducing poverty in 
Syria, there should be an effort to continue the expansion of universal primary 
education, especially in rural areas, and among girls. 

• Lower child labour (and thus school drop-outs) through direct interventions – 
for example, a school lunch program in poor areas could both increase 
attendance and lower nutrition deprivation.  

• Provide high-quality and market-relevant secondary education to the youth. 
Secondary education also increases earning power, but only if the skills 
imparted by the school are demanded by the job market.   

• Reallocation of public health expenditure toward preventive health care 
programs. 

• Insurance coverage should be extended in addition with this reform. Health 
insurance plans for widows and dependents should be revised. Extended 
coverage would require the health insurance organisation to establish new 
contracts with hospitals and physicians, to provide the needed additional 
medical care. 

• A well-designed programme to improve the nutrition of vulnerable groups 
should be designed and implemented. Emphasis should be put on the protection 
of children in particular. Some recommended strategies include: (a) providing 
daily meals for primary public schools children. School feeding, as a way of 
targeting the poor, has the advantage of improving nutrition for children and 
indirectly encouraging children to enrol at schools; and (b) distribution of small 
quotas of necessary food items to participants in literacy classes would help the 
poor to cope with food expenses. It would also provide an incentive for them to 
attend regularly.  

• Extending infrastructure, such as safe water and improved sanitation, to regions 
in which poverty is prevalent provides a reasonably efficient method for 
improving individual health status and hence reducing poverty. 

• Interventions are needed to avoid high fertility rates experienced by the poor, 
not only by providing subsidised contraceptive methods, but also by providing 
better access to sound health services, and offering poor households incentives 
to send their children to school. 

 
5.4.2 Social Welfare Strategies 
 
Two broad groups are in need of special attention: those who are unable to work and 
those who may temporarily be in danger of losing their livelihood. The first group 
needs a system of transfers that ensures them an adequate standard of living. The 
second group is best served by a variety of safety nets. The central government is 
preferable to NGO’s for providing regular payments on a statutory basis. 
 
A significant part of the income of the poor comes from transfers. Acute poverty is 
usually related to old age, disability and unemployment. Formal social security systems 
should be developed, or their coverage widened. Such systems, which provide old age 
pensions and unemployment, disability, health and spousal benefits, are feasible in 
many urban areas and should be extended to all those who are unable to work in both 
urban and rural areas. 
 
5.4.3 Regional Balance 
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Ensure that growing regional disparities in incomes, opportunities, and services are re-
evaluated:  

• The North-Eastern region needs a continued push in terms of effective 
development investments. This could include increasing entrepreneurial and 
employment options, improving educational opportunities, mitigating the health 
effects associated with poverty, and improving the coverage of sanitation and 
water supply systems. 

• Poverty reduction strategies and associated policy instruments need to be 
developed incorporating the particular poverty profile of the region, governorate 
or district, using the analysis from household surveys, in addition to other non-
income indicators. 

 
5.4.4 Monitoring and Evaluation 
 
The success of the poverty reduction strategy will require a systematic approach to 
monitor and evaluate progress in the implementation strategy. To ensure that targets are 
met, a comprehensive poverty monitoring system should be established to help policy 
makers monitor progress and adjust the actions to make them more effective and 
efficient.  

• Consider introducing annual household surveys with a smaller sample size (e.g., 
an annual HIES with a randomly selected sample of 5,000 households – which 
would be statistically representative and valid – rather than a 30,000 household 
survey every 5 years). 

• Continue to ensure that the sample is regionally representative. 
• Initiate a small panel survey to better track changes in living conditions. 
• Revise the questionnaire to add questions in under-represented analytical areas 

like: healthcare use and outcomes, anthropological measures and time use by 
family members. 

• Improve the quality and regional coverage of labour, agricultural, industrial and 
macroeconomic data. 

 
5.4.5 Targeting Mechanisms  
 
Successful and financially feasible interventions to reduce poverty must be based on a 
mechanism for targeting assistance to the poor. Although the explicit goal of all types 
of strategies is to reduce poverty, they are likely to benefit some non-poor as well. 
Given that funding for such programs is limited, steps must be taken to target benefits 
toward the poor. It is useful to distinguish between two types of targeting: direct 
targeting and characteristic targeting.  
 
Direct targeting explicitly identifies individual households as poor or non-poor and 
directly provides benefits to the former group and/or withholds them from the latter. 
The targeting form depends on the ability of governments to identify the vulnerable 
poor. If the poor can be identified on a household or individual level, transfer payments 
or some other form of direct assistance can reduce their vulnerability. For example, the 
provision of food or medical care to elderly and disabled individuals, to households 
who display clear signs of malnutrition or to individuals who have special needs, such 
as pregnant and lactating women are all direct targeted assistance. However, a serious 
problem with direct targeting is that the ‘screen’ needed to identify the poor is 
expensive to construct.  
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If providing assistance directly to the vulnerable poor is not feasible, intervening on the 
basis of the characteristics of the poor may be required. This we refer to as 
characteristic targeting. For instance, if the poor are concentrated in certain regions or 
districts, the provision of public services to those areas could be increased. However, 
characteristic targeting has two potential drawbacks. First, some non-poor households 
may possess the same characteristics as the poor; and hence receive benefits (leakage). 
Second, not all poor households may possess the characteristics necessary to benefit 
from the intervention, and consequently are not reached (under-coverage). The success 
of characteristic targeting depends on the ability of program designers to minimise 
these leakages. Of course, some inefficiencies may have to be accepted to achieve 
distributional objectives during the period of adjustment, but these should be temporary 
and must be kept to a minimum. Accurate identification of the key characteristics of the 
poor, and feasible policies that could change them, require competent and timely 
research.  
 
A thorough examination of Syria’s data for the purpose of constructing a 
comprehensive set of policies to reduce poverty is beyond the scope of this study. 
However, the poverty profile for Syria, discussed in Chapter Three, describes the 
characteristics of the poor in Syria, and their main sources of income. These could be 
used to describe the most efficient targeting mechanisms to implement strategies for 
poverty alleviation. A few examples that demonstrate the use of household survey data 
for policy formulation are presented below. 
 
First, the poor can be targeted on the basis of where they live. The data in El-Laithy and 
Abu-Ismail (2005) shows that 11 per cent of the urban population and 18 per cent of the 
rural population in the North-Eastern region are poor. This constitutes 58 per cent of the 
poor. Clearly, any policy to reduce poverty in Syria must focus on this region. While 
there is some geographic separation of the poor from the non-poor, most of the poor 
live in rural areas. A geographic-based intervention would mean that 61 per cent of the 
poor would benefit from any interventions in rural areas, and leakage would go to about 
47 per cent of the non-poor. The leakage of any intervention could be reduced by 
prohibiting benefits to people whose incomes are known to be high, such as employers 
(the self-employed employing others). At the governorate level, a poverty alleviation 
programs should target the poor in Aleppo, Al Raqqua, and El Suaida governorates. 
 
In formulating an area-based anti-poverty intervention strategy, Syrian decision makers 
are also advised to direct social services and public investment to urban slums and 
squatter settlements. Large visible tracts of squatter and informal housing have become, 
in many parts of Syria, intimately connected with the perception of poverty, a lack of 
access to basic services and income insecurity. Income and capability poverty is largely 
seen as the central characteristic of slum and informal housing areas. In some 
definitions, such areas are associated with certain vulnerable groups of the population, 
such as recent immigrants, internally displaced people and marginally employed 
persons. Such areas may be perceived as the space of social exclusion in urban areas in 
some metropolitan towns.  
 
Abdel Fadil gives a detailed analysis of the ‘informal housing areas’ in Syria, reveals 
the need for urgent surgical intervention in the following areas in particular: 

Damascus: Tichreen quarter; 
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Rural Damascus: Al-Tadamon and Sayeda Zainab quarters; 
Allepo; and 
Depressed governorates: Deir-Ezzor, Hassakeh, Al-Reqqa and El-Suweyda. 

 
However, as argued by Abdel Fadil, it is important to note that the livelihood of most 
‘informal housing area’ dwellers depends on informal (casual) employment and 
informal businesses, with insecure prospects. This segment of the population may be 
seen as the most socially and economically vulnerable, and with a high proportion of 
unemployed and frustrated youth. In the light of these facts, physical solutions (i.e., 
upgrading of the quality of housing and infrastructure networking) are not sufficient to 
address the depth of poverty in these areas. New strategies of socio-economic 
integration need to be devised to provide these dwellers with more secure and 
sustainable sources of livelihood, as well as greater social protection. 
 
Second, the incomes of poor households depend heavily on characteristics like: 
physical assets owned, the educational level of household members, their professional 
skills and access to credit. The household characteristics most significant in identifying 
the poorest families in Syria are education levels, economic activity and employment 
category. Economic activity can be used to identify poor individuals. Individuals who 
are agricultural workers or worked in construction were the poorest in terms of their 
consumption levels in 2003-2004. As agricultural and construction workers, (casual and 
unskilled labour) represent 55.9 per cent of the poor, one must focus on prices, 
particularly those of marketed crops and agricultural inputs. But a general price scheme 
to raise agricultural incomes could entail some leakages, as 23 per cent of non-poor 
individuals also work in agriculture. 
 
This breakdown of households by characteristics of the head of the household reveals 
that education is the single best indicator of poverty in Syria today. It suggests that the 
poorest households may be identified by the education level of the head of the 
household, and that programmes to improve educational facilities – particularly those 
providing technical training and to keep children in school – represent social 
investment programmes with potentially very high to long run returns.  
 
Third, housing characteristics in Syria are useful in terms of determining the general 
orientation of social investment programs. However, they are of little use in identifying 
households who are eligible for specific program benefits. Several housing 
characteristics are common among the general population (poor or non-poor) residing 
in certain regions. Thus attempting to locate the poor according to the characteristics of 
their dwelling is not a highly effective strategy. However, housing characteristics can 
be used to identify priorities for social investment programs, both in terms of the type 
of programs to be implemented and the geographic areas in which they ought to be 
concentrated. Improvements in the provision of water, for example, will benefit 61 per 
cent of the poor population in rural areas. 
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Chapter Seven 
 

Managing without growth: Challenges confronting the 
Syrian labour market1 

 
 

Iyanatul Islam 
 
 
Summary of key findings  
 
The context 
 
Syria, classified as a lower middle-income economy [with an income of about US$1,000 
per capita] has struggled to recover from the recession of 1999. Per capita growth in 
recent years has been less than 1 per cent placing the country among the slowest growing 
economies in the world. Syria is an oil-dependent economy. At current rates of 
extraction, oil supplies will run out in about 10 to 12 years. The country has maintained 
respectable growth in human development and appears likely to reach most of the 
Millennium Development Goals. Household income and expenditure surveys suggest that 
poverty fell between 1996/97 and 2003, although inequality went up. 
 
Syria faces an uncertain international environment. It remains under the unfriendly gaze 
of the United States. The Syrian government has sought to adapt to this environment by 
cultivating closer links with the EU and the friendly Arab States. These initiatives will 
create both challenges and opportunities, providing access to external markets but also 
imposing competitive pressure on protected domestic firms and institutions. Rapid labour 
force growth combined with the faltering pace of GDP growth has led to a ‘double 
squeeze’ on the labour market, that is, both on the supply side and demand side. Hence, 
management of the Syrian labour market will have to more astute than it has been in the 
past. 
 
The labour market-poverty nexus in Syria 
 
About 27 per cent of workers are employed in the public sector, while the balance is 
employed in the private sector. Within the private sector, the relative size of the informal 
economy [or the ‘unorganised’ private sector as it is officially called] is around 36 per 
                                                
1 This report relies on a combination of statistics on poverty and labour market indicators as well as interview notes. The statistical details can be found in appendix 

A, while the interview notes can be found in appendix B. The report also draws heavily on the poverty analysis provided by Dr Hiba El-laithy, while growth and 

trade policy issues are discussed extensively in a report prepared by Mr Khalid Abu-Ismail and his co-authors. The report benefited enormously from a field visit to 

Damascus in mid-December, 2004. The support of the UNDP office in Damascus is gratefully acknowledged. The preliminary results of this report were 

disseminated at an international employment conference held in Brasilia, 11-12 January, 2005, under the auspices of the UNDP’s International Poverty Centre. The 

author is grateful for feedback received from participants at the conference. The standard disclaimer applies: all errors and omissions represent the sole responsibility 

of the author. 
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cent. A little over 50 per cent of the labour force is employed in low productivity 
agriculture and services. Own account and unpaid workers account for 37 per cent of the 
work force. Paid workers account for 55 per cent of the work force. 
 
Statistics on gender dimensions of the work force suggest that female workers are 
concentrated in the unorganised private sector, in unpaid work, in agriculture and in 
services. On the other hand, females have a greater share of public sector employment 
than males. 66 per cent of all employed university graduates and 82 per cent of all 
employed graduates from intermediate institutions work in the public sector. The 
proportions are even higher for female employment. 
 
The sectoral distribution of workers with higher educational qualifications lies at the core 
of understanding the labour market-poverty nexus in Syria. Poverty rates vary between 
18 and 12 per cent for those with elementary education and less, while they vary between 
6 and 3 per cent for those with secondary education and more. The bulk of poverty - 85 
per cent - may be attributed to those who work in the private sector. The available 
statistics suggest that 36 per cent of paid workers and 26 per cent of unpaid workers live 
below the poverty line.  
 
The public sector has a significantly lower incidence of low paid workers [26 per cent vs 
53 per cent] vis-à-vis the private sector. Public sector wages are about 1.5 times the 
average wages prevailing in the private sector.  
 
The analysis of the nature of unemployment in Syria is complicated by alternative 
estimates ranging from 9 per cent to 16 per cent in 2003. The labour force survey 
suggests a figure of 12 per cent. These discrepancies are due to differences in 
methodology that underpin the various surveys. There is no clear-cut official position on 
what is the appropriate unemployment rate. The Ministry of Social Affairs and Labour 
endorses the labour force survey estimate. The State Planning Commission is inclined to 
use a ‘range’ of estimates. The latter maintains that, in 2003, the minimum number 
unemployed was around 500,000 workers. 
 
The duration of unemployment is quite high: 65 per cent of the unemployed experience a 
spell of unemployment lasting at least one year. The degree of underemployment - 
defined as those working too few hours - affects 52 per cent of the workforce who are 
either seasonally employed or work intermittently. The statistics overstate the degree of 
‘involuntary’ underemployment, as it does not distinguish between those who willingly 
work too few hours and those who do not. 
 
There is also the well-known practice in the Syrian labour market of workers holding 
‘secondary’ jobs. About 13 per cent of workers in the public sector - and about 7 per cent 
overall - hold secondary jobs. These numbers probably understate the incidence of 
secondary jobs because of the reluctance of those surveyed to disclose supplementary 
sources of income. The characteristics of the unemployed suggest that unemployment is 
concentrated in the 15-29-age group [accounting for more than 75 per cent of the total 
stock of unemployment] and those with elementary education [47 per cent of the total].  
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The gender composition of unemployment represents a mixed picture. The share of 
female members of the work force in total unemployment in the 15-19 age group is lower 
than males, but not in other age groups. The share of female members of the work force 
in total unemployment is less than their male counterparts for cohorts with elementary 
education, but not for cohorts with higher educational attainments. The unemployment-
poverty nexus is quite close for groups with elementary education, but the converse is 
true for other groups. 
 
At the regional level, more than 50 per cent of the total unemployment may be attributed 
to just four governorates, but they are not the regions with the highest incidence of 
poverty. The governorates with high underemployment rates are not necessarily those 
with high poverty rates.  
 
In general, the correlation between unemployment/underemployment and poverty is 
either statistically insignificant or of the ‘wrong’ sign. This means that neither a regional 
unemployment map nor a regional underemployment map is reliable for geographical 
targeting of impoverished communities.  
 
Child labour is around 18 per cent of the labour force. It is much more prevalent in poorer 
rural areas than in urban areas, in agriculture than in manufacturing and is concentrated in 
certain regions of the country. 
 
Policy issues 
 
The government, private sector and the international community agree on the critical 
need to foster investment-led growth to bring about durable employment creation. The 
State Planning Commission maintains that the economy has to produce 185,000 new 
jobs, which is lower than alternative estimates provided by others. The minimum growth 
rate required to maintain ‘flow’ equilibrium in the labour market is set at 6 per cent, but a 
growth target of 7 per cent is required to make a significant dent on the existing stock of 
the unemployed. The State Planning Commission forecasts that the 7 per cent growth rate 
will be reached by 2010 and that annual investment flows of US$ 8 to 9 billion 
amounting to 47 per cent of GDP would be required to support such growth targets.  
 
These investment requirements are substantially higher than private sector estimates and 
have not been achieved in the past. In discussions on investment-led growth, employment 
elasticity does not seem to have played a pivotal role, although cross-country evidence 
suggests a link between rapid declines in poverty and high employment elasticity. 
Identifying employment elasticity as a key policy parameter can enable the government 
to reduce the burden on growth alone to engender employment creation. 
 
The State Planning Commission maintains that bureaucratic impediments to new 
investment flows represent a major policy challenge, but one should also add that the lack 
of modern and robust financial institutions make it difficult to tap new investment funds. 
There are some promising developments, with the legislative framework being in place 
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for launching a stock market. Trade liberalisation is on the policy agenda, but 
privatisation does not seem to be. 
 
In recent years, the Syrian government has also launched a supra-ministerial Agency to 
Combat Unemployment [ACU] to complement the long-term strategy of investment-led 
growth. The ACU is supposed to operate until 2005, disburse funds worth US$ 1 billion 
over five years [2001-2005] and create 440,000 jobs over that period. Its policy 
instruments are credit for funding business start-ups in the SME sector, micro-finance, 
training and re-training, public works. The ACU is scheduled to create 250,000 by end-
2005. This falls short of the job creation target. The ACU claims that this is due to a 
funding shortfall and also emphasises that the ultimate way to create durable jobs is 
through investment-led growth. 
 
The ACU has played an important role in lending political visibility to the issue of 
unemployment. Its long-term future is uncertain. Given the intellectual capital invested in 
this venture [more than 70 PhDs and university graduates in its staff of 1700], the ACU 
could be transformed into a policy advisory unit with the strategic mandate to work on 
labour market-poverty linkages in collaboration with the State Planning Commission and 
the Ministry of Social Affairs and Labour. 
 
In terms of mitigating child labour, the current approach focuses on penalising families 
and firms using child labour. The Ministry of Social Affairs and Labour is keen to adopt 
an alternative approach in which firms and families are given financial incentives to 
invest in children’s education.  
 
About 19 per cent of Syrians are vulnerable to at least a transient spell of poverty. 
Furthermore, the incidence of seasonal employment and intermittent work is quite high. 
Hence, employment security and social protection are important policy issues. In terms of 
social protection measures, the aim should be to cover both the formal and informal 
sectors through unemployment insurance, public works and micro-finance schemes. 
 
Unemployment insurance does not exist in Syria, but as a surrogate stiff anti-firing 
legislation is used to discourage employers to fire workers. This has not been effective.  
The available evidence from other developing countries suggests that unemployment 
insurance can be designed in such a way that it is fiscally affordable and has minimal 
disincentive effects. 
 
Public works have been initiated by the ACU, but it needs to be made a regular feature of 
Syrian labour market policies. Micro-finance schemes are in their infancy. The ACU is 
also involved in micro-finance schemes, but it might be more effective to transfer the 
functions to other specialised agencies. Syria certainly has the opportunity to adapt and 
experiment with microfinance schemes and be inspired by best practices elsewhere. 
 
In the realm of wage policy, the public sector plays a wage leadership role. The 
government has granted across-the-board wage increases of 20 per cent to the public 
sector in May 2004, recommended wage increases between 5 to 20 per cent for the 
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private sector and is poised to increase [by January 2005] nation-wide minimum wages 
by more than 40 per cent. 
 
These initiatives may not be the most effective way to increase the returns to labour. 
Wage disparities may worsen because the public sector has higher average wages than 
the private sector, while substantial increases will benefit workers who are currently 
employed but could hurt those seeking work. Given current slow growth, the private 
sector will probably be unable to absorb the wage increases that have been proposed. The 
emphasis should be on protecting the living standards of workers by compensating for 
cost-of-living increases. 
 
