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This project aims to strengthen the capacities of the Syrian Ministry of Economy and
Foreign Trade and other mandated government institutions (State Planning
Commission) to negotiate, interpret and implement trade agreements (bilateral, regional
and multilateral) and to formulate appropriate policy responses to the challenges of
integration with the global economy. The main beneficiaries will be the Ministry of
Economy and Trade (MOET), and in particular World Trade Organization Directorate
within the MOET, and other government ministries and institutions involved in the
negotiation and implementation of trade agreements, especially the State Planning
Commission and the WTO Inter-ministerial Taskforce.

This project will build on the results of the Preparatory Assistance for Trade Policy
Reform and WTO Pre-Accession Project implemented by UNDP in 2005/2006 and just
completed. However, its focus will not only be on the WTO accession, but also on trade
policy reforms and negotiation of Trade Agreements at large. Further, while work on the
harmonization of Syria’s lcgal and regulatory framework in the areas of trade,
investment and economic governance with international best practices and standards
will continue, more emphasis will be placed on enhancing the capacities of the MOET
to analyze the potential implications of deeper integration with the global economy and
to formulate a trade strategy consistent with Syria’ development goals. Finally, the
project aims at enhancing cooperation among all stakeholders involved in trade policy
formulation and implementation, in particular between the Inter-ministerial WTO task
force and the WTO unit of the MOET and between the MOET and State Planning
Commission.




Trade Policy Reform and WTO Pre-Accession

COVER PAGE

Country: Syrian Arab Republic

UNDAF Outcome(s)/Indicator(s):

Expected CP Outcome(s)/Indicator(s):

Expected Output(s)/Indicator(s):

Implementing partner:

1: A socio-economic environment that
enables sustainable growth, employment

equity and protection of vulnerable groups
in place.

A.2 Improving structures and climate for
trade, investment and competitiveness.

A.2.2 Liberalization policies improved and
legal framework upgraded including
competitiveness issues.

Ministry of Economy and Trade

Programme Period: 2007-2011

Project Title: Trade Policy Reform and WTO Pre-Accession
Project ID: SYR/08/007

Start Date: 2009

End Date: 2011

Management Arrangement: NEX

Agreed by: Dr. Taysser Al-Ridawi P

F

Programme Budget: USS 946,905

GMS Fee: USS 23,095

Total Project Budget: uss 970,000

Allocated resources:

s  Government (C/S) US$ 485,000
(Ministry of Economy and Trade)

« UNDP TRAC US$ 485,000%

Head of State Planning Commission ,f:_{ Date
On behalf of the Syrian Government ﬁf" :
and the State Planning Commission Lok
Agreed by: Dr. Amer Hussnie Lutfi 3‘;{,
Minister of Economy and Trade “Date: __
On behalf of Executing Agency-Ministry of NN
Economy and Trade T V —fmn
Agreed by: Mr. Ismail OQuld Cheikh Ahmed % _1;“— e T\
Resident Representative — UNDP Date: [’3(‘ b—(.c \D\O\\'—{D a5/

L ot
o
B,
b T
ey

* UNDP contribution to the overall project will be 485,000 USD in addition to its contribution 0f 29,300 USD to the Preparatory

Assistance phase.

USSR



Trade Policy Reform and WTO Pre-Accession

Schedule of Payment

One installment:

Total Amount: USD 485,000 to be paid in February 2009
The payment will be made by the Ministry of Economy and Trade to UNDP Account:

UNDP
200 0200573 001
BYBLOS - SHAALAN



Trade Policy Reform and WTO Pre-Accession

Part 1a: Situation Analysis:

Country Economic Outlook:

Until rt?cent[y, Syria exported agricultural commodities to the former Soviet-Block. Since the
earl_y nineties, the collapse of the Soviet Union weakened Syrian export performance in both
agrlcultpral and manufactured goods; however, the rapid expansion of domestic oil
production outweighed the negative trend, and contributed to achieve a current account
surplus from 1995 onwards. On the other hand, this fact has also rendered its economic
fortunes highly dependent on international oil prices. Thus in 2002 oil revenue represented
approximately 70% of total export earnings, while agricultural exports (mostly cotton, barley,

wheat, live animals and fruit) around 20%. This leaves manufacturing exports at a rate of 9%
of total exports only.