The nation-wide minimum wage could be made indicative rather than mandatory and 
could be converted into a tool for monitoring the living conditions of the working poor. 
To be effective, such an indicative and monitoring approach needs timely public 
dissemination of pertinent data on wages and prices. One of the best ways to improve the 
capacity of the private sector to become a generous paymaster is to upgrade its human 
capital endowment by reforming the education and training system and by fostering in-
firm training. 
 
Engendering labour market flexibility has become a core element of the policy agenda. 
There is a good deal of support among policymakers to reform existing labour laws that 
have remained largely unchanged over the last 40 years. The government has also ratified 
the core ILO conventions on fundamental principles and rights at work. The challenge is 
to ensure that efforts at reforming labour legislation are compatible with maintaining 
labour rights. An uncritical approach to labour market flexibility is probably misplaced as 
cross-country evidence suggests that the link between such flexibility and rapid 
employment growth is tenuous. 
 
Setting the Context 
 
A notable feature of the Syrian economy is that it has combined respectable progress in 
human development despite rather slow growth. Estimates produced by a senior official 
of the State Planning Commission suggest that the economy experienced a steep 
recession in 1999 [the decline in growth rate was more than –3.0 per cent] and the 
recovery did not take place until 2001.i A premier private sector association [The 
Damascus Chamber of Commerce] claims that it is only in the last two years [2002/2003] 
that the economy has come out of a ‘seven year recession’.ii Per capita growth has been 
well below 1 per cent for protracted periods placing Syria among the lowest growing 
economies in the world.iii  
 
Syria seems to be a case of ‘managing without growth’. Improvements in human 
development indicators are commendable and in some cases are above the standards 
attained by other countries in the MENA [Middle East and North Africa] region as well 
as other middle- income economies.iv It also seems well on the way to attaining many of 
the MDG targets – although there are substantial disparities between regions within the 
country. This salutary outcome at the aggregate level may be attributed to an activist 
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public policy that entailed free education and health care services for the citizenry 
complemented by subsidised provision of basic necessities, such as bread, sugar, rice, 
heating fuel and gas. This seems to have been reinforced by an informal mechanism of 
social protection in which a dense network of family, friends and the local community 
have pooled their resources to support and sustain livelihoods of poor individuals.v 
 
A comprehensive analysis of the household expenditure surveys [1996/7 and 2003/4] 
suggests that consumption/income poverty fell moderately over that period even though 
inequality went up. The fall in consumption/income poverty seems to have been driven 
by respectable growth of per capita real expenditure of 2.0 per cent per annum between 
1996/1997 and 2003/2004.vi Yet, per capita GDP growth between 1999- 2003 was a mere 
0.4 per cent per annum.vii The increase in average salaries, after adjusting for inflation, 
was also a rather moderate 0.8 per cent per annum between 1997 and 2001.viii 
Furthermore, the national accounts suggest that private real expenditure grew at 1.3 per 
cent per annum between 1997 and 2003.ix  
 
This does not nullify the poverty estimates derived from the household surveys for two 
reasons. First, it is by no means obvious that estimates of private consumption derived 
from the national accounts are more robust than household survey-based estimates. The 
former is obtained as a ‘residual’; the latter is directly computed from survey responses 
and geared towards measuring living standards at the household level.x It is entirely 
possible that the national accounts in the Syrian case have been unable to adequately 
reflect economic transactions mediated through the informal economy. Second, the 
consumption/income poverty estimates are consistent with improvements in human 
development indicators over the same period. Nevertheless, the seeming paradox of 
progress in human development and reduction in poverty without growth – or best rather 
sluggish growth - lies at the core of appreciating the achievements of Syrian 
policymakers as well as the future challenges that they face.xi  
 
Lack of growth has taken its toll on the labour market. Employment opportunities have 
simply not expanded sufficiently to absorb new entrants to the labour force. The labour 
market is caught in a ‘double squeeze’. On the supply side, high population growth rates 
have fuelled rapid labour force growth. On the demand side, insufficient growth has led 
to extremely modest job growth. Recent surveys suggest that both open unemployment 
and underemployment are high. Youth unemployment is rife. There seems to be a 
mismatch between the skills produced by the education and training system and the skills 
required by employers in the private sector. The public sector appears to have become a 
repository of skilled graduates. Many Syrians have sought to adapt to these austere 
conditions by holding multiple jobs and by participating in the informal economy.  
 
Employment insecurity is a major challenge confronting millions of Syrians. Estimates 
suggest that around 19.0 per cent of Syrians are vulnerable, that is at risk of falling into at 
least a transient spell of poverty. This incidence of vulnerability has remained largely 
unchanged even as current poverty declined moderately between 1996/7 and 2003/4.xii 
The incidence of child labour seems to be significant and is used as a way of 
supplementing meagre family incomes.xiii.  
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The government has responded to these concerns by adopting a number of policy 
initiatives. The most notable institutional innovation is the setting up of a special Agency 
to Combat Unemployment [ACU]. A new package was enacted a few years ago in which 
US$ 1 billion would be disbursed over a period of five years [2001-2005] to mitigate 
unemployment and underemployment. A notable outcome of the special agency is a 
major survey of unemployment that was undertaken in 2003 in order to attain a deeper 
appreciation of the nature of the Syrian labour market. Furthermore, the agency is keen to 
finance new business start-ups as the principal instrument of job creation.xiv In addition, it 
is committed to funding public works in rural areas and targeting impoverished 
individuals, families and regional communities. 
 
The agency has played an important role by providing an institutional focus and a high 
degree of political visibility to prevailing concerns about unemployment. While it is too 
early to tell how effective this scheme would be in economic terms, an important issue is 
whether the agency to combat unemployment has adopted an ambitious mandate. The 
stated aims seem to entail components of both employment creation and social 
protection. Furthermore, as the agency emphasises, sustainable employment creation on a 
large scale ultimately depends heavily on the macroeconomic environment and the extent 
to which such an environment is conducive enough to create rapid and sustainable 
growth. Some estimates suggest that the economy would need to grow in the 7-8 per cent 
range to absorb new entrants to the labour force. This appears at first sight to be a 
formidable task, given that historically the Syrian economy has hardly ever attained such 
growth rates. A more modest target [5 to 6 per cent] is feasible provided policy makers 
pay much greater attention to the various ways in which the process of growth itself can 
be made ‘employment-friendly’. More specifically, enhancing the ‘employment 
elasticity’ of growth – rather than the growth rate per se - should become a policy goal. 
 
Creating jobs and providing employment security are not synonymous. Expanding 
employment opportunities could be accompanied by growth in casual and part-time 
employment. This provides a tenuous livelihood for those who seek to participate in the 
labour market. Although the Syrian government has sought to offer social protection to 
its workers, the challenge is to develop a system that covers the ‘excluded majority’ in 
the rural sector and the informal economy. 
 
In dealing with the issue of labour rights and child labour, the government has taken the 
important step of ratifying six of the core ILO conventions pertaining to fundamental 
principles and rights at work. In 2003, it ratified the convention on eliminating the worst 
forms of child labour and the relevant protocols that go with it. There is also the issue of 
mitigating child labour using a coercive approach [which seems to be current policy] vs a 
more incentive-driven approach that encourages families to invest in the schooling of 
children. 
 
Ratification of the core ILO conventions is not the same as implementation and a lot 
needs to be done in implementing the agenda of labour rights in Syria. The critical 
question is whether the pursuit of labour rights has deleterious consequences by 
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hampering the capacity of employers to participate in a ‘flexible’ labour market. Syrian 
policymakers can seek inspiration from the fact that international evidence suggests that 
the benefits of labour market flexibility have probably been oversold. A well functioning 
labour market is compatible with a pro-active stance on labour rights. 
 
In dealing with labour market challenges, a pertinent policy question is the extent to 
which wage policy can be harnessed to influence the welfare of workers. Should the 
national minimum wage – which prevails in Syria – be raised to deal with the plight of 
the ‘working poor’, that is, those who are working but not earning enough to meet the 
necessities of life? Should the public sector pay a wage leadership role by setting the pace 
for public sector wage increases? Might these noble aspirations be negated by the risk 
that an aggressive wage policy entails a trade-off by helping those who are employed but 
hurting the prospects of those who are seeking work? 
 
The current evidence suggests that, if one uses the prevailing minimum wage applicable 
to a single-person household as one conceivable ‘poverty line’ for the labour market, the 
incidence of the ‘working poor’ appears to have fallen in Syria between 1997 and 2001.xv 
The degree of wage inequality appears to be lower than aggregate inequality  – at least as 
calculated from data reported in the 2003 unemployment survey.xvi On the other hand, 
average wages in the public sector seem to be higher than average wages in the privates 
sector. Pursuing public sector-led wage increases and raising the minimum wage in the 
context of slow growth can help the working poor in the formal sector but hurt those 
seeking work while it may be unenforceable in the informal economy. Given that the 
wage gap is in favour of the public sector, the wage leadership role played by the latter 
will probably worsen wage inequality.  
 
There is little doubt that managing the Syrian labour market with little or no growth is 
going to be increasingly difficult in the future. In the past, concessionary external finance 
from friendly Arab states, buoyant revenues from the oil price boom and a lucrative 
bilateral trade with Iraq worth US$ 1 –2 billion annually enabled the Syrian government 
to sustain vital social expenditures in a fiscally affordable fashion. After the Iraq war, the 
bilateral trade has ceased, while the external political and economic environment has 
become less hospitable as the stance of the United States towards Syria has become more 
aggressive. At current rates of extraction, oil resources will run out in about ten years. 
The government has sought to counter the actual and prospective reduction in access to 
external markets by signing an association agreement with the EU, while it will seek a 
deeper integration with the Arab world through a free trade agreement. These 
developments will create fresh opportunities and challenges. On the one hand, these 
external initiatives in the foreign policy domain will provide access to new markets to 
domestic firms and bring in new investments. This in turn will aid the process of growth 
and contribute to employment creation. At the same time, competitive pressures will 
build up on domestic institutions and firms that may lead to reallocation of resources and 
shedding of labour. Hence, the management of the Syrian labour market will have to be 
more astute in this new environment than it has been in the past. 
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7.1 The Syrian labour market and its linkages to poverty 
 
7.1.1 The Syrian labour market: The public- sector privat- sector divide 
 
Perhaps the most notable feature of the Syrian labour market is the public sector-private 
sector divide. This does not necessarily stem from the distribution of the work force 
between the two sectors, but from the imbalance that emerges from the gender 
composition and educational qualifications of workers - and associated wage disparities - 
between the public sector and the private sector.  
 
As a preamble, consider the information in Table 7.1. It depicts the distribution of 
workers by sector, employment status and economic activity based on the latest labour 
force survey [2003]. The information is disaggregated by gender. Paid workers represent 
the largest proportion of the labour force [55 per cent]. If one uses own account workers 
and unpaid workers as a crude approximation of the ‘informal sector’, then its relative 
size in Syria is 37per cent. This is almost identical to the estimate of the ‘unorganised 
private sector’ [approximately 36 per cent]. The latter may be taken as the officially 
approved definition of the informal sector. The table also shows that 52 per cent of the 
work force is employed in agriculture [26 per cent] and services [26 per cent].  
 
As can be seen from Table 7.1, the private sector – both the ‘organised’ and the 
‘unorganised’ component - account for 72 per cent of the employment of the labour 
force. A relatively small proportion [around 14 per cent] is employed in manufacturing 
activities [defined as ‘industry’ in the table]. 
 
Table 7.1: Distribution of the Labour Force (%) by Sector, Employment Status and 
Economic Activity in Syria, 2003 
Sector   Total Male Female   
Public sector  27.2 24.8 39   
Organised private sector 34.9 38.7 16.3   
Unorganised private sector 37.5 36.1 44.4   
Employment status       
Employers  8 9.2 2.2   
Own account workers 25.7 28.4 12.4   
Paid workers  54.8 54.9 54.4   
Unpaid workers  11.5 7.5 31   
Economic activity       
Agriculture  26.2 22 46.2   
Industry   13.6 15.1 6.6   
Building and cons  11.2 13.3 1   
Hotel, rest/trade  15.2 17.6 3.5   
Storage, trans/comm  5.9 7 0.9   
Finance, insurance/prop 2 2.1 1.5   
Services   25.9 23 40.2   
Source: Labour force survey, 2003 [adapted from CBS, Statistical Abstract 2004, tables 5/3, 6/3 and 8/3: 
pp.88-91]. Figures do not add up to 100.0 in some cases because minor sectors accounting for less than 1 
per cent of employment have been omitted. 
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The gender dimension of the Syrian labour market is noteworthy. A clear pattern of 
concentration of female members of the labour force in selected areas emerges in table 1. 
There is a preponderance of female employment in the public sector [39 per cent vs 29 
per cent for males], in unpaid work [31 per cent vs 8 per cent for males], agriculture [46 
per cent vs 22 per cent for males] and services [40 per cent vs 23 per cent for males]. The 
extensive representation of female workers in low-productivity activities [agriculture and 
services] and in unpaid work puts them at some disadvantage vis-à-vis their male 
counterparts. It is symptomatic of a degree of gender discrimination in the labour market. 
This is compensated to some extent by the fact that female workers have a greater share 
of well-paid public sector employment relative to male workers – a point that will be 
revisited at a subsequent juncture. 
 
Table 7.2 focuses on the distribution of workers with different educational qualifications. 
As in previous cases, this table draws on the 2003 labour force survey. It shows the 
distribution of paid workers across the public sector and the private sector [where, as in 
previous cases, a distinction is made between the ‘organised’ and ‘unorganised’ 
components of the private sector]. A striking feature of the table is the preponderance of 
workers with tertiary educational qualifications in the public sector vis-à-vis the private 
sector. As can be seen, 66 per cent of all employed university graduates and 82 per cent 
of all employed graduates from intermediate institutions worked in the public sector in 
2003. The corresponding numbers even in the organised private sector were accordingly 
quite modest. Thus, 28 per cent of all employed university graduates and only 13 per cent 
of all employed persons who earned their qualifications from intermediate institutions 
worked in the organised private sector. In the case of female workers, the tendency of the 
public sector to employ workers with tertiary educational qualifications is even more 
striking: 76 per cent of all employed female university graduates and more than 90 per 
cent of such a cohort from intermediate institutions worked in the public sector. The 
converse of this pattern is the fact that 75 per cent of female members of the work force 
with only elementary education [and less] worked in the unorganised private sector. 
 
If educational qualifications are used as a plausible proxy for skills, then one can 
conclude that the public sector in Syria has become the repository of skilled labour. This 
has important implications. One could argue that the educational system in the upper 
echelons is primarily serving as a route to lucrative public sector employment, while the 
private sector – even in the organised component – is unable to offer employment 
opportunities for sufficient numbers of graduates with tertiary education. There are 
probably two forces at work. On the one hand, the education and training system may 
well be producing graduates whose skills are not pertinent to the needs of private sector 
employers; on the other hand, slow growth means that the private sector is simply not 
expanding fast enough to absorb skilled workers. The cruel paradox is that the modest 
human capital endowment of the private sector acts as a major hindrance to its dynamism 
and its ability to act as a leading sector in ushering faster growth of the Syrian economy. 
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Table 7.2: Distribution of paid workers by educational attainment Public vs private 
sector, Syria, 2003 
       Elementary  
   Univ Inter Sec Prep and below 
  Male      
Public sector  62 73.2 49.3 31.6 14 
Organised private sector 31 19.8 33.1 40.9 40.9 
Unorganised private sector 6.3 6.6 16.8 27.1 44.7 
  Female      
Public sector  76.4 94.1 78.3 49.9 6.5 
Organised private sector 19.6 4.4 18.1 24.9 18.2 
Unorganised private sector 3.2 0.9 3.5 25.2 75.1 
  Total      
Public sector  65.6 82.1 55 33.6 12.9 
Organised private sector 28.1 13.2 30.1 39.2 37.7 
Unorganised private sector 5.5 4.2 14.1 26.9 49.1 
Source: Labour force survey, 2003 [adapted from CBS, Statistical Abstract 2004, table 4/3: 87]. Figures do 
not add up to 100.0 because minor sectors accounting for less than 1 per cent of employment have been 
omitted. 
 
There are also political implications that follow from the statistics presented here. When 
the public sector acts as a repository for skilled graduates, it confers both benefits and 
costs. It enables the public sector to foster and sustain its capacity to provide managerial 
and administrative leadership. At the same time, by acting as a primary venue for 
graduates with tertiary education, the public sector may unwittingly nurture groups who 
have a stake in maintaining the status quo and who may be ambivalent towards a reform 
agenda of private sector-led development. 
 
7.1.2 The poverty-labour market nexus in Syria: an overview 
 
Table 7.3 seeks to establish the nexus between poverty and key aspects of the Syrian 
labour market. It depicts the share of employment by sector, employment status and 
economic activity and the corresponding share of poverty. A number of features are 
noteworthy. 
 
First, the bulk of poverty – 85 per cent – can be attributed to the low pay of workers in 
the private sector. Indeed, there does not seem to be much difference between the 
organised and unorganised segments of the private sector. If one adopts the argument that 
deviations from parity between share of employment and share of poverty of a sector is 
evidence of either over or under representation of that sector in the aggregate stock of 
poverty, then the public sector with 27 per cent of paid employment is under represented 
in aggregate poverty [15 per cent]. The converse is true: the private sector with 72 per 
cent of employment is over represented in total poverty [85 per cent].  
 



 

 12

Table 7.3: Share of employment [%] versus share of poverty [%] by sector, 
employment status and economic activity Syria, 2003 
Sector   Share of emp [%] Share of poverty [%]    
Public sector  27.2  14.6     
Organised private sector 34.9  43.3     
Unorganised private sector 37.5  42.1     
          
Employment status         
Employers  8  3.3     
Own account workers 25.7  23.1     
Paid workers  54.8  35.8     
Unpaid workers  11.5  26.2     
          
Economic activity         
Agriculture  26.2  25.3     
Industry   13.6  14.3     
Building and cons  11.2  12.9     
Hotel, rest/trade  15.2  13.5     
Storage, trans/comm  5.9  8.1     
Finance, insurance/prop 2  0.28     
Services   25.9  22.4     
Source: First column from Labour Force Survey, 2003 [CBS, Statistical Abstract 2004, tables 5/3, 6/3 and 
8/3: pp.88-91] and second column from El-laithy [2004, appendix 1] 
 
Second, in terms of employment status, paid workers account for the leading share of 
poverty [36 per cent], followed by unpaid workers and own account workers. However, 
when one uses the parity measure between share of employment and share of poverty, 
then paid workers are under represented in the total stock of poverty [55 per vs 36 per 
cent] while unpaid workers are significantly over represented in aggregate poverty [12 
per cent vs 26 per cent]. Not surprisingly, employers have a particularly low share of 
poverty. 
 
Third, the table shows that 48 per cent of total poverty may be attributed to workers in 
agriculture and services. The balance – 52 per cent – is roughly spread across the non-
agricultural sector that also account for 52 per cent of employment. The striking 
exception is the financial sector whose share of poverty is well below 1 per cent, although 
it accounts for 2 per cent of total employment. 
 
In sum, the table shows that the poverty-labour market nexus is such that the typical 
person in the Syria is likely to be poor if he/she is employed in the private sector, is a 
paid worker and is employed in either agriculture or services. As noted, the striking 
feature of the Syrian labour market is that the average public sector employee is relatively 
well off vis-à-vis the private sector counterparts. This is due to the significant human 
capital endowment [as measured by educational qualifications] of the average public 
sector employee [as revealed in table 2]. This is also verified by the strong correlation 
between poverty and educational status. Poverty rates vary between 18 per cent and 12 
per cent for those with primary education and less, while the corresponding rates range 
between 6 and 3 per cent for those with secondary education and more. 
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7.1.3 Unemployment, underemployment and poverty 
 
The analysis of the phenomenon of aggregate unemployment in Syria is complicated by a 
variety of estimates. In 2003, the latest year for which data is available, one can draw on 
three estimates ranging from a low of 8.6 per cent to a high of 12.3 per cent - see Figure 
7.1. In terms of the absolute number unemployed, these rates yield estimates ranging 
from a little over 500,000 to more than 800, 000. To complicate matters even further, 
some sources show a fall in unemployment, while others show an increase between the 
late 1990s and 2003. How can one reconcile the alternative estimates? Is there an 
officially approved unemployment rate?  
 
The Central Bureau of Statistics [CBS] administers the labour force survey [LFS] 
annually [except the census year] and the household income and expenditure survey 
[HIES] at an interval of five years. The LFS classifies someone as unemployed if he/she 
did not work even one hour a week prior to the survey period and was actively seeking 
work and would accept a job offer at the prevailing wage rate. The HIES adopts an 
identical definition. Despite this, discrepancies have emerged. One could argue that this 
is due to different ways of collecting data: the HIES depends entirely on household 
responses; the LFS draws on the unemployment registration system. Household 
responses can be marred by recall errors and inadequate coverage, while the 
unemployment registration system has been criticised for overstating the numbers 
unemployed because it is prone to fraudulent usage by the users of the service. Multiple 
registrations are apparently common. In other words, the HIES may have a tendency to 
under-report the unemployed, but the LFS has the proclivity to over-report the 
phenomenon. 
 
In 2003, the Syrian government implemented a special-purpose unemployment survey 
based on a sample of 30,000 households to collect data on the characteristics of the 
unemployed and its spatial composition that go beyond the information available in the 
LFS. It was done in collaboration with the CBS, but the newly established Agency for 
Combating Unemployment [ACU] played a major role. The country office of the UNDP 
and the Damascus Chamber of Commerce were also involved in this venture. The ACU 
as well as the Ministry of Social Affairs and Labour clearly regard it as an important 
statistical milestone. It took three months to design the survey. The template that was 
eventually adopted went through 120 revisions. The Unemployment Survey differs in a 
fundamental way from the LFS by adopting a broader definition of the unemployed: 
those job-seekers who worked at least two days a week prior to the survey period instead 
of the customary one hour a week. The predictable outcome is that the unemployment 
rate is significantly higher than the LFS-based estimate.  
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Figure 7.1: Aggregate Unemployment Rate 

Sources and notes: LFS= labour force survey; HIES = household income and expenditure survey; ACU/US 
= Agency to combat unemployment and unemployment survey. LFS estimates derived from table 7/3:90 
and 14/3:97, Statistical Abstract, 2004. HIES estimates from El-laithy [2004: statistical appendix] and 
ACU/US based on Fadil [2004] as well as interviews with pertinent government officials. 
 
The official position on which estimate to adopt varies across agencies and Ministries. 
The Ministry of Social Affairs and Labour claims that the LFS represent the ‘official’ 
statistics. According to this view, the Unemployment survey is really meant to generate a 
regional unemployment map in order to facilitate interventions at a geographic level. It is 
thus less concerned with an aggregate number. The State Planning Commission [SPC], 
on the other hand, is wary of adopting a single estimate. It prefers to discuss a ‘range’ 
declaring that the total number of unemployed is at least half a million but could be a 
little over 800,000.  
 
Figures 7.2 to 7.4 complement the discussion on the aggregate unemployment rate by 
examining the demographic and educational profile of the unemployed. As can be seen, 
more than 75 per cent of the unemployed in Syria may be attributed to the15-29 age 
group. The gender composition of the unemployed suggest a complex picture: female 
members of the labour force have a lower share of the unemployed than their male 
counterparts [17 per cent vs 22 per cent] in the 15-19 age group, but the converse is true 
in higher age brackets. 
 
As can be seen in Figure 7.3, the bulk of the unemployed [47 per cent] are concentrated 
among those with elementary education. Once again, the gender dimension of the 
unemployed represents a mixed picture: female members of the work force with 
elementary education account for a significantly lower share of the unemployed than their 
male counterpart [32 per cent versus 57 per cent], but this is not the case with groups 
exhibiting higher educational attainments. 
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Figure 7.4 represents an attempt to explore the unemployment-poverty linkage in Syria. 
The first column shows the share of the unemployed by educational status and the second 
column shows the share of poverty also by educational status. It is clear that those with 
elementary education account for both the highest share of poverty [51 per cent] and the 
highest share of the unemployed [47 per cent].  In the case of those with higher levels of 
education, the share of unemployment significantly exceeds the corresponding share of 
poverty. Thus, for example, those with secondary education have an unemployment share 
of 15 per cent but account for only 5 per cent of total poverty. This suggests that the 
nexus between unemployment and poverty is quite close for those with elementary 
education but not for other groups. 
 
Figure 7.2: Share of Unemployment (%) by age Group and Gender, Syria 2003 

 
Sources and notes: Estimates derived from table 14/3: 97, CBS, Statistical Abstract, 2004. 
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Figure 7.3: Share of Unemployment (%) by Educational Status and Gender 
Sources and notes: Estimates derived from table 15/3: 98, CBS, Statistical Abstract, 2004 

 
Figure 7.4: Share of Unemployment (%) and Share of Poverty (%) by Educational 
status 

Sources and notes: Unemployment shares from LFS, 2003 as reported in CBS, Statistical Abstract, 2004, 
table 15/3:98. Poverty shares from El-Laithy [2004, appendix]. 
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The unemployment-poverty linkage is revisited in Figure 7.5 from a regional perspective. 
The first column depicts the regional share of unemployment in selected governorates 
and the second column depicts the corresponding poverty rate. Four governorates [Homs, 
Dier-Ez-Zor, Idleb, Al-Hassakeh] account for 56 per cent of the total stock of 
unemployment in Syria. 
 
Figure 7.5: Share of Unemployment and Poverty Rate (%), Selected Governorates 

Sources and notes: Unemployment data derived from LFS, 2003 as reported in CBS, Statistical Abstract, 
2004, table 13/3:96. Poverty rates from El-laithy [2004, appendix]. 
 
 
But these are not the governorates with the highest poverty rates. In fact, all of them have 
poverty rates below the national norm [11.6 per cent]. On the other hand, governorates 
with very high poverty rates [18 per cent], say, Al-rakka and Al-Sweida, account for only 
5 per cent of the total unemployed. This suggests that the unemployment-poverty linkage 
at the regional level is quite nebulous. Areas with particularly high poverty rates do not 
necessarily complement the regional concentration of unemployment in Syria. The 
correlation coefficient is, in fact, a statistically significant -0.63, suggesting that higher 
unemployment in regional communities is associated with lower poverty incidence. When 
the data draws on rural and urban unemployment rates in selected governorates [not 
shown here] and one correlates them with poverty rates, the relationship becomes 
positive, but is statistically insignificant [0.16]. Thus, geographic interventions using a 
regional unemployment map will not be able to target impoverished communities in a 
reliable manner.  
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So far, the discussion has focused on the aggregate magnitude and the characteristics of 
the unemployed as well as an exploration of the unemployment-poverty nexus. Hardly 
anything has been said about duration of unemployment. An important facet of the 2003 
Unemployment Survey is that it also draws attention to the duration of unemployment. 
The statistics are quite striking: about 65 per cent of the unemployed have experienced a 
spell of unemployment of at least a year. 
 
The nature of underemployment in Syria, that is, those who work too few hours is also 
explored in the 2003 Unemployment Survey. It appears that 24 per cent of the work force 
was engaged in seasonal jobs, while 28 per cent worked intermittently. This suggests that 
about 52 per cent of the work force worked too few hours. Of course, this overstates the 
incidence of ‘involuntary’ unemployment [that is, those who are compelled to work too 
few hours even though they would like to work more]. Nevertheless, the gross estimates 
suggest that underemployment is pervasive in Syria.  
 
There is also the incidence of multiple job holdings in Syria, given that income from one 
occupation may not be enough to earn a sustainable livelihood. The 2003 Unemployment 
Survey suggests that the incidence of multiple job holdings is around 13 per cent for the 
public sector and 7 per cent overall. This probably understates the true incidence of 
multiple job holdings because individuals may well be wary of disclosing supplementary 
sources of income to survey authorities. 
 
Figure 7.6 offers a glimpse of the linkage between underemployment and poverty in 
selected governorates. The first column depicts the underemployment rate; the second 
column represents the poverty rate. As in the case of the unemployment-poverty linkage, 
the alignment between poverty and underemployment is ambiguous. Thus, for example, 
Dier-ez-zor and Al-Hassakeh have strikingly high underemployment rates [31 to 36 per 
cent], but they have below- average poverty rates. The correlation coefficient is -0.23, 
suggesting a negative [but statistically insignificant], correlation between poverty and 
underemployment. Once again, an underemployment regional map will not be a reliable 
indicator for geographic targeting of impoverished communities.  
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Figure 7.6: Underemployment rate (%) and Poverty rate (%), Selected 
Governerates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sources and notes: underemployment is defined as those who work either seasonally or intermittently. The 
estimates are derived from the Unemployment Survey of 2003 as compiled by Prof. Fadil. Poverty rates 
from El-laithy [2004, appendix 1] 
 
7.1.4 Child labour and poverty 
 
The issue of child labour has come to the fore in Syria with the publication of an 
important report by the UNICEF in 2002.xvii The report suggests that child labour 
accounts for 18 per cent of the workforce [defined as those in the 10-17 age group]. The 
report also suggests that the incidence of child labour is more than 60 per cent in rural 
areas and a little over 30 per cent in rural areas. Furthermore, governorates with a 
significant rural and agricultural base seem to have conspicuously higher rates of child 
labour than other governorates with more urban characteristics. To the extent that rural 
areas are, on average, poorer than urban areas, one can suggest that there is a positive 
correlation between child labour and poverty. 
 
Figure 7.7 complements the aggregate statistics noted above by disaggregating the data 
on child labour in terms of sectors of economic activity [agriculture, manufacturing etc] 
and by gender. There is little evidence of gender bias - that is, girls do not necessarily 
form a disproportionate part of the child labour force than boys. As expected, the rate of 
child labour for both boys and girls is much higher in agricultural activities than in non-
agricultural activities, in rural than in urban areas. Once again, to the extent that the 
agricultural sector has lower productivity and income than non-agricultural activities, the 
sectoral pattern of child labour suggests a close linkage between child labour and poverty. 
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Figure 7.7: Incidence of Childe Labour by Rural and Urban Areas and Economic 
Activity 

Sources and notes: Derived from data reported in UNICEF [2000:14]. Child labour defined as those 
belonging to the 10-17 age group. 
 
A pertinent question that emerges in discussing the issue of child labour in Syria is the 
extent to which the opportunity cost of schooling can act as a deterrent to adequate 
investments in the schooling of children. For poor families, the opportunity cost of 
children’s education is represented by the current income that is forgone when children 
are withdrawn from the work force. This is compounded by the direct costs of education 
[in terms of fees, transport etc]. A study by the Ministry of Education of a particular 
region undertaken a few years ago [2000] suggests that such considerations by poor 
families can play an important role in determining drop-out rates.xviii For example, 58 per 
cent of dropout rates among girls in Deir -Ez- Zor - a northern governorate - were driven 
by ‘economic reasons’. This finding has important implications. It means that unless poor 
families are given sufficient incentives to invest in the schooling of children, the trade-off 
in terms of current income and the future returns from investing in a child’s education 
may turn out to be to too adverse. This in turn is likely to perpetuate the incidence of 
child labour.  
 
7.1.5 Wage disparities and the private sector-public sector divide 
 
This section offers a brief discussion of wage disparities in the Syrian labour market. 
Once again, the private sector-public sector divide becomes pertinent. As can be seen 
from the Table 7.4, the proportion of workers in the highest income class [officially 
defined as those earning 9,000 SP per month] is noticeably higher in the public sector 
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than in the private sector [12.5 per cent vs. 9 per cent]. This gap is even higher for male 
workers [15 per cent vs 10 per cent], but the ranking is reversed to a moderate degree 
when comparing female workers in the public sector with their private sector 
counterparts. The table also shows that the proportion of workers in the lowest income 
class [officially defined as those earning 5,000 SP and less per month] is half the rate 
prevailing in the private sector [26 per cent vs 52 to 54 per cent]. 
  
Given the pertinent information of the higher incidence of low paid workers in the private 
sector, it is not surprising that public sector wages are approximately 1.5 times higher 
than private sector wages - see Table 7.5. Furthermore, female wages in the public sector 
seem to be very high indeed - as much as five times, relative to their counterpart in the 
private sector. At the same time, gender discrimination - as manifested in the female-
male wage gap - seems to be rather moderate in the public sector but is quite conspicuous 
in the private sectorxix. 
 
Table 7.4: Wage disparities and the Syrian labour market 
  Proportion of workers in highest income class 
  [9,000 Syrian Pounds per month and above] 
   Male Female Total  
Public sector  15.2 4 12.5  
Organised private sector 9.8 6.3 9.5  
Unorganised private sector 9.8 0.8 8.5  
       
  Proportion of workers in lowest income class 
  [5,000 Syrian Pounds per month and below] 
   Male Female Total  
Public sector  26.1 27.4 26.4  
Organised private sector 48.9 74.3 54.1  
Unorganised private sector 47.1 95.2 52.4  
Sources and notes: Labour Force Survey, 2003 (adapted from CBS, Statistical Abstract 2004, table 11/3:94) 
 
Table 7.5: Wage gaps by sector and gender, Syria, 2003 (monthly income in Syrian 
pounds) 
Public sector wages    
as proportion of private sector  
Male Organised 1.43  
Male Non-organised 1.4  
Male Total Private 1.41  
Female Organised 2.18  
Female Non-organised 5.07  
Female Total Private 3.04  
Total private sector   
Total Organised 1.45  
Total Non-organised 1.54  
Total  Private 1.49  
Sources and notes: Calculated from data reported in table 11/3:94, CBS,Statistical Abstract, 2004 
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7.2 Policy Issues 
 
7.2.1 Creating sustainable employment: Growth, investment and employment 
elasticity 
 
All observers of the Syrian labour market agree that a necessary condition for creating 
employment is the return of sustainable and rapid growth. Figure 7.8 depicts the long-
term growth rate of the Syrian economy. The growth ‘curve’ seems to have become 
shallow in recent years. Although the economy has recovered from the recession of 1999 
[when the growth rate fell by more than - 3 per cent], aggregate growth in recent years 
[1999-2003] has been only around 2.4 per cent. In per capita terms, it has been only 
around 0.4 per cent per annum. This is certainly far below the rate required to absorb new 
entrants to the work force. 
 
Figure 7.8: Index of Real GDP, Syria, 1963-2003 

Sources and notes: Calculated from data reported in table 11/16: 537, CBS, Statistical Abstract, 2004 
 
There is some disagreement on the required growth rate to maintain ‘flow’ equilibrium in 
the labour market that is a rate of growth that will create an annual flow of jobs equal to 
the annual flow of entrants to the labour force. External agencies suggest higher growth 
rates than the Syrian government. This discrepancy is attributed to the differences in 
estimates about increments to the labour force. The World Bank estimates that ‘between 
240,000 to 300,000 will enter the labour force every year over the next ten years’.xx 
Another report - prepared by CAIMED- makes a number of alarming projections.xxi The 
report claims that the annual entrants to the labour force will rise from its current level of 
340,000 to 425,000 over the next 10 years before settling at 392,000 in 2020-35. Using 
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such a scenario, one can generate a growth rate of 8 per cent per annum simply to absorb 
new entrants to the work force. The Syrian private sector endorses such a growth rate. 
 
The State Planning Commission [SPC], responsible for preparing Syria’s five year plans, 
has produced estimates of annual increments to the labour force that are well below the 
figures cited by external agencies. It maintains that 185,000 new jobs need to be 
produced in order to absorb an equivalent number of entrants to the labour market. The 
SPC has suggested, assuming current productivity levels, a growth rate of 6 to 7 per cent 
per annum to maintain ‘flow’ equilibrium in the labour market as well as making a dent 
on the existing stock of the unemployed and underemployed. The forecast is that this is 
likely to be reached by 2010. 
 
The SPC estimates that, unless multi-factor productivity improves markedly, investment 
flows have to reach around 8-9 billion US$ per annum to sustain a 7 per cent growth rate. 
This is over 40 per cent of GDP and substantially higher than the private sector estimate 
of 5-6 billion US$ worth of new investment flows. These sharply divergent estimates are 
really due to rather different assumptions made about underlying productivity growth. 
The SPC forecasts imply that productivity will languish at its currently tepid rate, while 
the private sector estimates are predicated on the assumption of higher productivity.  
 
How realistic is the strategy of investment-led growth as laid out by the SPC? A cursory 
glance at Figure 7.10 reveals that a 47 per cent investment-to-GDP ratio has never been 
historically achieved and suggests an implausibly high ICOR [incremental capital-output 
ratio]. Investment peaked at a little over 30 per cent of GDP in some years, but generally 
has hovered around the 20 per cent mark over a long period [1963-2003] – see Figure 7.9. 
Furthermore, the public sector - with the exception of some years - has generally 
dominated aggregate investment flows – see Figure 7.10. It also seems that the Syrian 
government will have to rely heavily on domestic sources of investment, as foreign 
investment has historically been rather modest. 
 
The SPC will probably have to pay a lot more attention to the efficiency of investment 
and changing the private sector-public sector mix rather than the overall volume of 
investment. This in turn is tied to contentious issues of policy reform pertaining to trade 
liberalisation and privatisation.xxii The latter is still not considered a policy option, while 
the government has advocated a prudent approach to trade liberalisation. The fear of 
negative employment consequences has probably caused the government to adopt a 
rather circumspect view of liberalisation-cum-privatisation, but instead of policy 
paralysis, one way forward is to embark on a rigorous assessment of the employment 
consequences of such a reform agenda. While one awaits such an assessment, policy 
makers in Syria could glean some lessons from international experience. 
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Figure 7.9: Investment-GDP Ratio, 1963-2003 

Sources and notes: Calculated from data reported in table 11/16: 537, CBS, Statistical Abstract, 2004 
 
Figure 7.10: Private Investment as Ratio of Public Investment 

Sources and notes: Calculated from data reported in table 11/16: 537, CBS, Statistical Abstract, 2004 
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One study, entailing a large-scale survey of international experience, suggests the 
following.xxiii First, the job destruction effects from trade liberalisation varied from 
country to country, being substantial in some and minimal in others. Second, the 
downsizing of the public sector following a privatisation program has turned out to be 
most dramatic in the transition economies of East Europe where, in some cases, up to 50 
per cent of public sector workers were considered to be redundant. In general, public 
sector downsizing has meant a loss of earnings and benefits for retrenched workers, this 
loss being quite significant for those with seniority in the public sector. Women have also 
experienced bigger losses than men, partly because women are more likely then men to 
withdraw from the labour force after downsizing. Third, trade liberalisation seems to 
impose a decline in real wages in the short-run (up to three years), with econometric 
estimates suggesting a 3.5 per cent decline in real wages for every 10 per cent increase in 
the foreign trade-to-GDP ratio.  
 
Thus, it would appear that trade liberalisation and privatisation can impose short-run 
hardships on ordinary workers – and contribute to a worsening of poverty. Fortunately, 
there are some positive consequences that offset the costs imposed on ordinary workers. 
As noted, the wage decline is temporary. In addition, an inflow of foreign direct 
investment can actually raise wages, with every one per cent increase in the foreign direct 
investment-to-GDP ratio raising wages by 2.5 per cent. It should be noted that the job 
destruction effects of privatisation often affect privileged workers in the protected sectors 
and not usually workers hovering near or below the poverty line.  
 
In addition to an assessment of the employment consequences of trade liberalisation and 
privatisation, policy makers in Syria would also need to pay attention to the mid-term and 
long-term financing requirements of the private sector. A modern financial system is 
essential for tapping investment funds. Hence, it is encouraging to note that legislative 
initiatives have been put in place to implement a stock market in Syria. 
 