However, Syria’s known oil reserves do not exceed 2 billion barrels and at the current
production rate of 600,000 b/d the reserve will run out in less than 10 years. This implies that
non-oil exports should increase dramatically to offset the expected loss in foreign exchange
resources. Moreover, the former Socialist Block now accounts for only a small proportion of
Syria’s merchandise and oil exports, while the EU’s share has grown from 30% in 1989 to
around 40% (source: European Commission)in the period 2003-2004, a trend that is likely to
continue. In 2004, the EU imported from Syria mainly energy (85%) followed by textiles and
agricultural goods whereas its exports to Syria were composed of machinery and transport
equipment (38%), mineral fuels (16%) and chemical products (13%).

Thanks to high oil prices and strong non-oil export performance since 2001 (see table 1),
Syria’s Trade Balance has been positive over this period. However this surplus has also
caused Syrian imports to expand significantly. Thus, expenditure on imports rose, drawing in
increasing amounts of consumer and capital goods. Syria’s main exports include crude oil,
refined products, raw cotton, clothing, fruits, and grains. The bulk of Syrian imports are raw
materials essential for industry, vehicles, agricultural equipment, and heavy machinery.

Not surprisingly, along with this change in trade patterns there is a noticeable shift in policy
towards export promotion. However, the causality between trade liberalization and export
promotion loses one main premise, as the value share of imported intermediate inputs to total
intermediate inputs is negligible for commodities that have high export potential (agricultural
products, processed food, garments, linens, etc.). Consequently, we can assume that lowering
tariffs will not significantly reduce the transactional costs of Syrian exports, but is sure to
have other destabilizing effects on industrial output, balance of payments, employment and
income distribution. Moreover, policy mix similar to the one used in East-Asian, consisting
of protection of the local market and export promotion is no longer a feasible option; the
current international trade environment no doubt indicates a much more difficult path to
export promotion ahead of developing countries.
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2001 2002 2003 2004 2005 2006
[_ . =-::_____—;:___. (Cha;g_ein perc;zt, un;;_;_ﬁie;ise indic—at;lr_wrzz
RealGDP___ |7 3.7 10 |31 |20 N
[Real non-oil GDP  sa 30 [39  Jso Jss  [ss
. _ - (In billions of U.S. dollars, unless otherwise indicated) ui
Uelmeeslppmeon I N
Balance ofgﬁdrg“ipd services ] 11_? 131 ” IZT_i EB__jJ _1_35 T4-9 _____
Otbabance _________ [30 o Joa  Jus Jor_ Jio |
Non—a_ilexports of go_oc?s_and services - ”50 _j|4.0 ] h3?____ 5.0 ”; 5.6 ji
l\lon-oil imports of goods and services ,_I;S;7 -6.2 -6.1 ] 7.5 |76 E§4 __:
Curentaccountbalance J12  [us it Joo  Jos  Jos |
Foreign direct investment (in percent of]|0.5 0.5 0.7 1.1 2.0 2.5
[ODP) = - :
Overallbalance |30 24 Jos  Jo2 Jo2  Jos
Official net foreign assets 143 168 |176 |78 |176 182
(in months of imports of G&S) 29.5 293 311|246 [209 214
Debt 1] g
External debt (percent of GDP) 2/ 17.4 169|181 197 |250 |26
Debt service-to-exports ratio (payments] 19.5 147  [1a0  Jira s 10.4
basis) ]
Exchange rates LS/$ (period average) _I _ [ ‘ §n J
Official transaction rate 465 Jaes  Jass  Jas7 Jsoo ..
Parallel market rate (Beiru/Amman) 504 |s2.4  [s28  [s23 [s43 |
Weighted average nominal exchange rate(48.1 49.1 492 | 50.5 52:2
3/
-Re_a] effective exchange rate (1990=100) ‘59.6 57.0 ’ 59.0 58.9 59.9
(change in percent) o ‘0.4 -4.3 | 35 _{-0.2 13 |

Sources: IMF Public Information Notice No. 06/89 August 7, 2006, based on data provided
by the Syrian authorities; and staff estimates and projections.
1/ Including the Price Stabilization Fund and a broad coverage of public enterprises

2/ Most of the increase in 2005 is due to the recognition of the old Soviet era debt, which has been rescheduled
in late 2004 to early 2005, and was not included in the historical data.
3/ Trade-weighted average exchange rate of official and parallel market rates.

Taking demand and increasing returns to scale as a fundamental yardstick, Syria should
address this challenge by selecting industries in which it sees long-term competitive
advantages and intervene to foster them in the international market arena. Even so, Syria
needs to achieve and sustain double-digit annual rates of growth in its non-oil exports, for at
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?cast a decade, to achieve the structural change in export structure it desires. However,
Increased competition from Southern Mediterranean countries and Eastern Europe, as a result

of granting them more preferential trade treatment by the EU, is a major problem facing
Syrian exports.

In essence, while international trade can ex

pand markets, enhance competition, disseminate
knowledge and create op

( portunities for growth and Human Development, lowering tariffs
neither guarantees immediate economic growth nor longer-run economic or human
development. Internal and external institutions and social pre-conditions largely determine
whether and to what extent a country or population group benefits from trade.

Trade Liberalization Initiatives

Syria has been a centrally planned and relatively closed economy (protective tariff rates and
pervasive non-tariff barriers, as well as a complex exchange rate system) until the carly
1990s, when the Government decided to embark on an economic reforms program largely in
response to changing external collapse of its main trading partner, the Soviet Union, and
increasing competitive pressures, which affected adversely its economy. A first step was the
adoption of Law No 10 in 1991 which offered investment incentives to foreign and domestic
private investments. These included: tax breaks, customs duty concessions, increased
freedom of capital movement, 100% foreign ownership of a company and the land used for
business purposes, and opening of almost all sectors to foreign investment. The Law was
amended several times from the year 2000 till now in order to correct some of its
shortcomings, by providing more secure property rights and stronger legal protection to
investors (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.

As a corollary to the reform of the investment System, the government engaged in a gradual
trade liberalization process through the adoption of various measures, in particular:

- Streamlining of customs procedures;

- Unification and significant reduction of customs tariffs ! to a maximum of 65 percent;

- Exemption of agricultural exports from agricultural taxes and income taxes; waiving
of the export license system;

- Lifting of non tariff trade barriers: abolition of public sector monopolies on
commodities imports; abolition of export licenses and waiving of the conditions for
obtaining the approval of the Ministry of Economy when exporting commodities of
foreign origin; abolition of the exclusive agency for the agent in Syria; amendments to
the import licenses system, exempting a number of commodities from obtaining prior
approval from the public sector establishments; unification of the method of
settlement of value for commodities under the same category; upgrading of the
provisions of foreign trade to be in harmony with the unified customs tariff;
unification of exchange rates and import duties.

- Lifting of Foreign exchange restrictions: facilitation of access to official foreign
exchange for private sector traders over the last two years’; reduction of the foreign

" Before 2002, customs duties consisted of several different taxes at the border that could accumulate up to 255
Eercent spread over 20 categories.

About 65 percent (Source: IMF Country Report No06/295, 2006) of imported goods now traded in the official
market (at an exchange rate adjusted daily to the parallel market rate to which a low spread is applied,
respectively reducing/increasing the costs of imports/exports);
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currency surrender requirement; abolition of the system that provides for payment of
imports from foreign funds resulting from exports;

Trade liberalization was also experimented through the establishment of free trade zones, e.g.
allowing industrial investors operating in these zones to devote 25% of the value of their
foreign exports for local consumption. More recently, trade and investment have been
encouraged through additional measures, in particular the reform of the Banking sector. A

major development has been the authorization granted from 2004 to numerous foreign banks
to open up branches in Syria.

In the past ten years, Syria’s integration with the regional and global economies has been
pursued through several channels. In 1997, Syria joined other Arab countries in the Greater
Arab Free Trade Area (GAFTA). Trade is nearly fully liberalized with Arab countries since
the beginning of 2005, both from a tariff and non-tariff barrier perspective. All imports
coming from countries adhering to GAFTA enter Syria duty free (a 2 percent surcharge is
applied)—and Syrian exports are treated similarly.60 Licensing requirements have been
removed as well as most import prohibitions. This suggests that substantial preferences are
currently granted to GAFTA partners, in view of the prevailing tariff and non-tariff
restrictions applied to Syria’s non-GAFTA trading partners.

In parallel, in 2001, Syria applied for WTO membership, and in 2004, signed an Association
Agreement with the European Union and an FTA with Turkey. The latter which provides

broadly similar preferences to those in the Association Agreement with the EU is expected to
become effective later in 2006.

Though WTO accession negotiations have not started yet and the agreement with the EU is
not yet in force, these initiatives have given new impetus to economic reforms, in particular
liberalization of the trade and investment regimes, and resulted in sharp reductions of tariffs
and custom fees, particularly on imported equipment and intermediary goods. Efforts have
been also made to streamline the import regime and the legal and regulatory frameworks in
the areas of trade, competition and investment with the aim of promoting non oil exports and
investments. However, deeper regional and global integration through trade agreements will
require further changes in Syria’s institutional and policy frameworks to meet WTO
accession requirements and obligations derived from other trade commitments (association
agreement with the EU), raising concerns in terms of compliance and adjustment costs in
addition to potential implications on policy space and industrial development prospects.