It appears that current policy discourse in Syria has paid a lot of attention to the growth 
rate and the associated investment required to produce durable employment, but a lot less 
attention has been paid to the pivotal role that employment elasticity [percentage change 
in employment for a given percentage change in GDP] can play in an employment-
friendly growth strategy. International evidence suggests that rates of decline in poverty 
are positively correlated with high employment elasticity.xxiv Using employment 
elasticity as a policy parameter means that one can reduce the burden on growth alone to 
create durable employment. This is illustrated in Table 7.6 for the Syrian case. As can be 
seen, even relatively modest changes in employment elasticity can bring about substantial 
reductions in the growth rate required to maintain ‘flow’ equilibrium in the labour 
market. Thus, if employment elasticity goes up from 0.3 to 0.4, the growth rate required 
yielding an annual flow of jobs equal to labour force growth declines from 8 per cent to 6 
per cent. It is thus imperative that current policy discourse in Syria incorporates the use of 
sectoral and aggregate employment elasticities in crafting a growth-led strategy for 
employment creation to reduce poverty. 
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Table 7.6: Employment Elasticities 
Employment elasticity Required growth rate to maintain   
   ‘flow' equilibirum in the Syrian labour market 
0.3   8    
0.4   6.2    
0.5   5    
 
An important way in which public policy can be made ‘employment-friendly’ is to 
consistently use labour-based infrastructure programs as a core element of public 
investment in infrastructure. The global evidence suggests that labour-based 
infrastructure programs create five times as much employment as equipment-intensive 
methods without any significant loss of quality. They are also less costly [by about 10-30 
per cent] and save foreign exchange [by about 50 to 60 per cent] relative to equipment-
intensive methods.xxv 
 
Dealing with unemployment and underemployment: The Agency for Combating 
Unemployment [ACU] 
 
In the wake of the recession of 1999 and the inability of the Syrian economy to grow 
rapidly, the government has embarked on a major policy initiative that, in the short-term 
at least, seeks to make a significant dent on unemployment and underemployment. This is 
represented by the decision to set up The Agency for Combating Unemployment [ACU]. 
The latter is defined as a ‘governmental national development general investment 
institution having a legal personality and is financially and administratively independent’. 
The aim is to encourage ‘individual initiative in long term productive investment, geared 
to providing permanent job opportunities in the private sector’.xxvi   
 
The ACU was set up in December, 2001. Its tenure is due to expire by the end of 2005.  It 
has been empowered to mobilise up to US 1 billion dollars over the 2001 to 2005 period 
by tapping both local and foreign sources. The central target is the creation of more than 
400,000 jobs. The funding allocation is as follows: 70 percent in small projects, 20 per 
cent in public works and 10 per cent in training and social development. Within the 
domain of small projects, a distinction is made between small enterprises and micro-
finance. The target beneficiaries are unemployed persons in the 20-50-age cohort, but 
they must have sufficient experience or prior qualifications in the project they wish to 
undertake and be prepared to undertake a feasibility study of the proposed project under 
the supervision of the ACU. Beyond the focus on unemployed individuals, the ACU also 
identifies other target beneficiaries: ‘individuals and families [in] impoverished and rural 
areas, women, family and children, underdeveloped communities’ in remote locations 
and ‘areas suffering from lack of basic services’. 
 
Organisationally, the ACU consists of the Damascus-based General Directorate and 14 
branch offices in the Syrian provinces. It works with a range of intermediaries 
represented by government departments and public sector agencies both at the central and 
local level, civic and professional associations and banks. 
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The ACU is clearly an ambitious undertaking. It has provided an institutional focus and 
political visibility to the problem of unemployment and underemployment. Given that its 
tenure is scheduled to end by the end of 2005, it is appropriate to ask whether it has been 
successful in delivering its mandate. There have been some commendable achievements, 
such as its role in constructing the country’s first ever regional map on 
unemployment/underemployment. On the other hand, due care and diligence should be 
exercised in using such a map for identifying impoverished regions, as the correlation 
between unemployment/underemployment and poverty incidence does not seem to be 
particularly close. 
 
The head of the ACU has conceded that the overall target of creating more than 400,000 
jobs by 2005 will not be met. The best that can be expected is to create about 250,000 
jobs. The ACU notes that it was not able to mobilise sufficient financial resources [the 
available funds are about 82 per cent of what is required]. It also has made the forthright 
acknowledgement that undue expectations were raised about the agency’s capabilities 
and obligations. Ultimately, long-term and sustainable employment creation depends on 
robust and sustainable growth. This in turn depends on the quality of the policy 
environment and the institutional and political framework. 
 
It is fair to argue that the ACU was given a rather broad mandate, as it has to cope with a 
diverse constituency of target beneficiaries with distinctive needs. In combining goals of 
job creation as well as poverty reduction using a multiplicity of instruments, it inevitably 
faced a challenging task. It would be a pity to dismantle the ACU merely as a one-off 
experiment. Given its supra-ministerial status and considerable human capital 
endowments [more than 70 PhDs and university graduates in a staff of 1700], the ACU 
could, in its post-2005 phase, work closely with the SPC and the Ministry of Social 
Affairs primarily as an analytical and policy advisory body. In such a revamped role, the 
ACU should focus on the labour market-poverty nexus rather than an unmanageably 
large menu of issues. 
 
7.2.2 Dealing with child labour 
 
The mitigation of child labour has emerged as an important labour market agenda in 
Syria and elsewhere. The government has ratified the ILO convention on the elimination 
of the worst forms of child labour. The UNICEF audit of child labour in Syria is an 
important step, but what matters is the policy approach that is undertaken. There seems to 
be a preference within the Syrian government to adopt a ‘punitive approach’. Thus, 
current efforts to combat child labour are focusing on imposing a financial penalty on 
firms and families that use child labour. It is the personal view of the Minister for Social 
Affairs and Labour that this approach is ineffective and iniquitous. As there is a close 
relationship between the use of child labour and poverty, the punitive approach penalises 
poor families. Instead, the focus should be on an incentive-driven approach where poor 
families are compensated for the loss in income stemming from withdrawing their child 
labour and are encouraged to invest in the schooling of their children. Such compensation 
packages should be closely tied to performance criteria, such as school enrolment rates. 
This approach is by no means widely shared within the Syrian government, but the 
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Minister for Social Affairs and Labour is committed to vigorously advocating this 
position. 
 
7.2.3 Employment security and social protection 
 
Estimates suggest that about 19 per cent of Syrians are vulnerable to a transient spell of 
poverty, although about 11 per cent are currently considered poor. At the same time, just 
over 50 per cent of Syrians are engaged in intermittent and seasonal employment. Hence, 
employment security and social protection to enable Syrians to cope with vulnerability 
should be high on the policy agenda. 
 
The primary challenge is to design a comprehensive system that is fiscally sustainable 
and that caters to the distinctive needs of both formal and informal sector workers. Global 
experience suggests that a combination of policy instruments is needed: unemployment 
benefits for formal sector workers, public works and microfinance for workers in the 
informal economy.  
 
7.2.4 Unemployment benefits scheme 
 
An unemployment benefits scheme currently does not exist in Syria, although the head of 
the SPC has expressed keen interest in designing such a scheme to suit local 
circumstances. It is important to realise that, in the absence of an appropriate 
unemployment insurance scheme, the Syrian government has relied heavily on what is a 
‘second best’ option, namely, prohibitive anti-firing legislation. Indeed, even firms facing 
bankruptcy are not allowed to adjust their work force by making workers redundant. This 
legislation has understandably been highly contentious. It has also been ineffective, 
especially in the more informal segments of the economy where compliance and 
enforcement are difficult.  
 
Unemployment benefits schemes have perhaps been the most durable feature of social 
protection policies in the industrialised countries. A well-known justification for their 
implementation and persistence is that the private sector is unlikely to insure individuals 
against the systemic risk of recessions in market economies. 
 
There has, however, been a general reluctance to adopt unemployment benefits schemes 
in developing countries.xxvii Various objections against unemployment benefits schemes 
may be made. Thus, one could argue that they are fiscally unaffordable for developing 
economies. They do not fit the poverty alleviation objective because unemployment is a 
‘luxury’ that the poor can ill-afford. Unemployment benefits have disincentive effects 
because they tend to increase the duration of voluntary unemployment and could become 
entrenched as ‘entitlements’ that are politically difficult to remove.  
 
Despite the reservations against unemployment benefits, there has been some resurgence 
of interest in exploring their applicability to developing economies in the wake of the 
Asian crisis. An ILO study has argued the case for introducing unemployment insurance 
schemes in East Asian economies.xxviii Estimates suggest that ‘…an average required 
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contribution rate of between 0.3 to 0.4 per cent of payroll between 1991 to 2000 would 
have been sufficient to provide all insured job losers over this period, including during 
the current crisis, with 12 months of benefits’.xxix Another independent study claims that 
‘…most of the Asian economies…should be able to operate (an unemployment insurance 
programme) with OECD generosity utilising an average payroll tax rate of 1.0 per 
cent’).xxx These are useful findings and should inspire Syrian policy makers to consider 
seriously the view that an unemployment benefits scheme is fiscally affordable. 
 
Those who advocate the installation of unemployment benefits also question whether the 
disincentive effects of such a scheme are large. At least some studies claim that they are 
moderate and that they really apply to the extreme case of an unconditional payment of a 
uniform rate to all beneficiaries for the entire duration of unemployment .xxxi 
 
Some argue that an economy without unemployment insurance can be trapped into a 
‘low-level equilibrium’ of low-productivity jobs. Workers readily accept low-paid jobs in 
order to avoid the risk of unemployment. Firms respond to this preference by supplying 
such low-productivity jobs and charging an insurance premium in the form of lower 
wages. Under such circumstances, a moderate level of unemployment insurance can 
encourage workers to take on more risks and increase both aggregate welfare and output. 
xxxii 
 
It is also worth emphasising that all sensible unemployment benefits schemes that operate 
in the industrialised nations have, over the years, incorporated features that can reduce 
the alleged disincentive effects. These include well-specified eligibility criteria, limited 
duration of benefits and demonstrated evidence that beneficiaries are actively engaged in 
job search and mandatory acceptance of job offers. Some practitioners have also 
suggested ways in which, in a developing country context, the problems associated with 
unemployment benefits schemes can be ameliorated.xxxiii  
 
Whatever the future shape of an unemployment benefits scheme in Syria, it will leave out 
a large fraction of the workforce in the informal sector, and those in self-employment and 
in rural areas. Hence, discussions of alternative forms of employment protection are 
necessary.  
 
7.2.5 Public works 
 
Public works have been, and are, quite common in many developing countries. The 
initiative is in its infancy in Syria. It is now a modest component of the current portfolio 
of activities that fall under the purview of the ACU. No thorough evaluation of the public 
works scheme as it currently operates appears to have been undertaken, but the ACU 
claims that it has engendered some tangible benefits. Public works in various 
governorates in Syria have created well over 13,000 jobs of which approximately 25 per 
cent were of a permanent nature. Given that the ACU is seen as a largely transitional 
institutional arrangement, the concern is that the current public works program may lack 
durability. It is important that the program becomes a regular feature of the government’s 
mainstream social protection policy.  
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Guidelines now exist on good design features that can make a public works program 
operate effectively in a developing country context.xxxiv These features include the need 
to set wages at a level no higher than the market determined rate for unskilled manual 
workers. Another possibility is to set wages at a small multiple (say 10 per cent) of the 
prevailing poverty line. One advantage of such a deliberate policy of low wages is that it 
causes the programme to become ‘self-targeting’ that is, it is likely to attract only those 
who need work at such a wage rate. This economises on the need to impose elaborate 
eligibility criteria for screening out poor from non-poor individuals. The projects should 
try to target poor areas and should strive to create assets that are of value to poor 
communities. Where the non-poor groups are likely to be significant beneficiaries of such 
created assets, co-financing should be mandatory and should be ploughed back into the 
budgets of public works projects.  
 
There is the issue, as in the case of unemployment benefits scheme, of the fiscal 
affordability of social protection initiatives such as public works. The available evidence 
suggests that ‘…costs of safety nets need not be large even if they reach a large number 
of beneficiaries’.xxxv Typically, the cost of operating public works programs is well below 
1 per cent of GDP, while social safety net expenditures represent a modest proportion of 
the budget.xxxvi  
 
7.2.6 Micro-finance 
 
Micro finance schemes play an important role in the social protection system of a 
developing economy. Poor households often lack the liquidity to smooth volatile incomes 
engendered by a variety of extraneous and unanticipated events. This inability to engage 
in income-smoothing [which in turn is a reflection of capital market imperfections] 
implies that they cannot diversify into higher earning activities thus perpetuating their 
poverty and vulnerability. 
 
Micro-finance schemes are in their infancy in Syria. Once again, the ACU has played a 
role in its inception by being a provider of micro-finance services. It claims that it has 
financed around 23,500 micro-finance enterprises that, along with its support for small 
enterprises, have yielded 60,000 new job opportunities. Whether such job opportunities 
are temporary or permanent is not made clear. 
 
Apart from the ACU, there is the pioneering role that the Syria office of the UNDP has 
played in setting up micro-finance projects. In addition, it facilitated the first major 
evaluation of the micro-finance sector in Syria.xxxvii The assessors note that currently only 
32,000 households have access to financial services exclusively in the form of micro 
credit. The potential demand for micro-finance services is around 240,000 poor 
households. They also note that the primary constraint in the development of a robust 
micro-finance sector is the ‘large supply of subsidised credit’.xxxviii For example, the ACU 
offers micro credit at a mere 4 per cent per annum. In most countries, double-digit rates 
are the norm. The assessors point out that there is a case for the ACU to move out of the 
micro-finance sector and let other specialised intermediaries play a pivotal role. One 
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problem that the ACU faces is that, by concentrating on financing business start-ups by 
unemployed persons, it is vulnerable to the allegation that it may be neglecting the 
expansion of existing business organisations. Furthermore, despite the effort that the 
ACU invests in identifying eligible candidates and feasible projects, it cannot easily 
mitigate the risk that unemployed people may be better off working for others rather than 
as self-employed entrepreneurs.  
 
Another point worthy of consideration in dealing with the development of the micro-
finance sector in Syria is the lack of a coherent legal and regulatory framework. 
Currently, legislation and corresponding regulations seem to have evolved on a project-
specific basis. There is a case for harmonising them and building a standardised legal and 
regulatory framework. 
 
Finally, it is worth pointing out that, even with well-designed unemployment benefits 
schemes, public works and micro-finance programs, many formidable challenges remain 
in creating a fiscally feasible and comprehensive social protection system in Syria. Quite 
apart from the major task of reforming existing social institutions to improve compliance 
and extend social security coverage to the formal economy and self-reliant workers, 
‘worldwide experience indicates that enrolment of the informal (and rural) economy 
workers in compulsory social security financing is extremely difficult’.xxxix Options to 
deal with these constraints include ‘the formation of social protection cooperatives or 
other decentralised organisations (that) could provide the economies of scale necessary 
for affordable coverage’.xl These options remain at the realm of ideas rather than as 
widely subscribed practical agendas. Nevertheless, these ideas suggest that, in principle at 
least, designing a comprehensive social protection system in Syria is indeed possible. The 
political will and commitment is necessary for an enterprise that could take at least a 
decade to build.  
 
7.2.7 Wage policy, labour market flexibility and employment creation 
 
From a policy perspective, the pertinent question is the extent to which the public sector 
should be playing – as it seems to – a leading role in the wage-setting mechanism in Syria 
and the way such a role affects the goal of employment creation. An extensive interview 
with the Minister for Social Affairs and Labour reveals that in May, 2004 the Syrian 
government announced and implemented a 20 per cent across-the-board pay increase to 
public sector employees. It then followed this initiative by issuing a recommended pay 
increase to the private sector ranging between 5 and 20 per cent. Given that the public 
sector is already in a more privileged position than the private sector, should the former 
draw on its norms and standards and apply pressure on the private sector to conform?  
 
The government could respond by arguing that by suggesting a range of 5-20 per cent, it 
has taken account of the differential ability to pay within the private sector. Despite this, 
linking private sector pay to the public sector at a time when growth is slow does not 
seem to be an astute move. Furthermore, in terms of pay, the private sector is a laggard 
largely because it has modest human capital endowments relative to the public sector. 
This in turn acts as the principal constraint on the private sector to become a more 
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generous paymaster. The long-term policy challenge is to facilitate the private sector by 
enhancing the educational qualifications of workers in that sector. This in turn will 
enhance the ability to pay of the private sector by making it more productive.  
 
An agenda of improving the human capital standards of the private sector will inevitably 
entail a review and reform of the education and training system. Currently, the state is the 
primary provider of education in Syria – but there are promising developments. The 
government has recently concluded an assessment of the UNICEF-led EFA [‘education 
for all’] goals in the realm of basic education. The emphasis is now on nine years of 
compulsory education for all Syrians as opposed to six years that has so far been the 
norm. There is an increased emphasis on reforming the curriculum and making it more 
relevant to the needs of a modern economy. There is a good deal of emphasis on 
computer and functional literacy. 
 
A private universities act is apparently forthcoming that will open up the tertiary 
education sector to private institutions, both domestic and foreign. The VET [vocational 
education and training] system is also being reformed in order to make it more sensitive 
to the requirements of employers. An industrial scholarship scheme is in progress and 
there is growing evidence of private sector-public sector collaboration in industrial 
training. These are putative, but promising examples, of recent initiatives that could 
foster a climate in which a much greater degree of in-firm training takes place to boost 
the human capital endowment of the private sector. Of course, the government still has to 
play a vigilant and critical role. It has to ensure that appropriate standards are being 
maintained through a diligent accreditation process. The proliferation of short-term, 
profit-seeking private institutions is not the answer to Syria’s human capital needs. 
 
The current wage-setting mechanism does not necessarily support the cause of reducing 
wage disparities. The current degree of wage inequality seems to be lower than aggregate 
inequality: the Gini ratio for the former is a mere 0.22 while the Gini Ratio for the latter 
is 0.36. Hence, the major contribution to overall inequality does not stem from wage 
disparities. Furthermore, a simple inequality decomposition analysis suggests that about 7 
per cent of total wage inequality may be attributed to the public sector-private sector 
wage gap.xli Thus, the vast bulk of wage inequality stems from intra-sectoral inequality. 
Hence, emphasising wage gaps by gender [as in Figure 7.11] or sector may be 
misleading. Figure 7.12 suggests that intra-sectoral inequality is quite high within the 
private sector. 



 

 33

Figure 7.11: Male-Female Wage Gap by Sector 

Sources and notes: Calculated from data reported in table 11/3:94, CBS,Statistical Abstract, 2004 
 
Figure 7.12: L-Index of Wage Inequality by Sector and Gender 
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The formal wage policy of the government is enforceable within the public sector and, to 
some extent, in the organised private sector. It is less likely to be implemented in the 
unorganised private sector. Yet, the latter is at a particular disadvantage vis-à-vis the 
private sector when judged from the perspective of low paid female workers. As Table 
7.5 shows, a staggering 95 per cent of low paid female workers are represented in the 
unorganised segment of the private sector [that is, those earning 5,000 SP per month and 
less]. The likely outcome is a depressing scenario in which low paid female workers are 
unable to access the benefits of the recent wage increases because of problems of 
enforceability. If enforcement does take place, it may hurt the employment prospects of 
new entrants to the labour market with modest educational qualifications. As was noted at 
a previous juncture, such cohorts [usually with no more than elementary education] are at 
most risk of unemployment and often end up in the informal sector. 
 
If generalised wage increases cannot really handle the issue of 37 per cent of workers 
who do not earn enough to acquire the necessities of life – the so-called ‘working poor’ – 
does the answer lie in the aggressive pursuit of a minimum wage policy? In other words, 
should one abandon public sector-led general wage increases and focus instead on raising 
the minimum wage?  
 
To start with, it is important to ask whether the prevailing minimum wage is set at a 
reasonable level. According to the Millennium Development Report jointly issued by the 
State Planning Commission and the UNDP, the minimum wage in Syria is set at a 
particularly modest level, being around 1,000 SP per month. However, the Minister of 
Social Affairs and Labour has clarified that this is a notional minimum for a single-
person household. The actual nation-wide minimum wage is 3,500 per month per person 
that is set by taking account of the requirements of an average family. This is almost 
identical to the poverty line. Thus, while the prevailing minimum wage is by no means 
generous, it barely matches the poverty line. The Syrian government is committed to 
increasing the minimum wage to 5,000 SP per annum [scheduled in January 2005] which 
will take it well above the poverty line, but what are its ramifications for alleviating the 
plight of the working poor?  
 
Once again, the issue is the degree of enforceability and the trade-offs that are inevitably 
unleashed by such policy initiatives. As in the case of general wage increases, the 
minimum wage in Syria – as in other economies at similar stages of development – can 
be readily enforced in the public sector and, to a lesser degree, in the organised private 
sector. Those who need it most, the working poor in the informal sector, will probably 
gain least because of the institutional constraints that dilute the compliance of minimum 
wage policy. Studies from other developing economies have shown that the employment 
effects of the minimum wage represent the inevitable trade-off that policy makers have to 
contend with. In a growing economy, the cost pressures triggered by an increase in the 
minimum wage can be readily absorbed with no net employment loss.xlii In that case, the 
minimum wage, provided it is effectively enforced, can be a useful instrument for 
enabling workers to share the benefits of growth. In an economy such as Syria that is still 
struggling to recover from a recent recession, substantially increasing the minimum wage 
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will probably engender a net cost to workers by hurting the employment prospects of new 
entrants to the labour force while bypassing the working poor in the informal sector 
[assuming low enforceability in that sector].  
What, then, should be the appropriate stance of wage policy in Syria? Certainly, the 
government has an obligation to protect the living standards of workers. One way that 
can be done is to ensure that cost-of-living increases are reflected in the prevailing wage 
setting mechanism. Yet, one is struck by the paucity of published data on nominal wages 
and prices. Here, the published version of the labour force surveys is particularly 
deficient because it does not report on a regular real wage series even at an aggregate 
level. A credible approach to wage policy has to build on timely production of wages and 
prices at appropriate levels of aggregation. Such information in turn has to be widely 
disseminated and shared with both workers and employers. 
 
As far as the minimum wage is concerned, it is worth noting that the ILO convention in 
this sphere does not assume minimum wage policy as the ‘first best’ option. When the 
convention was initially developed, it was assumed that appropriate labour institutions 
that would seek to protect and enhance the living standards of workers would take a long 
time to develop in developing countries. Thus, a government-led minimum wage policy 
was seen an imperfect substitute for the lack of a genuinely representative collective 
bargaining system that would support the wage setting mechanism. Such a system in turn 
has to draw on a core set of labour rights that can facilitate the development of robust 
labour market institutions. Now that Syria has ratified all the core ILO conventions, 
efforts should be invested in building a credible collective bargaining system and ensure 
that reforms to labour legislation are consistent with such a system. Minimum wage 
policy can still play a supplementary role provided it is sensitive to macroeconomic 
conditions.   
 
There is another important way in which the minimum wage can be an important 
ingredient of both labour market and poverty reduction policies. One possibility is to 
make it indicative rather than mandatory and convert it into a policy advocacy tool. 
Given that the minimum wage is reported regularly, and given that the government has 
the capacity to adjust it frequently, it represents a ready-made tool to monitor the 
condition of the working poor. Poverty lines are infrequently published because they are 
tied to household income and expenditure surveys. In the case of Syria, such surveys are 
implemented every five years. Furthermore, the construction of poverty lines often 
creates controversy. Experts always seem to disagree on what is an appropriate poverty 
line. Given such constraints on the construction and availability of poverty lines, the 
minimum wage can serve as an effective substitute, especially in terms of monitoring the 
living standards of workers. This in turn can serve as an important input in the policy 
dialogue between the government and the broader community. 
 
The issue of wage policy is also linked to the broader issue of labour market flexibility. 
The latter has emerged as an important policy agenda in Syria. There are concerns that 
labour laws have remained mired in the past and resonate with a socialist system that put 
a strong emphasis on employment protection. Various representatives of the government 
readily concede that stiff anti-firing legislation is the source of considerable concern both 
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among domestic and foreign investors and may well be a factor in inhibiting new 
investment flows. At the same time, the Syrian government has ratified all the core ILO 
conventions pertaining to the fundamental principles and rights at work. Thus, the 
challenge is to devise labour market policies that combine current concerns about 
flexibility with the government’s evolving commitment to labour rights. 
 
In moving forward, the Syrian government may well ponder on the following points. 
First, as noted, attempts to implement stiff employment protection legislation or the 
aggressive pursuit of wage policy are really ‘second best’ instruments for dealing with 
labour market risks and typically emerge when social protection system and collective 
bargaining processes are either non-existent or inadequate. If ordinary workers can rely 
on a credible social protection system to cope with a variety of labour risks and have 
access to a credible collective bargaining system to improve pay and working conditions, 
both a wage leadership role by the government and stringent employment protection 
schemes really become redundant. 
 
Second, comparative data - see Table 7.7 - suggest that, while firing costs in Syria are 
indeed prohibitive, other indicators of labour market flexibility imply that the country is 
not too far out of line with developing country norms. Hence, initiatives to enhance 
labour market flexibility in Syria should be prudent and selective rather than broad and 
radical. 
 
Table 7.7: Measures of labour market flexibility, Syria in a comparative perspective 
[0=most flexible; 100= least flexible] 

Region/Economy Difficulty of 
Hiring Index 

Rigidity of 
Hours Index 

Difficulty of 
Firing Index 

Rigidity of 
Employment 
Index 

Firing 
Costs 
(weeks) 

East Asia & Pacific 20 30 22 24 52 

Europe & Central 
Asia 

31 51 42 41 38 

Latin America & 
Caribbean 

44 53 34 44 70 

Middle East & 
North Africa 

22 52 40 38 74 

OECD: High income 26 50 26 34 40 

South Asia 37 36 53 42 84 

Sub-Saharan Africa 53 64 50 56 59 

Syrian Arab 
Republic 

0 60 50 37 79 

Sources and notes: World Bank 2004 [available at www.worldbank.org] This methodology is originally 
developed in ‘The regulation of Labour’ by Juan Botero, Simeon Djankov, Rafael La Porta, Florencio 
Lopez-de-Silanes, and Andrei Shleifer, Quarterly Journal of Economics, forthcoming, November 2004, and 
adopted with changes here. 
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Finally, global evidence suggests that the benefits of labour market flexibility have 
probably been oversold. There is little evidence of a robust causal link between increased 
labour market flexibility, growth, foreign investment flows and job creation.xliii This 
reinforces the need to adopt a prudent approach to the agenda of labour market flexibility.  
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Chapter Eight 
 
Squatter and slum areas in Syria: The face of new urban 

poverty 
 
 

Mahmoud Abdel Fadil 
 
 
Introduction 
 
Large visible tracts of squatter and informal housing have become, in many parts of the 
world, intimately connected with perception of poverty, lack of access to basic services 
and income insecurity2. Income and capability poverty is largely seen as the central 
characteristic of slum and informal housing areas.   
 
In some definitions, such areas are associated with certain vulnerable groups of the 
population, such as recent immigrants, internally displaced people, and marginally-
employed persons3.  In other words, such areas may be perceived as the space of social 
exclusion in urban areas in some metropolitan towns.  
 
As time goes by, ‘divided cities’ are forming: upper and lower cities and sub-cities, thus 
increasing spatial, residential, and social separation over time.  Some analysts went as far 
as perceiving the ‘informal housing areas’ as the residual city, embracing the very poor 
and people surviving mainly on marginal and illegal activities4.  
 
 
8.1 The Size of Population of Slum and Informal Housing Areas in 
Syria: (The Geography of Poverty) 
 
The estimation of slum-dwellers in Syria, depends on data availability on informal 
housing areas, and the number of slum households. Table 8.1 gives the size and the 
percentage share in total population of ‘slum dwellers’ in various towns and provinces in 
Syria.  

                                                
2 cf. UN-Habitat, The Challenge of Slumps: Global Report on Human Settlements (2003), p.9 
3 ibid, p.11 
4 cf. Cities in a Globalizing World: Global Report on Human Settlements, (2001). 
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Table 8.1: Distribution of Informal Housing Population by Governorate (2003) 
(Thousands) 

1 2 3 4 Town 
(or Province) Total 

Population 
Number of 
Households 

Slum Population Percentage of Slum 
Population to total 
Population 

Damascus 1645.3 122.2 608.8 37.0 

Allepo 2149.9 58.2 359.0 16.7 

Homs 706.3 82.7 413.2 58.5 

Hama 344.3 5.6 30.6 8.9 

Latakia 370.0 19.8 149.1 40.3 

Edlib 112.0 0.4 2.1 1.9 

Al-Hassakeh 158.7 21.2 135.4 85.3 

Deir-Ezzor 203.4 13.7 83.6 41.1 

Tartous 140.0 6.6 39.6 28.3 

Reqqa 244.1 25.5 181.6 74.4 

Daria 106.5 1.0 8.0 7.5 

Suweyda 70.0 3.6 18.1 25.9 

Total 6250.7 360.3 2029.3 32.5 

Source: Database of the Ministry of Local Administration.  
 
It should be noted however that in the case of Syria, not all ‘informal housing’ can be 
perceived as slum housing. In many instances, some affluent extended families took 
refuge in ‘informal housing areas’ to gain more space at the cost of losing some of the 
services and facilities available in their original housing areas.  
 
Nonetheless, the bulk of people in poverty have sought-out the easily accessible housing, 
on the fringes of Syrian cities that they can best afford. These poor people supply their 
own ‘affordable’ housing space. They normally can build a dwelling on vacant land; the 
money can be usually borrowed from relatives of friends. 
 
Housing is described as ‘informal’ in Syria when it does not conform to the laws and 
regulatory frameworks set up in the city (or area) in which it occurs  
In most cases, ‘informal’ housing units are not being subject to planning permission or 
building inspection.  
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Hence, areas of ‘informal housing’ cover effectively areas of unplanned and illegally 
constructed dwellings, which suffer form poor overcrowding and deficient basic 
amenities. In fact, overcrowding rates for poor households reached 5 to 6 persons per 
bedroom, as shown in Table 8.2. 
 
Table 8.2: Room Density in the housing of the poor households 

Persons per room Persons per bed room Average monthly rent   
Poor Non 

Poor 
Total Poor Non 

Poor 
Total Poor Non 

Poor 
Total 

Allepo Urban 2.64 1.53 1.62 5.71 3.64 3.82 2312 4294 4116 
 Rural 2.54 2.06 2.19 5.68 4.23 4.60 786 719 735 
 Total 2.58 1.66 1.79 5.70 3.81 4.08 1417 3238 2977 
Reqqa Urban 3.42 2.14 2.26 5.17 3.91 4.06 2387 3162 3075 
 Rural 2.56 2.09 2.17 4.83 4.54 4.59 1515 1640 1619 
 Total 2.78 2.11 2.20 4.93 4.28 4.38 1767 2239 2169 
Deir-Ezzor Urban 3.43 1.53 1.56 4.57 4.33 4.34 1545 2849 2819 
 Rural 3.17 2.13 2.17 4.78 4.67 4.67 1109 1487 1473 
 Total 3.23 1.90 1.93 4.73 4.56 4.56 1218 1967 1943 
Al-Hassakeh Urban 2.99 1.99 2.03 5.20 3.38 3.46 2466 3184 3153 
 Rural 2.80 2.23 2.28 6.14 4.72 4.85 865 1251 1217 
 Total 2.84 2.14 2.19 5.92 4.16 4.28 1209 1958 1904 
Suweyda Urban 1.74 1.19 1.24 7.94 3.50 3.76 1707 2773 2680 
 Rural 2.24 1.49 1.60 10.27 5.27 5.84 857 1266 1209 
 Total 2.11 1.38 1.47 9.65 4.52 4.99 1060 1792 1702 
Daria Urban 2.64 1.73 1.81 4.39 3.13 3.26 1938 2757 2668 
 Rural 2.83 2.05 2.15 4.85 4.08 4.19 1582 2190 2103 
 Total 2.76 1.92 2.01 4.69 3.67 3.80 1703 2424 2331 
   Qanytera Rural 2.32 1.91 1.96 3.41 3.16 3.19 1144 1760 1678 
 Total 2.32 1.91 1.96 3.41 3.16 3.19 1144 1760 1678 
 
All Syria 

 
Urban 

 
2.78 

 
1.59 

 
1.65 

 
5.06 

 
3.10 

 
3.21 

 
2222 

 
3927 

 
3825 

 Rural 2.65 1.99 2.06 5.04 3.71 3.85 1207 1863 1792 
 Total 2.70 1.75 1.83 5.05 3.36 3.50 1608 3012 2897 
Source: Poverty Survey (2003/2004). 
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Figure 8.1: Distribution of Informal Housing Population in Main Cities within 
Syria’s Governorates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: Relevant data not available for AL-Hassaka and Suweyda Governorates. 
Source: Database of the Ministry of Local Administration. 
 
Figure 8.2: Percentage of Informal Housing Areas, within each Governorate 
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8.3 Networked Infrastructure Services 
 
The most common indicators of the adequacy of the provision of basic services in 
‘informal housing areas’, as indicated in Table 8.3, are: 

§ Access to the supply of clean water; 
§ Electricity connections; 
§ Sewerage and waste disposable; 
§ Telephone connections. 

 
In the light of the data given in Table 8.3, it can be easily gleaned that access to potable 
water and electricity connections tended to advance more rapidly than sewerage and 
telephone connections. While phone connection may be seen as something of a luxury 
item in these areas, sewerage connections are crucial from the viewpoint of 
environmental management. The major problem in this connection relates to problems of 
disposable of solid and liquid wastes from people living at high densities in such areas. 
 
Table 8.3: Infrastructure Coverage in Informal Housing Areas (%) 
Province Sewerage Potable 

Water 
Electricity Telephone 

Connection 
Damascus 88.0 86.8 94.6 75.0 
Allepo 61.3 51.4 78.0 25.0 
Homs 76.3 90.0 93.8 76.3 
Hama 61.8 100.0 100.0 36.2 
Latakia 86.0 54.8 65.8 57.5 
Edlib 20.0 100.0 100.0 100.0 
Al-Hassakeh 64.0 77.0 95.0 64.0 
Deir-Ezzor 17.9 100.0 100.0 50.2 
Tartous 67.5 100.0 100.0 76.5 
Reqqa 32.7 67.3 85.3 49.3 
Daria 29.2 31.7 30.8 46.7 
Suweyda 18.3 76.8 76.8 40.5 
Source: Ministry of Local Administration Based on data provided by the  
 
 
8.4 The Provision of Basic Social Infrastructure (Health and Education) 
 
The quality of life of dwellers of ‘informal housing areas’ does not depend solely on the 
provision of physical infra-structural services, but also, and most crucially, on the 
availability of health, educational and other recreational services. Table 8.4 indicates the 
degree of coverage of informal housing areas in Syria by basic social services, namely 
education and health. 
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Table 8.4: Education and Health Services in Informal Housing Areas, by 
Governorate (2003) (per 10 thousands pop.) 
Province Primary Schools Secondary Schools Health Centers 
Damascus 1.9 0.23 0.30 
Allepo 1.3 0.25 0.22 
Homs 2.5 2.06 1.06 
Hama 2.0 0.33 0.33 
Latakia 1.3 0.54 0.60 
Edlib n.a. n.a n.a. 
Al-Hassakeh 1.1 0.07 0.07 
Deir-Ezzor 1.4 0.36 0.36 
Tartous 1.5 0.00 0.25 
Reqqa 2.1 0.44 0.50 
Daria 18.8 3.76 2.50 
Suweyda 9.4 0.55 1.10 
Source: Database of the Ministry of Local Administration.  
 
On the other hand, the livelihood of most ‘informal housing’ dwellers depends on 
informal (casual) employment and informal businesses, with insecure perspectives. This 
segment of the population may be seen as the most socially and economically 
vulnerable, and loaded with unemployed and frustrated youth.   
 
In the light of these facts, physical solutions (i.e. upgrading of the quality of housing and 
infrastructure networking) are not sufficient to address the depth of the problem of   
poverty in these areas.  New strategies of socio-economic integration need to be 
devised in order to provide these dwellers with more secure and sustainable sources of 
livelihood, as well as, more social protection. 
 
 
8.5 The Focal Points of Action 
 
Detailed analysis of the ‘informal housing’ areas in Syria, as revealed in Table 8.5 the 
need for urgent surgical intervention in the following areas in particular: 

• Damascus: Tichreen quarter. 
• Rural Damascus: Al-Tadamon and Sayeda Zainab quarters. 
• Allepo. 
• Depressed governorates: Deir-Ezzor, Al-Hassakeh, Reqqa and Suweyda. 
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Table 8.5: “Informal Housing Areas” in the Syrian Cities in need for Serious 
Intervention 

Area (Hectar) 

Governorate 

(1) 
overall 
area 

(2) 
area of 
informal 
housing 

Percentage 
(%) 
(2)/(1) 

Overall 
population 

No. of 
families 

(A) Damascus      
       (1) Tichreen quarter 110.62 99.558 90.0 35,000 7,840 
       (2) Esh Alwarw 100 90 90.0 330,000 6,600 
       (3) Arabin Hamoureyah 113.75 102.375 90.0 45,500 9,100 
       (4) Germana camp & 
area 
            of the two 
            organizational 
schemes 

215 193.5 90.0 96,300 19,260 

       (5) Rokn Aldin & Al- 
             Mohagreen 

152.55 137.295 90.0 48,100 9,620 

       (6) Al-Maza mountain 
(86) 

80 72 90.0 16,400 3,280 

       (7) Al-Tadamon 147 132.3 90.0 121,700 24,340 
       (8) Tabbala + Duwaylaa 137.7 123.93 90.0 62,100 12,420 
(B) Rural Damascus       
       (1) Zamlaka 135 87 64.4 28,000 4,000 
       (2) Al-Qazzaz 15 13 86.7 30,000 4,000 
       (3) Seidi Mekdad 16.5 12 72.7 35,000 3,500 
       (4) Black Stone 1600 1280 80.0 250,000 n.a. 
       (5) Al-Sayeda Zainab 7.5 7 93.3 5,000 500 
(C) Allepo      
       (1) Al-Anasary village 90 90 100.0 35,000 5,833 
       (2) Extending the 
Southern 
             Area 

175 175 100.0 80,000 1,333 

       (3) Al-Seikh Fares Al- 
             Haydareya 

300 300 100.0 5,000 8,333 

       (4) Tal Al-Zarazeer 40 40 100.0 37,000 6,000 
Source: Database of the Ministry of Local Administration. 
 
 
8.6 The interface between ‘informal housing areas’ and ‘informal 
sector’ activities 
 
There is ample evidence that the ‘informal sector’ operators supply a wide range of goods 
and services, at cheap affordable prices, to the dwellers of ‘informal housing’ areas with 
modest incomes and means. Street vendors and odd-jobbers at the backyards of their 
homes are active agents in this regard5. This should be seen as part of the daily survival 
strategies of the informal housing dwellers.  
 

                                                
5 Abdel Kader Al-Nayyal, ‘Unorganized Sector”, p.16 (Arabic title) 
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According to the 1999 multi-purpose survey conducted by the CSB, the ‘informal sector’ 
in Syria accounts for as much as one-third of the total employment in urban Syria, 
enumerated as working ‘outside establishments’. 
 
The stagnation of formal urban employment and the expansion of the informal sector, 
during the 1980s and the 1990s, is seen as a clear manifestation of the lack of vigorous 
growth in the Syrian economy since the mid-1980s. As a result, the ‘informal sector’ has 
become a dumping ground for the ‘surplus’ urban workforce, composed mostly of 
unskilled and unprotected labourers. 
 
The bulk of these people engage in low-income informal industrial activities, petty trade, 
and other petty services. The low levels of schooling and qualifications are generally 
found among the working poor in Syria’s informal sector, as the absolute majority (78%) 
of those who are engaged in ‘informal sector’ activities are either illiterate or did not 
exceed their primary education6.  
 
 
8.7 The Size and Scale of the Informal Sector in Syria 
 
The ‘informal sector’ in Syria is a rapidly expanding sector, and it is estimated that this 
sector provided around 700 thousand new jobs during the 1980s and the 1990s of the last 
century7. About two-thirds (62%) of those engaged in ‘informal sector’ activities fall 
within the age group (15 – 34 years), of which 36.4% within the age group (15 – 24 
years), thus confirming the youthful nature of informal sector employment in Syria.  
 