In this regard, Trade liberalization, whether within the scope of the multilateral trading
system or regional and bilateral agreements, should not be seen as an end in itself but rather
as a means to achieve sustainable human development. The difficulty lies not so much in
forging international agreements, but in taking the appropriate steps to make such agreements
beneficial for the Syrian people. The latter depends ultimately on the capacity of Syria’s
government to negotiate, interpret and implement trade agreements (multilateral, regional and
bilateral) in a manner which prioritizes poverty and human development concerns, and in its
capacity to integrate pro-poor trade policy in national poverty reduction strategies. Syria’s
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international competitiveness needs also to be enhanced by addressing institutional, human,
and other supply side bottlenecks.

Furthermore, joining WTO and entering into other trade agreements should be envisaged by
Syrian Policy makers with caution, based on an in-depth analysis of their potential impact. In
the same vein, the government needs to plan strategically the steps towards opening up the
Syrian economy, in light of its history of state-led and planned economy, and forge a new
vision of Syria's competitive advantages and dynamic gains from trade. A special attention
should be paid to the impact of trade and investment policies on the productive system,
notably the adjustment costs posed on the industrial sector to adapt to the international
markets; namely in terms of potential spell of high unemployment, industrial sector

restructuring and modernization, increased pressure on public enterprises by foreign
competitors, modernization of the service sector, etc.

As mentioned in the recent UNDP Study "Macroeconomic Policies for Poverty Reduction:
the case of Syria", the challenge for policy makers will lie particularly in creating a trade-

market environment conducive to growth and employment creation, two key factors to reduce
3
poverty”.

Recent economic trends and outlook’

Since 2005, the economy has proved quite resilient despite adverse political developments in
the sub-region. Economic activity, particularly in the non-oil sector, was boosted by private
investment, in turn partly fuelled by the oil boom in the Gulf region. The non-oil current
account balance improved, offsetting the sharp fall in net oil exports. Public and external
debts remained moderate, and official foreign reserves slightly increased, covering almost 2
years of imports (see table 1 above).

The recovery is expected to continue this year despite the still volatile regional environment,
driven mainly by solid investment expansion and good export performance in non-oil sectors,
which will benefit from greater access to regional Arab markets and promote efforts (e.g.
tourism). This combined with the windfall from higher oil prices and an increase in Foreign
Direct Investment, will contribute to maintain a comfortable balance of payments. The fiscal
position is also expected to improve.

Notwithstanding these positive developments, both UNDP Macro-Poverty Study and IMF
latest PIN foresee that “over the medium term, Syria faces daunting economic challenges.
The decline of oil reserves poses a threat to fiscal and external sustainability, and the
associated fall in oil revenues will make it harder to preserve, much less expand living
standards. A bulge in labor market entrants will strain an already precarious unemployment
situation and increase pressure to protect redundant labor in an overstaffed public sector.
These challenges are further compounded by a volatile regional environment. In this context,

? The high impact of growth in Poverty Reduction is demonstrated by the high elasticity of poverty measures to
growth (- 2.95); while the importance of employment creation shows in the positive correlation betweer? Pove’rty
and Unemployment and in the high percentage of unskilled labour force within the poor. See. "Poverty in Syria
1996 — 2004"; Heba El Laithy, Khalid Abu Ismail; UNDP; June 2005.

* This section draws largely on IMF Public Information Notice (PIN) No. 06/89 August 7, 20
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the surge in international oil prices has provided a short-term windfall but will aggravate the

medium-term outlook when Syria becomes a net oil importer around the year 2010 based on
current oil price projections” (IMF 2006 PIN 1

To address these challenges, the above mentioned UNDP report estimates that non-oil
commodity exports need to grow by about 15 percent annually to offset the decline in oil
exports. This could be envisaged only if Syria’s 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”. It would also require overcoming “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. However,
this strategy is more difficult to follow for developing countries, including Syria, under
present circumstances™ (UNDP, 2005, p-42), in particular restrictive multilateral trade rules.

Part 1b: Strategy:

The proposed project is consistent with UNDP's corporate mandate to help developing
countries achieve the MDGs and their sustainable human development goals, through the
promotion of a more inclusive global economic governance system, pro-poor policy
advocacy and capacity building initiatives. In the area of trade, the latter aim at building and
strengthening three important capacities in developing countries, namely (i) the capacity to
compete internationally by overcoming institutional, human, and other supply side
bottlenecks; (ii) the capacity to negotiate, interpret and implement trade agreements
(multilateral, regional and bilateral) in a manner which prioritizes poverty and human

development concerns; and (iii) the capacity to integrate pro-poor trade policy in national
poverty reduction strategies.