On the other hand, 59% of the workforce in Syria, within the age group (15 – 19 years), 
is engaged primarily in informal sector activities, while one-half (49%) of the workforce 
in the age group 20 – 24 years are operating within the confines of the ‘informal sector’. 
This points to the fact that the ‘informal sector is the primary outlet for the bulk of the 
young members of the workforce in Syria in the age group (15 – 24 years). 
 
As for the relative weight of the ‘informal sector’ by various lines of activities, the 1999 
survey revealed the following picture8: 
 
 Line of Economic Activity Relative Share of ‘informal sector’ 

employment in total urban workforce  
1. Construction and Building 70.6 % 
2. Wholesale and retail trade, hotels and restaurants. 38.6 % 
3. Transport, storage, and communications 62.4 % 
 
Survey data (1999) also indicate that about 41% of the ‘informal sector’ operators are 
‘own-account operators’, while 37% are wage-earners and 22% are unpaid family 
labor9. Moreover, operators within the confines of Syria’s ‘informal sector’ constitute 
                                                
6 ibid 
7 ibid 
8 ibid 
9 ibid 
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75% of all seasonal workforce in all sectors of the Syrian economy, thus emphasizing the 
mostly ‘seasonal’ nature of their work10.  
 
Table 8.6: People working outside establishments, according to ‘working status’ 
(2003) 

By Gender 
Employer 
(1) 

Own-account 
(2) 

Wage-earners 
(3) 

Unpaid family labor 
(4) 

Males 125 581 625 868 403 036 184 938 
Females 7 121 64 060 56 839 209 968 
Total (1) 132 702 689 928 459 875 394 906 
Total labor force in the 
Syrian economy (2) 358 140 1148 441 1213 466 514 309 

% (1)/(2) 37% 60% 38% 77% 
Source: The 2003 Unemployment Survey, Preliminary Results, Appendix 12, p.58 
 
As can be seen from Table 8.7, around 1.7 million people are operating ‘outside 
establishments’, who constitute 38% of the total labor force in Syria. They also constitute 
around 60% of all ‘own-account’ operators and 77% of the unpaid family labor in the 
Syrian economy.  
 
Table 8.7: Comparative Shares of the workforce in the ‘organized’ and non-
organized (informal) private sectors (1999, 2003) (000’s) 
 1999 %  2003 % % 
(1) Workforce in the ‘organized’ 
private sector. 

1 222 41  1 713 62 + 21% 

(2) Workforce in the informal sector. 1 755 59  2 751 38 - 21% 
Total 2 977 100  4 464 100 0 
 
Given the fact that the two sample surveys are not strictly comparable, it is difficult to 
assign any degree of confidence to these developments in the relative shares of the two 
sectors: formal and informal, during the four years spanning the period: 2000-2003. More 
evidence needs to be provided to support a surge of activities and employment in the 
private organized sector in Syria during that period. 
 
Nonetheless, there is a little doubt that urban informal service employment plays as 
important role in sustaining people who failed to obtain productive employment in 
Syria’s formal economy, and whose only alternatives are destitution or crime.  
Nonetheless, those who succeed in creating for themselves earnings opportunities in the 
informal services’ segment fall into two major groups: (a) those who could take formal 
sector “productive” jobs, if such jobs were available (the “reserve army”); and (b) those 
who through age, lack of adequate training and/or physical or mental incapacity are 
unlikely to be able to take up formal sector jobs (the “otherwise unemployables”).  
 
It should be noted however that the greatest barrier to informal/formal sector labour 
mobility remains the lack of proper information and the total absence of appropriate 

                                                
10 ibid 
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global retraining and recycling programs for members of the sizeable workforce “locked 
up” in informal sector occupations, where adult males receive low and unstable earnings. 
 
At any rate, monetary measures of poverty, as has been used in many studies, fail to 
capture the multi-dimensional nature of poverty. People may be poor not just because of 
low informal incomes, but because their ‘poverty’ may be derived from unstable and 
risky sources of income and employment, poor education and housing conditions, or 
social and cultural deprivation. 
 
 
8.8 The limits to the expansion of the informal sector in Syria 
 
The informal economy is usually seen as the ‘employer of the last resort’, given the 
insufficient capacity of the formal economy (private and public) to provide employment 
opportunities for the rapidly expanding labour force in urban areas.  Thus, it seems that 
there is a hidden assumption underlying much of the writing on the informal sector 
implying an ‘unlimited’ capacity of the informal economy to absorb any volume of the 
unemployable labour left out of the formal economy. 
 
Nevertheless while we admit that the ‘absorptive capacity’ of the informal sub-economy 
in a country like Syria is somewhat ‘elastic’, due to a variety of mechanisms:  sharing-out 
a certain workload, rationing, etc., the fact remains that such assumed ‘unemployment 
alleviations’ mechanism cannot operate unchecked.  For, in a dynamic setting, the 
amount of ‘employment creation’ of the informal economy sector is not totally divorced 
from the level of activity and the level of earnings generated with the formal economy at 
large. In other words, in a closed economy, the rate of unemployment creation in the 
informal sector would ultimately depend on the growth of demand for informally – 
provided goods and services, emanating from an important section of the population who 
derives their incomes from formal sector occupations, or from abroad if we open the 
economy. 
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Chapter Nine 
 

Pro-poor Policy Considerations 
 

Mahmoud Abdel Fadil 
 
 
9.1 Targeting Growth and Equity 
 
Throughout this report we emphasized the need for a robust and sustained growth in the 
coming decade (2005-2015), after years of stagnation and sluggish growth. A growth 
target of 7 percent would require a rate of aggregate savings of the order of 28% of GDP, 
assuming an incremental capital-put ratio (ICOR) of the order 4. This needs a number of 
measures to increase the ‘saving effort’ in the Syrian economy. 
 
In the light of our study of the Syrian economy, the following three sectors are likely to 
be engines of expansion during the coming decade, to compensate for the decline in the 
oil revenues: 

• Agriculture; 
• Manufacturing; 
• Tourism. 

 
Since ‘employment creation’ is a major tool to reduce poverty levels in Syria, these three 
sectors enjoy high employment elasticities as well as significant ‘employment 
multipliers’ through their strong linkages with the rest of the economy. 
 
Nonetheless, the success of sectoral policies spelled-out in this report require redefining 
the role of the state in the process of growth and development during the coming decade, 
namely: 

• the state as an investor; 
• the state as an employer; 
• the state as a regulator. 

 
9.1.1 Agricultural Policies 
 
Although the development process in Syria has, over the last two decades, left agriculture 
to accumulate an increasing labour force, especially the landless poor, growing labour 
density on cultivated land is not in itself responsible for declining per capita 
productivity/income in agriculture and the widening gap within and between agriculture 
and other sectors of the economy. The discussion in this report suggests that the 
responsibility is shared by: (a) Inadequate investment in the capital-hungry agriculture 
that contributes 36 per cent of national income; and (b) the widespread use of labour-
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displacing technology that has been facilitated by trade liberalization, combined with the 
limited labour-absorption capacity of other formal sectors. Hence, the strategic 
importance of expanding non-farm labour-intensive activities within rural areas should be 
seen as a priority and a major determinant of job-creation, thus building-in ‘income 
stabilizers’ within rural areas and hedging against sudden climatic shocks. 
 
It is equally fundamental to understand the linkages between the microeconomics of farm 
units, combined with household well-being dynamics, within a macro-policy framework, 
in particular: (1) secure access to productive land and credit; (2) targeted price support 
benefits, including water fees, tax exemption, lending interest rates according to both size 
distribution of landholdings and the results of the 2003/2004 HIES with regard to the 
identified rural poor and depressed geographical areas.  
 
Finally, the chapter on ‘agriculture’ warned against the notion that modernization of 
agriculture and economic liberalization should entail privatization of the Badia pastures 
that have for centuries, been communally owned/used by tribes/communities. Customary 
tenure (musha’) is compatible with generating export earnings (e.g. live awasi sheep), 
food security (meat, milk, barely) and mass livestock production employment, as land use 
rights are based on working rules devised throughout the Syrian history. As recognized 
by anthropologists, geographers and environmentalists, this agricultural socio-ecological 
system in semi-arid lands is the most suitable for nearly 2.5 million rural people. 
 
9.1.2 Industrial Policies 
 
Syria needs a more pro-active, and well-designed industrial policies that could enhance 
the competitiveness of those lines of activities producing manufactured exports, other 
than textiles and ready-made garments which face stiff competition from Asian 
developing countries.  
 
As noted in the chapter on “trade and industry”, Syria will be forced to reduce its reliance 
on oil exports, and diversify its exports in the coming decade. Revealed comparative 
advantage suggests that traditional exports will not be sufficient to maintain the current 
levels of imports. In that respect, it seems imperative to argue that the objective of trade 
and industrial policies should be designed to upgrade the industrial structure from a 
preponderance of low technology and resource-based activities to more sophisticated and 
technology-based activities, in order to be able to reap the benefits of the new globalizing 
environment, whenever it is possible, and to revitalize and preserve several traditional 
industries.  
 
Our analysis indicated four industries as good candidates, for the new industrial mix 
with good competitive capabilities to produce for the domestic and external markets. 
These four industries are: food processing, textile, chemical, and engineering 
industries. A detailed justification of this choice is included in the chapter on “trade and 
industry”, in the light of the experience of successful late industrialisers.  
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Another sector with a good potential is the pharmaceutical sector which had expanded 
dramatically since 1988, with over 50 companies satisfying 87% of the needs of domestic 
market. This sector faces a serious challenge during the coming decade due to the TRIPS 
agreement, as this industry would not be able to produce low-cost copies of expensive 
drugs.  
 
Another competitive industry’ with good export potential, is the olive oil industry. This 
industry can be targeted as a candidate for a major expansion during the coming decade, 
since Syria is the sixth largest oil producer in the world, and the domestic demand 
accounts only for 50% of the total production11. In fact, olive oil production increased, in 
the last few years, from 78 thousand tons in 1997 to around 165 thousand tons in 2000 
(more than doubled)12. 
 
The sectors discussed above should be seen as showcases of the idea that a combination 
of public policies that encourage private domestic investment could be successful in 
generating capital accumulation, increasing exports, and higher employment, which 
would lead to reduced poverty rates. This would imply that the Syrian government would 
increase its role as provider of adequate infrastructure, and stable credit (directly or 
through a reformed financial sector) for long-term investment. Small and medium 
enterprises (SMEs) should constitute one of the pillars of the new industrial policies, 
based on ‘walking on two legs’: big enterprises and SMEs. 
 
The regional dimension should not be ignored in designing new industrial policies as 
there is room for establishing ‘growth triangles’ between three (or more Arab countries) 
in frontal zones. Such ‘triangles’ offer an ideal solution for an integrated investment-trade 
package, and helps to break the finance and the size of market bottlenecks. This approach 
proved to be successful in the light of the experience in emerging Asian countries.  
 
Within such arrangements, a participating country (or countries) would provide finance 
and certain inputs towards establishing certain industries within the ‘growth triangle 
zone’, benefiting from cheap labour and managerial skills and other resources (natural or 
human) available in the other participating countries. In return, a sizeable share of the 
production of these joint ventures would be exported to the other participating country (or 
countries) and beyond. Such potential for Syria lies with neighbouring Arab countries 
such as: Lebanon, Jordan, Saudi Arabia, and eventually ‘liberated’ Iraq.   
 
9.1.3 Tourism Industry  
 
The tourism sector holds a lot of promise for the Syrian economy during the coming 
decade. Expanding tourist activities would generate valuable foreign exchange to 
compensate for the decline of oil revenues, and could be one of the engines of 
employment creation through the powerful ‘multiplier effects’ of the allied activities of 
this sector. 
 
                                                
11 Emerging Syria 2003, p.124 
12 ibid 
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From an income distribution and poverty reduction perspectives, the tourist income has 
strong ‘trickling-down effects’, as tourist spending is normally more diffused and 
reaches sections of the poorer strata of the Syrian population. 
 
In the year 2002, official statistics recorded some 4.3 million visitors to Syria, a 30% 
increase in tourist arrivals, mostly from Europe and Gulf states. Syria should tap the vast 
potential of the tourist sector with minimum public capital outlays, as Syria is endowed 
with a unique mix of historical and religious sites.  
 
Nonetheless, the problem is that many of those arriving to Syria are day-trippers from 
neighbouring countries13, and especially from Lebanon. Thus, policies for this sector 
should be designed to: (a) maximize the length of stay in the country (i.e. number of 
tourist nights); (b) maximize the average tourist expenditure/per day.  
 
According to official sources, overall revenue from tourism was estimated at $1.3 billion 
(some 6.9% of GDP) in 200214. There are ample opportunities to boost tourist income 
during the coming decade, as this sector could be one of the fast growing sectors in the 
economy. The only trouble is that the activities of this sector are vulnerable to ‘external 
shocks’ relating to the political instability in the region, due to the Arab-Israeli conflict. 
Policy-makers should take care of this contingency and work for a widely diversified 
economy, not to replace ‘oil’ by ‘tourism’, in a lopsided fashion. 
 
In sum, the Syrian policy-makers should work-out plans to build-in ‘stabilizers’ during 
the coming decade not to put Syria at the mercy of volatile factors over which it has little 
control namely: (i) oil prices affecting state budget and foreign exchange earnings; (ii) 
rain levels affecting agricultural production; (iii) regional conflicts which largely 
influences tourism revenue. 
 
 
9.2 The Basic Challenges 
 
9.2.1 The Fiscal Challenge 
 
The analysis included in our study indicates very clearly that Syria faces a macro-fiscal 
challenge in the medium term.  One of the major challenges is to require that non-oil 
revenues to cover current public expenditures (currently covering only 40%), thus 
hedging against the erosion of the ‘oil fiscal base’ of the country, in the medium term.  In 
this sense, here exists considerable fiscal space for Syria to use its oil wealth to expand 
public investment to promote growth and human development in the coming decade.  
 
The major challenge facing policy-makers is how to raise potential sources of non-oil 
public revenues, with a minimal incidence on the poor and vulnerable socio-economic 
groups.  The analysis of public revenue structure reveals the very low share of non-oil 

                                                
13 cf. Oxford Business Group, Emerging Syria 2003, p30  
14 ibid, p.33 
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trade revenue in total public revenue (7-9%).  On the other hand, direct taxes on 
incomes and profits account for the bulk of the total tax revenue (30% of total tax 
revenues in 2003). 
 
There is ample scope of enhancing direct taxation in Syria through the rationalization of 
‘tax exemptions’, combating tax evasion and widening the tax base.  As we argued in the 
chapter on ‘fiscal policy’, lowering rates need to be weighed very carefully within the 
framework of a newly designed Tax Policy Master Plan, in order to ensure a more 
equitable distribution of tax burdens, both vertically and horizontally.  
 
Indirect taxes in Syria generate a very small proportion of GDP as compared to other 
countries in the region.  Again, there is ample scope to raise indirect tax receipts in Syria.  
A combination of excise and sales/VAT taxation is a matter of careful design to establish 
the right mix with the minimum regressive effects. Since our study sounds a strong 
cautious note against introducing a VAT regime, it is mandatory to investigate proposals 
for sales tax for specific commodities.  To this effect, a revenue incidence analysis 
should be carried out in order to assess the impact of proposed indirect tax enhancement 
measures on the poor and vulnerable sections of the population. An incidence analysis, 
based on household consumer survey data, would insure that the incremental indirect tax 
burden on the poor is minimized.  
 
In sum a fundamental tax reform is in order and there is a pressing need to reform the 
current exemption-riddled tax code in Syria. Such tax reform should be revenue-
enhancing, with minimum regressive effects.  
 
Another major challenge relates to tax revenues from foreign trade (i.e. custom duties) as 
these are going to be undermined, during the coming decade, due to the recent trade 
liberalization agreements (i.e. The Great Free Arab Trade Area, and the Association 
Agreement with EU).  Thus, it is expected that the share of public revenues from foreign 
trade in the composition of total public revenues would be on the decline, during the 
coming decade. 
 
On the public expenditure side, the fall in the share of public investment in 
manufacturing and public utilities gives rise for some concern, as a diversified industrial 
base would require considerable mobilization of public funds.  An expansionary macro-
fiscal policies need to be adopted in the coming years to enhance growth in the Syrian 
economy. These policies should be combined with appropriate expenditure policies in 
order to achieve the desired pro-poor and human development objectives. 
 
Finally, the key to success of these proposed policies is skillful fiscal management in the 
years to come.  In this respect, there is an urgent need to bring clarity to Syria’s opaque 
public finances, in particular the fiddling of budget data to provide false budget deficit 
figures. This requires a new classification of budget data to render it more transparent and 
reflecting the real fiscal situation.  For any statistical abuses of fiscal data would mislead 
policy-makers in their effort to target growth and equity.   
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9.2.2 The Trade-Liberalization Challenge 
 
Policy-makers in Syria should take a cautious approach towards trade-liberalization 
during coming decade. Syria’s integration in the regional and global economy is being 
promoted through several channels, including: 

• Seeking membership in the World Trade Organization (WTO): in 2001 Syria 
launched a concerted diplomatic effort to drum up support for its membership in 
the WTO.  The US government intervened to prevent, so far, the application from 
being considered by the WTO General Council. 

• Association agreement with the EU: the agreement, which is initiated in 
December 2004, covers trade in goods, services, rules for public procurement, as 
well as, for the protection of intellectual property rights, co-operation in a large 
number of areas including on customs, transport, tourism and environment. 

• Greater Arab Free Trade Area (GAFTA), which entered in operation in full as 
of January 2005, stipulates the removal of tariffs on all goods exchanged between 
the signatories, according to a progressive annual gradual reduction in the tariffs 
as of the year 1998, reaching zero by January 2005. 

• The Agadir Declaration: The FTA agreement, signed in 2001, ahead of the 2010 
target of the Euro-Mediterranean area, meant to consolidate the negotiation ability 
and competitiveness of Arab-Mediterranean countries, whether those already 
bound to the European Union by association accords, those having economic 
relations with it, such as Palestine, or those negotiating partnership accords with 
the union, such as Syria.    

• Series of bilateral free-trade agreements with a number of Arab countries, 
notable among them: Jordan, Egypt, Saudi Arabia, Lebanon, and United Arab 
Emirates.   

 
In the light of these agreements, the most serious challenge looming on the horizon is the 
elimination of the 30 year-old trade quota system on textiles and clothing as from January 
2005.  The likely impact of this move would fall squarely on the textile and clothing 
sector in Syria.  Measures should be put in place in order to cushion the likely social 
negative impact of the ensuring shift in trade flows on the most vulnerable and displaced 
workers. 
 
Another major challenge due to trade liberation, during the coming decade, is the 
challenge facing the assembly industries for durable goods (i.e. white and brown 
goods). Syria has several companies that assemble imported components to produce a 
wide range of durable goods: cookers, refrigerators, stereos, and television sets. Most of 
three industries survive only due to protective tariff walls. As these ‘tariff walls’ come 
down, and foreign transnational companies establish themselves in neighbouring 
countries that have ‘free trade agreements’ with Syria, their industries would come under 
serious threat. “Already appliances made n Jordan by Korea’s Luck-Goldstar are entering 
the Syrian market and challenging the locally-made appliances”15. 

                                                
15 Emerging Syria 2003, op.cit., p.128 
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In this respect, policy-makers should design policies to help the adversely affected 
industries by the process of trade –liberalization (i.e. pharmaceutical industries, industries 
assembling durable goods, textile and clothing industries) in order to gear-up for the 
change during the coming decade.   
 
In response to this challenge, the next few years are likely to witness a wave of mergers 
and consolidation to meet new competitive pressures in order to keep solvent and 
profitable. 
 
Another challenge on the export side, is Syria’s loss of soft export markets in the ex-
Soviet Union markets and more recently the Iraqi market, where competitive 
considerations were not strongly present, and poor quality were tolerated.  The recent 
free-trade area agreement with Turkey should be seen as a welcome step. This requires 
upgrading the quality of industrial equipment and facilities as well as labour and 
managerial skills in order to make the Syrian industries better suited to the needs of 
buyers in regional and international markets. 
A good example of this competitive derive in the textile industry, in the move by many 
private firms to use their own funds to invest in the latest technologies in order to be able 
to produce and export high-quality acrylic yarn, despite the fact that the level of wages 
and labour costs still higher than that in Bangladesh.  The same applies to leather goods 
in Alleppo.  
 
Another way out of the crisis is to develop sub-contracting arrangements with companies 
producing major European brands, modelled along the lines of the successful experience 
in Tunisia. 
 
Finally, competitiveness should not mean lowering wages or increasing working hours, 
but should instead translate into improved labour productivity.   
 
9.2.3 Labour Market and Unemployment Challenges 
 
Unemployment rates in Syria increased 
from 5 percent in 1981 to 11.6 percent in 
2002 (Figure 9.1). Furthermore, the 
percentage of people working less than 
two days per week reached around 
812,000 workers in April 2003 (16.2% 
of the labour force). According to the 
2003 employment survey, 
unemployment is concentrated mainly 
amongst the youth, and particularly in 
20-24 age group category, which 
presents 24 percent of the total pool of 
the unemployed. In addition, 57 percent 
of the unemployed belonged to the 
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lower educational categories. Middle educational categories (mainly vocational and 
technical) presented 40 percent of the unemployed. The remaining 3.2 percent belonged 
to higher educational categories (university degree holders). 
 
Because of recession and stagnation in the Syrian economy for most of the 1990s, 
employment opportunities have not expanded sufficiently to absorb new entrants to the 
labour force.  Thus, the labour market is caught in a ‘double squeeze’.  On the supply 
side, high population growth rates have fuelled rapid labour force growth, and on the 
demand side, insufficient growth has led to extremely modest job growth. 
 
Employment insecurity is another major challenge for Syria working population, as 19 
per cent of the workforce is vulnerable in terms of job and income insecurity and social 
protection. Youth unemployment and the widespread child labour constitute a serious 
socio-economic problem for the Syrian policy-makers. In fact, child labour accounts for 
18% of the total labour force in Syria.  
 
In dealing with labour market challenges, a pertinent policy question is the extent to 
which wage policy can be harnessed to improve the welfare of workers. In this respect, 
raising the national minimum wage should be on top of the agenda to deal with the plight 
of the ‘working poor’. There is also a need to close the ‘wage gap’ between the public 
and private sectors (a gap currently in favour of the public sector), as the bulk of poverty 
(85%) relate to those associated with the private sector (formal and informal).  
 
The current alleviation mechanisms in the labour market are fragile. On the other hand, 
the newly established Agency for Combating Unemployment (ACU) is supposed to 
operate until 2005, and disburse funds worth one-billion US $ over the five years 
spanning the period: 2001-2005. The ACU is scheduled to create around 250,000 jobs by 
the end of the year 2005. Nonetheless, the main question remains: how sustainable is this 
process of job creation? 
 
On the other hand, the ‘informal sector’ has become the dumping ground for the 
‘surplus’ urban workforce, composed mostly of unskilled, casual and unprotected 
workforce. According to the 1999 multi-purpose survey conducted by the CSB, the 
‘informal sector’ accounts for as much as one-third of the total employment in urban 
Syria, enumerated as working ‘outside establishments’. Moreover, those operators within 
the confines of the ‘informal sector’ constitute 75% of all seasonal workforce in all 
sectors of the Syrian economy. 
 
There is little doubt that informal employment in the urban sector plays an important role 
in sustaining people who failed to obtain productive employment in the formal economy. 
Nevertheless, while we admit that the ‘absorptive capacity’ of the informal sub-economy 
in a country like Syria is somewhat ‘elastic’, due to a variety of mechanisms: sharing-out 
a certain workload, rationing, etc., the fact remains that such assumed ‘unemployment 
alleviations’ mechanism cannot operate unchecked. For, in a dynamic setting, the amount 
of ‘employment creation’ of informal economy sector is not totally divorced from the 
level of activity and the level of earnings generated within the formal economy at large. 
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In other words, in a closed economy, the rate of unemployment creation in the informal 
sector would ultimately depend on the growth of demand for informally-provided goods 
and services, emanating from an important section of the population who derive their 
incomes from formal sector occupations (or from abroad if we open the economy). This 
proves once again the need for a new strategy to create durable jobs through investment-
led growth. 
 
9.2.4 Poverty Alleviation Challenges 
 
A comprehensive analysis of the poverty incidence in Syria is included in the chapter on 
the ‘poverty map’. The study suggests that poverty fell moderately over the period 
1996/7-2003/4; yet the number of people in poverty in Syria touches the mark of 1.8 
million people (about 10% of Syria’s population). Disparities in the incidence of poverty 
vary across the regions, with the highest incidence in the rural Northern-Eastern region. 
 
The study also revealed the following striking features of relative deprivation in Syria, 
as evidence by the 2003/2004 survey; namely: 
Low school enrolment rates and child labour are especially high among the poor, and 
reflect how poverty is perpetuated from one generation to another. 
Female-headed households, with more than three children, are at great risk to fall into 
poverty. 
Gender gap is substantial in terms of all educational variables, and in most cases it 
overweighs the ‘wealth gap’ and ‘urban/rural gap’. 
Poor households depend largely on income transfers at home and from abroad 
(representing 22 per cent of their income), pointing to their vulnerability to external 
shocks.  
Results of multivariate analysis concluded that individuals classified as poor are more 
likely to have: higher dependency ratio, to be illiterate, and to be unemployed or working 
in low-paid jobs in construction, services or in agriculture.  
 
These features constitute major challenges for policy-makers in Syria. Hence, poverty 
reduction strategies – and associated policy instruments – need to be developed to take 
care of the ‘poverty profiles’ of each region, governorate, and district. Also, the poverty 
alleviation policies should target ‘poverty characteristics’, namely: 
employment status, as agricultural and construction workers (casual and unskilled 
labour) represent 56% of the poor in Syria.  
educational status, by encouraging children to enroll at schools through direct 
interventions to reduce school drop-out rates in poor areas and districts.  
type of asset ownership, by reforming the land tenure system to improve the lot of poor 
farmers and through the development of SMEs to provide the youth with necessary assets 
to help them to get better remuneration for their productive activities. 
 
In sum, policies that succeed in changing the characteristics of the poor should help in 
eradicating the causes of poverty, not just reducing its incidence. 
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9.2.5 The Challenge of Regional Inequalities (The Spatial Dimension of 
Poverty) 
 
The data in the chapter on ‘informal housing and squatter areas’ indicate that 11% of 
urban population and 18% of rural population in Northern-Eastern regions are poor; 
constituting 58% of the poor in Syria. 
 
Disparities in the incidence of poverty are quite evident across regions in Syria. In the 
rural Northern-Eastern region, the percentage of people living under one dollar per day 
is more than tenfold that in the urban area. Likewise, extreme poverty in the Northern-
Eastern region is more than quadruple that in the Coastal region. In addition, the 
percentage of people living under two dollars per day in Syria is approximately 10.3% of 
the population with poverty rates in rural areas reaching almost triple those in urban 
areas. Again the Northern-Eastern scores the highest (8.53% and 21.59% for the urban 
and rural areas, respectively). Rural-urban disparities are also evident in all other regions 
(see Figures 9.2.a and 9.2.b).  
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At the governorate level, poverty alleviation programs should target the poor in: the 
poverty triangle (al-Reqqa, Deir-Ezzor , and al-Hassakeh), as shown in Figure 9.3 (the 
poverty map). 
Alleppo. 
 

Figure 9.2.a 
Poverty Rates (%) 

One dollar per person per day 

Figure 9.2.b 
Poverty Rates (%) 

Two dollars per person per day 

Southern Northern Eastern Middle Coastal 
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Figure 9.3: Poverty Map in Syria 

 
 
Monetary measures of poverty normally fail to capture the multi-dimensional nature of 
poverty. People may be poor not just because of having low subsistence income, but 
because their ‘poverty’ is derived from risky sources of employment, poor education, 
poor housing conditions, and social and cultural deprivation and marginalization. 
 
In Syria, income and capability poverty is largely seen as the central characteristic of 
slum and informal housing areas. Such areas may be perceived as the space of social 
exclusion in urban areas. The size of the informal housing areas (i.e. slum-dwellers) 
reached two million people in 2003, constituting about one-third of (32.5%) of the total 
population in Syria.  
 
The percentage of the informal housing areas is greatest in: al-Suweyda (62%), Reqqa 
(39%), Deir-Ezzor (36%), al-Hassakeh (31%). Again this confirms our previous 
identification of the ‘poverty triangle’ in Syria, in addition to al-Suweyda governorate.  
Detailed analysis of ‘informal housing’ areas in terms of: ‘overcrowding’, availability of 
infrastructure and basic amenities reveals the need for urgent surgical intervention by 
policy-makers in the following districts: 

• Damascus: Tichreen quarter. 
• Rural Damascus: al-Tadamon and Sayeda Zeinab quarters. 
• Alleppo. 
• The four depressed governorates: Deir-Ezzor, al-Hassakeh, Reqqa and al-

Suweyda. 

Poverty Triangle 
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In the light of this analysis, physical solutions (i.e. upgrading the quality of housing and 
infrastructure networking) are not sufficient to address the depth of the problem of 
poverty in these areas. New strategies of socio-economic integration need to be devised 
in order to provide the slum and informal housing dwellers with more secure and 
sustainable sources of livelihood and better social protection.  
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Appendix 1.A: List of Figures 
 
 
 
Figure 1.A.1: Structure of the Budget Revenues (1990-2003) 

Source: Ministry of Finance and State Planning Commission 
 
 
Figure 1.A.2: Tax Revenue in Syria and Neighbouring Countries 

Source: Ministry of Finance, World Bank, sate Planning Commission 
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Figure 1.A.3: Public Sector Share in the Income Tax Compared with its GDP 
Contribution 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Ministry of Finance and State Planning Commission Analysis 
 
 
Figure 1.A.4: Syria’s Income Tax and Taxes on Commodities and Services 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Ministry of Finance and State Planning Commission Analysis 
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Figure 1.A.5: Syria’s Investment Budget Compared with Other Countries 

Source: Ministry of Finance, World Bank and State Planning Commission Analysis 
 
 
Figure 1.A.6: Current Spending in Syria and Other Countries 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Ministry of Finance, World Bank and State Planning Commission Analysis 
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Figure 1.A.7: Syria’s Public Debt, the Budget and the Balance of Payments 
 

Source: Central Bank of Syria, Ministry of Finance, World Bank and State Planning Commission 
 
 
Figure 1.A.8: Commodities Subsidies and Cost of Services 
 

 
Source: Ministry of Finance, Central Bureau of Statistics and State Planning Commission Analysis 
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Figure 1.A.9: Deficiencies due to Pricing Policies for Non-oil Products 

 
Source: Central Bureau of Statistics, Ministry of Finance, State Planning Commission 
 
 
Figure 1.A.10: Budget Surplus at a Time of Economic Recession 
 

Source: Ministry of Finance and State Planning commission Analysis 
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Appendix 2.A: Financial Development, Economic Growth and 
Poverty Alleviation 

 
 
Theoretical reasoning and empirical research have established growing evidence that 
suggests a positive, first-order relationship between financial development, economic 
growth, and poverty alleviation. 
 
2.A.1 Linkages between financial development and growth 
 
Most economists now argue that financial markets (and the banking sector in particular) 
play a central role in fostering growth.  
 
On the theoretical level, it is argued that financial intermediaries relax frictions and 
inefficiencies that can arise in the presence of asymmetries in information between the 
transacting parties.16 In the absence of financial intermediaries, it is difficult for investors 
to evaluate the quality and performance of firms. Financial intermediaries are able to 
identify more effectively those entrepreneurs with the best chances of successfully 
initiating new products and production processes. Because many firms and entrepreneurs 
solicit capital, financial intermediaries can realize scale economies by obtaining detailed 
information regarding firms’ profitability and investment prospects, thereby greatly 
reducing verification and monitoring costs. With the most promising firms and managers 
getting funds, improved capital allocation efficiency fosters faster growth. 
 
On the empirical side, there has been extensive work on the relationship between 
financial development and growth.17 Cross-country, case study, industry-level, and firm-
level analyses document extensive periods when financial developments—or the lack 
thereof—critically affects the speed and pattern of economic development. There is also 
evidence that the level of financial development is a good predictor of future rates of 
growth, capital accumulation, and technological change. 
 
2.A.2 Economic growth and poverty alleviation 
 
Although the Kuznets hypothesis is still accepted by some economists,18 recent empirical 
evidence and theoretical arguments show that on average economic growth does not 
systematically affect income distribution that is economic growth raises the income of 
poor people as much as average incomes.19 
 

                                                
16 The literature on this matter is quite extensive. A comprehensive survey is provided by Levine (1997). 
17  See Levine (1997) and Levine (199a) for a survey on the macroeconomic and microeconomic studies. 
18 S. Kuznets argued in 1953 that income inequality widens in the early stage of development (when the 
labor force shifts from an agricultural sector characterized by low but relatively equally distributed income 
to urban industrial sectors characterized by higher but relatively less equally distributed income); becomes 
stabilized for a while; and then narrows in the later phases of economic growth.  
19 See P. Holden and V. Prokopenko for details on the literature and empirical work. 
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In the case of Syria, it can be added that since sluggish growth is the primary cause for 
high unemployment, which is in turn a leading factor behind poverty, higher economic 
growth is likely to reduce poverty levels. 
 
2.A.3 Direct links between financial development and poverty 
alleviation 
 
In addition to the indirect relationship between financial development and poverty 
alleviation intermediated through economic growth, there are more direct microeconomic 
links between financial development and poverty reduction. 
 
These links result from the availability of accessible financial instruments, services, and 
institutions for poor households. For example, it is nowadays widely believed that micro-
finance constitutes an effective way to provide financial services to the poor, as state-
owned enterprises often failed to provide these services and that private institutions have 
not been usually able or willing to supply sustainable services to the poor. Availability of 
credit from semi-formal microfinance institutions as well as from informal providers is 
seen as an important element that can generate employment in small informal businesses, 
which in turn has the potential to reduce vulnerability or increase the income of the 
poor.20  
 

                                                
20 However some observers have recently questioned whether microfinance is a sustainable solution to 
dealing with poverty (see Morduch, 1999) 
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Appendix 2.B: Assessing the Interest Rate Levels 
 
 
To assess the level of the interest rate we propose two approaches: 
- In a first approach, we look at the interest rate parity between the Syrian 

pound and other currencies. 
- In a second approach, we look at the real interest rates in relation to the 

domestic inflation and growth performance. 
 
2.B.1 Interest Rate Parity 
 
In a fixed exchange rate regime with free capital movement, short-term interest rates 
become endogenous in the sense that they are the market-equilibrium outcome of the 
capital flows. 
In such a setting, the equilibrium level of the interest rates is given by the so-called 
interest rate parity, with the domestic interest rates reflecting the interest rates paid on the 
anchor currency plus a premium to compensate for expected devaluation, differential in 
default risks and other risks (such as the risk of new capital controls or the risk of 
expropriation). 
In the case of Syria, the exchange rate is fixed to the dollar. If we assume in addition that 
there is free capital movement (which in reality is largely the case), then the equilibrium 
interest rates should be equal to the free-risk interest rate paid on the dollar plus a risk 
premium. 
The difficulty of course is to estimate the needed risk premium on the Syrian pound. We 
propose hereafter two approaches to that purpose. 
 
2.B.2 Benchmark with Lebanon 
 
Lebanon has adopted over the last several years a fixed exchange rate regime together 
with free capital movements. As a result, the interest rates prevailing on the Lebanese 
Pound have been market-determined and include on top of the zero-risk dollar interest 
rate various risk premiums that can be decomposed as follows:  
 
Table 2.B.1: Interest rates and Risk Premium 
Interest Rates (as of 6/2003) 
 

 Risk Premium  

Commercial banks 3-month 
deposit rate in Lebanese 
Pound 

= 5.18 %   

  Risk premium for expected 
devaluation 

=3.88 % 

Commercial banks 3-month 
deposit rate in Dollar 

= 1.3 %   

  Risk premium for expected 
bank default 

= 0.27 % 

Eurodollar 3-month deposit 
in Dollar = 1.03 %   
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Similarly, we could consider that the required premium on the Syrian pound deposit rates 
consists of a premium for the risk of bank default and a premium for the risk of 
devaluation. 
 
We can convincingly assume that the risk of bank default in Syria is zero. Moreover, the 
risk of devaluation of the Syrian Pound is likely to be strongly correlated to the risk of 
devaluation of the Lebanese Pound given the strong financial and trade links between 
Lebanon and the Syrian private sector. In fact, if the Lebanese pound were to devalue, it 
is very likely that the parallel market LS exchange rate would also devalue. Because of 
these links, investors are likely to demand a higher premium on the Syrian pound than 
would be otherwise needed by the macroeconomic situation in Syria. 
 
One could argue however that the premium on the Lebanese pound is likely to be higher 
than the premium on the Syrian pound since a devaluation of the Lebanese pound would 
be larger than the related depreciation of the Syrian pound on the parallel market. On the 
other hand, other factors (presence of capital controls in Syria for instance) could also 
justify a high premium for the Syrian pound. All in all, it appears that the premium on the 
Syrian pound is likely to be strongly correlated to the premium on the Lebanese pound, 
though it is expected to be lower. 
 
Based on these considerations, one can simply consider that the equilibrium interest rate 
in Syria is likely to be somewhere between (i) the risk-free interest rate on the dollar 
(eurodollar deposit rate) and (ii) a rate equal to the risk-free dollar rate augmented by the 
premium paid on the Lebanese pound for devaluation risks; with the Syrian equilibrium 
rate probably closer to the upper bound. 
 
The following graph draws these upper and lower bounds as well as the prevailing 
interest rate on the Syrian pound. This simple analysis is sufficient to unveil that the level 
of the interest rates paid on the Syrian pound during 2001-2003 is likely to have been 
overvalued as the sharp decline in world interest rates and the relatively more modest 
decrease in the risk premium on the Lebanese pound during this period had not been 
reflected on the Syrian interest rates. 
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Figure 2.B.1: Evolution of Interest Rates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The analysis indicates however that the current level of the interest rates is likely to be 
closer to the equilibrium level. 
 
2.B.3 Comparison of the real rates of return 
 
The combination of high nominal rates and relatively stable exchange rate has made the 
LS deposit a very attractive investment. 
 
To illustrate this, we considered two investment strategies: 
- on the one hand, investing in short term zero-risk dollar deposits, 
- on the other hand, investing in short term LS deposits. 
We then calculated the cumulated differential of yield between the two strategies. 
 
The results displayed on the graph shows that the LS deposit have been by far a better 
investment strategy, in particular since 2000 (note the upward change in the slope of the 
curve). It can be argued that if the interest rates were market determined then the return 
of the two strategies should not diverge and the differential of yield should not be 
sustained over the long run21. The results obtained in our case suggest that the LS interest 
rates were not set at their equilibrium level during the period 2000-2003 and were likely 
overvalued. 

                                                
21 If we assume for instance that markets are rational in the short term, that is agents are capable of 
assessing accurately in the short run the distribution of risks, that is in our case, the probability and extent 
of LS devaluation over a short time horizon, then the interest rate parity would hold ex-ante in the short 
run. That does not mean that ex-post the two strategies envisaged would provide the same returns, as the 
probability of devaluation might or might not materialize. But it means that on the long run, that is if the 
two investment strategies are repeated a large number of time, the rate of return of the two investments 
should not diverge. 
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Figure 2.B.2: Cumulative Difference in the Real Rates of Returns between the LS 
and the $ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.B.4 Real Interest Rates 
 
If we now assume that capital controls are effective in Syria, then nominal interest rates 
do not need to follow the interest rate parity and monetary policy can enjoy some 
independence in the context of a fixed exchange rate regime. 
In such a setting, interest rates become an instrument of monetary policy and their level 
need to be determined in light of the domestic macroeconomic situation.  
 
Since the first objective of monetary policy is to maintain price stability, it is usually 
considered that interest rates should be increased if inflation pressures are building up 
and conversely real interest rates should be decreased if inflation is brought under 
control. 
In the case of Syria, since nominal interest rates have remained fixed, monetary policy 
has been as a result counter-cyclical in the sense that when inflation was running high (in 
the years 1992-1996) real interest rates were negative and when inflation was 
decelerating real interest rates rose. Moreover, if real interest rates were to be determined 
in light of inflation developments, then one can reasonably argue that interest rates are 
currently too high and could be advantageously reduced since inflation is subdued. 
 
Many economists also consider that growth should be a secondary objective of monetary 
policy, in the sense that monetary policy should be supportive (and real interest rates low) 
in the periods of downturn and, in the contrary, monetary policy should be restrictive 
(and real interest rates higher) in periods of overheating. If we assess the evolution of real 
interest rates in Syria along these criteria, it appears that monetary policy has been here 
also counter-cyclical and that current interest rates need to be lowered in light of the 
current sluggish growth and high unemployment. 
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Figure 2.B.3: Inflation and Real Interest Rate, Growth and Real Interest Rate 
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Appendix 2.C: Estimating the amount of Capital Inflows 
 
 
Official balance of payment (BOP) data do not record private capital flows. However, it 
is possible to break the BOP statistics down between private and public sector activities. 
The result shows a large increase in errors and omissions of the private sector BOP in 
2000–02 (errors and omissions increased from about $0.6 billion in 1997–98, to about 
$1.0 billion in 1999, $1.1 billion in 2000, $1.5 billion in 2001 and $1.3 billion in 2001). 
Notwithstanding unrecorded current account inflows, and assuming that the authorities 
did not intervene massively in the parallel market, this increase mainly captures private 
capital inflows. 
 
Table 2.C.1: Balance of Payments of the Private Sector 
  1997 1998 1999 2000 2001 2002 
Exports 40930 50305 58254 54410 58959 88032 
Imports -107622 -119628 -127202 -128310 -160273 -156687 
Trade balance -66692 -69323 -68948 -73900 -101314 -68655 
Service and income balances 11175 12219 5908 5304 7605 -11311 
Transfers 21991 24881 22706 22739 23247 23361 
Current Account -33526 -32223 -40334 -45857 -70462 -56605 
Recorded financial flows 5341 -2907 -13526 -12181 -8664 -11804 

Errors and Omissions 28185 35130 53860 58038 79126 68409 
Source: Central Bank of Syria Quarterly Bulletin 
 
The substantial capital inflows coincided with a sharp acceleration in the growth of 
money and quasi-money held by the private sector (see graph) indicating that the recent 
capital inflows ended up being invested in LS deposits at the commercial banks, 
confirming therefore that the main motivation behind the recent capital inflows was 
related to the high return offered on the Syrian pound. 
 
Figure 2.C.1: Evolution of Money 
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Appendix 7.A 
 
 
7.A.1 Transcripts of interviews/ Damascus/6 Dec – 12 Dec, 2004/In 
chronological order 
 
6 Dec, UNICEF [Ms Buthayna Al-Khatib, Asst Child Protection Officer] 
7 Dec, Damascus and Syrian Chamber of Commerce [Dr Rateb Shallah, President] 
7 Dec, Agency for Combating Unemployment [Dr Hussein M. Amach, Manager 
Director] 
7 Dec, Central Bureau of Statistics [Soumaya Sadeldine, Director of Planning and 
Technical Cooperation] 
8 Dec, Ministry of Social Affairs and Labour [Dr Diayala Haj Arref, Minister] 
12 December, Ministry of Industry [Mr Ghassan Tayyara, Minister of Industry] 
12 December, State Planning Commission [Abdallah Al Darari, Head, State Planning 
Commission] 
 
7.A.2 Agency for Combating Unemployment  [ACU] 
 
According to the Managing Director of ACU, it is best conceived as a ‘social fund for 
employment creation’ and acts as a facilitator for private sector investment in SMEs. 
Additional obligations include micro-finance, retraining and rehabilitation and public 
works programs geared towards impoverished families and communities. It has a tenure 
of five years and is renewable for another two to three years. The total financing available 
is US$ 1 billion to be disbursed over five years. The aim is to create 440,000 jobs over 
this period – which, if accomplished, amounts to 50 per cent of the total stock of the 
unemployed [as at 2003]. 
 
So far [as at end 2004] 120,000 new jobs have been created and the expectation is that 
250,000 new jobs will be created by end-2005. However, the Managing Director 
concedes that the aggregate target set was ambitious and cannot be met because of 
‘insufficient financial resources’. It takes, on average, US$ 10,000 per person to create 
durable employment. 
 
The Managing Director of ACU made it clear that large-scale employment creation 
ultimately rests on rapid and sustainable growth. A figure of 7 per cent was suggested. 
This has not been rigorously derived from a ‘macro-econometric model’ but represents a 
rule of thumb. The required growth rate has not been attained so far but the possibilities 
are clearly there. Market oriented reforms are essential. They are gradually being 
implemented. The external political environment is a concern and may constrain the 
capacity of the government to pursue a reform agenda. 
 
The Managing Director also highlighted the implementation of the Unemployment 
Survey of 2003 as an important statistical milestone. It took three months to design the 
survey and went through 120 revisions. It was a joint venture entailing the Damascus 
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Chamber of Commerce, CBS and UNDP. When asked about divergent estimates derived 
from this survey vis-à-vis the more regular labour force surveys, the Managing Director 
noted that the Unemployment Survey was of superior quality. 
 
He also offered a rebuttal of allegations by critics that the agency is ineffective. Critics 
have misunderstood the ACU’s mandate. It cannot supplant the primary vehicle of job 
creation through the growth process. Nor is it competing with other micro-finance 
schemes as its mandate is broader. It has offered political visibility and an institutional 
focus to the issue of unemployment. 
 
7.A.3 Minister, Ministry of Social Affairs and Labour 
 
The Minister – a University Professor of Economics - was asked about the 
Unemployment Survey of 2003. She pointed out that it was concluded in end-2003 and 
the tabulations completed in 2004. She noted that she was the coordinator of the survey 
and that she has an intimate knowledge of it. She maintained that it was the first of its 
kind in Syria and produced a major statistical innovation by generating a regional 
unemployment map. The Minister emphasised that the regional unemployment map 
conveyed rich policy-relevant information. 
 
Her attention was drawn to divergent estimates of the unemployment rate. She made a 
distinction between the estimates generated by the regular labour force surveys that 
conformed to the ILO statistical conventions and the ‘ACU standard’ that adopted a more 
generous definition of unemployment. As a result, the ACU-based estimates of 
unemployment were noticeably higher. While the recent labour force surveys yielded an 
aggregate unemployment rate of around 11.6 per cent, the ‘ACU standards’ generated 
estimates in the 16-18 per cent range. 
 
When asked about the role of the ACU, she emphasised that it was a transitional 
arrangement meant to highlight the problem of unemployment and to introduce new 
initiatives for engendering employment creation. The operations of the ACU are expected 
to conclude by end-2005. Ultimately, the institutional arrangements for dealing with 
labour market issues in Syria – as elsewhere – lie with the Ministry of Labour. Currently, 
deliberations and negotiations are in progress with the Beirut office of the ILO to 
improve Syrian government’s Employment Services that act as intermediaries between 
job-seekers and available jobs. 
 
The Minister emphasised that ultimately large-scale and durable employment creation 
can only be produced through investment-led growth. She noted that the Syrian 
government has embraced a 6 per cent growth rate as the minimum necessary to absorb 
new entrants to the labour force. She warned against the danger of setting higher growth 
figures – such as 8 per cent. This will simply be unattainable given Syria’s history of 
growth. Hence, key policy-makers will dismiss it as unrealistic.  
 
Investment-led growth, noted the Minister, will have to be driven largely by the private 
sector. The government can certainly facilitate the process by improving the incentive 
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structure. The Syrian government, in her view, is committed to market-oriented reforms 
that will be conducive to growth. As part of this discussion, the Minister noted that the 
government is committed to ‘modernizing’ labour legislation [more or less unchanged 
since 1959] that will facilitate the private sector in the utilization of labour. This was also 
necessary as part of the implementation of the Association Agreement with the EU. 
When asked whether attempts at ‘modernizing labour legislation’ will be compatible with 
a pro-active stance on labour rights, the Minister pointed out that this was an important 
issue and that attempts will be made to ensure harmonization between changes in labour 
legislation and adoption the ILO’s fundamental principles and rights at work. The 
technical assistance of the ILO will be sought to ensure that the harmonization does take 
place. 
 
The Minister noted that the association agreement with the EU and closer economic 
integration with the regional economy are essential ingredients in a more open and 
internationally oriented Syria. She conceded that while new market opportunities will 
open up for domestic firms, some may not be able to withstand the competitive pressures 
that will inevitably ensue. But this should not be used as an excuse for abandoning an 
internationally oriented reform agenda. 
 
There was a good deal of discussion on minimum wages. The Minister clarified that the 
minimum wage data [1,000 Syrian Pound per month] cited in the Millennium 
Development Report was misleading. It referred to a single-person household. The actual 
minimum wage is 3,500 Syrian pound based on the average family size in Syria. This 
puts the national minimum wage at 56 per cent of the national average wage and is very 
close to the unofficial poverty line. It was pointed out that in May, 2004, the Syrian 
government implemented an increase in public sector wages by 20 per cent, while for the 
private sector guidelines were issued that recommended wage increases between 5 and 20 
per cent. 
 
There was also a good deal of discussion of child labour. The Minister pointed out that 
child labour is not unique to Syria. She acknowledged the UNICEF audit of child labour, 
but noted that what matters is the policy approach that is undertaken. There seems to be a 
preference within the Syrian government to adopt a ‘punitive approach’. Thus, current 
efforts to combat child labour are focusing on imposing a financial penalty on firms and 
families that use child labour. In her view, this is ineffective and iniquitous. As there is a 
close relationship between the use of child labour and poverty, the punitive approach 
penalises poor families. Instead, the focus should be on an incentive-driven approach 
where poor families are compensated for the loss in income stemming from withdrawing 
their child labour and are encouraged to invest in the schooling of their children. This 
approach is by no means widely shared within the Syrian government, but the Minister is 
committed to vigorously advocating this position. 
 
7.A.4 UNICEF 
 
The primary agenda of the interview was to gain an appreciation of the issues in child 
labour in Syria. The UNICEF official pointed out that it is a sensitive issue with the 
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government. There is a reluctance to acknowledge that the practice of using child labour 
is significant in Syria. Several studies – most notably by non-governmental organizations 
– have been conducted, but the government did not endorse the findings.  
 
The official shared the findings of a 2002 UNICEF study that was important in 
undertaking a statistical audit of the scale of child labour and its geographic distribution. 
The incidence of child labour is around 18 per cent. It is usually much higher in rural 
areas and in the agricultural sector as well as in poorer regions of Syria.   
 
The discussion also touched on the policies for combating child labour in Syria. The 
official noted that the current approach is to impose financial penalties on firms and 
families using child labour. It remains to be seen how appropriate and effective this 
approach is and how cooperative the Syrian government will be in working with 
UNICEF for designing anti-child labour strategies. A promising sign is that in 2003 the 
Syrian government ratified the core ILO convention on eliminating the worst forms of 
child labour. 
 
7.A.5 Central Bureau of Statistics 
 
The discussion started with an attempt to reconcile the findings of the household income 
and expenditure surveys with the national accounts data. The attention of the official was 
drawn to the fact that the household income and expenditure surveys show trends in per 
capita real expenditure that are substantially higher than equivalent estimates that can be 
derived from the national accounts. The official maintained that, at least in the case of 
private consumption, the survey-based estimates are likely to be more reliable.  
 
The official noted that the CBS is not necessarily the best repository of available statistics 
in Syria. Individuals produced a huge amount of data that they do not share with CBS on 
a timely basis. The official also noted the problem that the private sector appears to view 
the statistics that are produced as ‘unreliable’. This has little to do with an objective 
assessment and a lot to do with culturally ingrained prejudice against information 
generated by the government. This mindset has to change for the CBS to play its 
appropriate role as the key agency with the mandate to produce policy-relevant statistics. 
 
This discussion of the lack of trust among private sector organizations about data also led 
to a discussion of the way the environment in which statistics are produced in Syria is 
changing. In the past, statistics were produced primarily for documentation and 
registration. This is now changing. The government is increasingly placing demands on 
the CBS to create timely and policy-relevant information. Such pressures in turn will 
facilitate the professionalization of the CBS. 
 
The attention of the official was drawn to the 2003 Unemployment Survey and how that 
relates to the regular labour force surveys conducted by the CBS. The official maintained 
that, while the CBS was involved in the design and implementation of the 2003 survey, it 
did not always follow the statistical conventions of the ILO that guide the labour force 
surveys. As such, the employment and unemployment estimates that are embedded in the 
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2003 survey diverge from the labour force surveys – although it was noted that the 2003 
survey conveyed additional and valuable information that were not available in the labour 
force surveys. When requested to provide copies of labour force surveys for recent 
surveys, the official was unfortunately unable to respond to this request. Apparently, the 
CBS does not hold copies of past surveys – except for one or two years. 
 
The attention of the official was drawn to the lack of a regular series on an aggregate 
consumer price index as well as lack of wage data. Lack of such vital information was 
acknowledged.  
 
7.A.6 Damascus/Syrian Chamber of Commerce 
 
The discussion started with a reference to the review of the Syrian economy produced by 
the Damascus Chamber of Commerce [DCC]. The President of the DCC and SCC 
[Syrian Chamber of Commerce] acknowledged that the 1999-2003 period was quite a 
difficult one as it was punctuated by a recession. Indeed, this period is a ‘regression’ from 
the 1990s when the 1991 Investment Law was pivotal in engendering respectable growth 
rates. At the time, there was also an expectation that the peace talks with Israel will be 
finalised enabling the government to pay much greater attention to growth and 
development rather than national security and defence. 
 
The President of DCC/SCC noted that the primary challenge facing the Syrian economy 
is the need for investment-led growth. He maintained that about five US$ 5 billion per 
annum is needed to support a growth rate of 8 per cent per annum. A lot of it will have to 
be driven by the domestic private sector rather than the public sector as has traditionally 
been the case. FDI inflows have been modest. There has been some investment from 
Arab states, but such investment has generally been in real estate producing limited 
employment opportunities. 
  
The President of DCC/SCC noted that the modest flows of investment – both foreign and 
domestic – are largely due to the lack of a modern financial system that can tap such 
investment funds. Initiatives have been put in place, most notably legislation that will 
eventually lead to a modern stock exchange market. In addition, financial liberalization is 
required. 
 
The President of DCC/SCC acknowledged the weaknesses in Syrian labour market that is 
a product of slow growth. He maintained that the unemployment rate is around 9 per 
cent, but that there is a lot of ‘hidden’ unemployment. The key challenge is to absorb the 
200,000-250,000 entrants to the labour force that occur every year. 
 
Recent foreign policy initiatives were promising. The President of the DCC/SCC hailed 
the signing of the Association Agreement with the EU and the Arab Free Trade 
Agreement. These initiatives will create new opportunities for Syrian business, but 
domestic constraints, such as corruption, and the lack of a political will to embrace 
change will have to be overcome. The ‘old’ style of economic management in the era of 
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globalization is no longer tenable. Market-oriented reforms must be implemented 
forcefully but not abruptly. 
 
The respondent was asked about the ACU. The President of DCC/SCC claimed that it 
was an excellent institutional innovation. The private sector is involved with the ACU. 
Nevertheless, it is important to separate the ‘social’ from the ‘business functions’ of the 
ACU and to ensure that it operates in a transparent and accountable way. 
 
There was also some discussion about the skill requirements of the Syrian economy. 
Once again, the respondent noted that a public sector dominated approach needs to 
change. There are promising signs that this is happening. There is now a private 
university act and three new private universities are forthcoming. One can expect a good 
deal of joint venture activities with reputable international educational institutions. 
 
7.A.7 Ministry of Industry 
 
The discussion commenced with a review of the recent growth performance of the Syrian 
economy. The recession of 1998/99 can be partly attributed to external economic 
conditions and partly to the inability to implement policy reforms. There is now, the 
Minister claims, renewed momentum to move towards a more market-oriented economy. 
Various legislative initiatives are afoot to support such a transition. 
 
The Minister drew attention to external developments that will shape Syria’s economic 
evolution, most notably the Arab Free Trade Agreement and the signing of the 
Association Agreement with the EU. This will engender both challenges and 
opportunities. Some industries are unlikely to withstand competitive pressures, but others 
could become internationally competitive, such as firms engaged in cement production 
and car assembly.  
 
The Minister was asked about the requirements for, and impediments to, pro-growth 
policies. Enhanced investment flows to various sectors of the economy were deemed 
essential to support the growth process. Such flows may be transmitted through a variety 
of modes: public and private, domestic and foreign. The Minister expressed concern that 
the budgetary allocations were imposing limits on the government’s fiscal capacity. 
About 25 per cent of the budget was tied up in fuel subsidies. In addition, there were 
considerable subsidies to the farming sector. It will be necessary to think of ways in 
which such subsidies can be rationalised without hurting consumers and farmers.  
 
The discussion focused on labour legislation and wage policy and their implications for 
investment-led growth. The Minister expressed concern that firing costs were prohibitive. 
In fact, in some recent cases joint ventures formed with foreign investors were exempted 
from complying with anti-firing legislation, although they were required to include 
workers’ representatives in the board of directors.  
 
The Minister was also critical of the wage leadership role played by the public sector. 
The recommended wage increases of 5-20 per cent were not embraced by the private 
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sector. The legislation pertaining to this area of wage policy needs to be rationalised. It 
makes sense to compensate workers for cost-of-living increases, but beyond this attempts 
to force the private sector to adopt public sector-led wage increases seem counter-
productive. 
 
When asked about specific growth targets to create employment, the Minister suggested a 
figure of 6 per cent and felt that the private sector suggestion of an 8 per cent growth – 
and the scale of investment required to support it - was unduly ambitious. He maintained 
that, on the supply side, the labour market was also under considerable pressure due to 
population growth rate that is still too high.  
 
On the issue of unemployment, the Minister noted that the statistics are notoriously 
unreliable. The registration system is faulty and multiple registrations are common. 
Furthermore, people like queuing up for public sector jobs.22 This compounds the 
problem of youth unemployment.  
 
On the education and training system, the Minister acknowledged that many graduates 
with inappropriate skills were being produced, but noted that developments are taking 
place to remedy the skill imbalance. The private sector so far has been a leader in the 
education and training system. Indeed, he made the point that many graduates seek 
employment in the public sector to acquire the necessary training and then move on to 
private sector jobs. In this way, the public sector is subsidizing human capital formation 
in the private sector. He drew attention to recent initiatives, such as the Industrial 
Scholarship Scheme and Industry Schools. These are promising joint ventures between 
the Ministry of Education and the private sector. 
 
7.A.8 State Planning Commission [SPC] 
 
The discussion commenced with an attempt to reconcile apparent inconsistent between 
national account statistics and the household income and expenditure surveys. The latter 
depicts an optimistic picture of respectable real consumption growth, while the national 
account statistics suggest otherwise. Furthermore, growth is slow and there is evidence of 
a decline in total factor productivity. The Head of the SPC confessed that he was 
uncomfortable with this discrepancy, but accepted the proposition that national accounts-
based consumption data are not necessarily superior to survey-based estimates. In any 
case, given that about 40 per cent of the Syrian economy consists of the informal sector, 
it is not surprising that the national accounts are unable to reflect cash transactions that 
take place in such an economy.  
 
On unemployment statistics, the Head of SPC noted that the registration system was 
faulty and that it probably overstates the number of the unemployed by about 30 to 40 per 
cent because of multiple registrations. On the other hand, it is equally likely that the 
statistical system misses out a lot of the ‘hidden’ unemployed. While there is no official 
position on what is the ‘true’ unemployed rate, the Head of SPC contends that the total 
                                                
22 On the other hand, the Minister noted that the private sector offers better wages than the public sector, 
although this does not seem to be borne out by the statistics embedded in the labour force surveys. 
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stock of the unemployed today is least 500,000. He highlighted perceptions of job seekers 
as critical to understanding the nature of the unemployment problem in Syria. As he put 
it, the standard mindset is that no employment experience is complete without a public 
sector job. 
 
In dealing with the unemployment problem, the Head of SPC highlighted the case for 
investment-led growth. A 6 per cent growth rate was the minimum necessary to maintain 
‘flow’ equilibrium in the labour market, but in the long-term 7 per cent growth is 
necessary to absorb the current stock of the unemployed.   
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