The proposed project is also in line with both the first and the second regional cooperation
framework developed by the RBAS (2002-2005/2006-2009) which identifies globalization as
one of its three main areas of strategic support because of its potential impact on poverty
reduction, in its various dimensions. The second RCF specifically emphasizes the need to
promote a more equitable globalization through policy advocacy and by strengthening the
capacities of Arab countries to “‘engage in and shape multilateral trade regime”.

This initiative is finally consistent with UNDP Country Office commitment to support the
current economic and trade policy reforms process in Syria and ensure that it is consistent
with the country’s sustainable development goals, as reflected in Syria’s Tenth Five Year
Development Plan and the ongoing Country Cooperation Framework (2002-2006). Its
planned activities will relay UNDP global and regional efforts to advocate for a sustainable
human development approach to trade liberalization and build the capacities of developing

countries to effectively manage and reap the benefits of their integration with the world
economy.

The project will build on the results of the preparatory assistance for trade policy reform and
WTO pre-accession project. UNDP in cooperation with UNESCWA and UNCTAD will
continue to provide training on technical aspects of the WTO accession (procedures,
requirements) and WTO negotiations processes, in addition to explaining to decision makers
and other key stakeholders the content of trade agreements and the stakes in ongoing
discussions (under the Doha round), with emphasis on priority issues for Syria. UNDP in
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coordination with UNCTAD and ESCWA will also reinforce the instilution-building
component of its assistance. After contributing to the establishment of the WTO Task Force
in the context of the “Preparatory assistance for trade policy reform and WTO pre-accession”
project, UNCTAD will continue to advice on its institutional framework and strengthen its
preparation and negotiating capacities. UNDP will continue to promote informed public
debates on trade issues among all stakeholders and support the formulation of a trade strategy
consistent with Syria’s sustainable development goals as spelled out in the tenth five year
development plan. To achieve the project objectives and maximize its impact, partnerships
with other development institutions, will be sought for specific activities. In a similar way,
synergies will be created with other ongoing national initiatives wherever relevant, in
particular the UNDP Competitiveness and capacity building for Development planning
projects, and the new regional trade and human development program.

Target beneficiaries

Direct beneficiaries: Senior Trade Officials from the Ministry of Economy and Trade and
State Planning Commission, staff of the WTO Directorate within the MOET and members of
the Inter-ministerial Taskforce in charge of WTO Accession Negotiations, representatives of
the MOET and other ministries involved in the negotiation of other trade agreements;

Other beneficiaries: Private sector in general, research and academic community, civil
society members and the public at large.

10
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Part II1. Management Arrangements:

The project will be executed by the Syrian Government, represented by the Ministry of
Economy and Trade (MOET), in conjunction with the State Planning Commission. The
MOET and UNDP Country Office may appoint a National Project Director (NPD) according
to UNDP rules and regulations. The NPD will work under the direct supervision of UNDP
and the National Coordinator of this project (Director of the WTO Directorate) who is
appointed by the Ministry, and will be responsible for the overall management of the project.
His/her duties include: a) formulation of a project work plan; b) preparation of progress
reports; ¢) management and coordination of project finance and outputs (ensuring timely
delivery) d) Operations and Human Resources Management: recruitment of project staff,
preparation of TORs for consultants, review invoices submitted by contractors and account
for all logistics to the operations of the project (including auditing, inventory of equipment,
etc.), and preparation of requests for direct payments to UNDP. In this respect, he will be the
sole authorizing officer for all the project’s financial transactions (i.e. approve all

expenditures and sign all direct payments). A project assistant will be hired to support
him/her.

Moreover, a Project Steering Committee (PSC) will be established to follow-up on the
progress of the project activities and to resolve implementation problems. This Committee
will be composed of representatives of MOET, SPC, NPD and UNDP Country Office. The

Project Director will act as the secretary of the PSC, preparing the meeting’s agenda and
reports.

The UNDP's National Project Director will provide the Ministry of Economy and Trade and
the State Planning Commission with the necessary logistical and administrative support for
the implementation of the project against cost recovery mechanism.

Monitoring and evaluation will focus on outputs and their contribution (together “tith
partnership efforts) toward the intended outcome. Information from monitoring will prQV1de
the basis for making decisions and taking action. The right mix of monitoring tools will be
used including reporting (work plans, bi-annual progress reports), information sharing
(feedback from consultants, UN partners and participants to the training courses) and regglar
contacts (phone, emails, visits). A project evaluation will be carried out by the Project
Coordinator at the end of the project.

11
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Part IV. Legal Context:

This project document shall be the instrument referred to as such in Article 1 of the Standard
Basic Assistance Agreement between the Government of the S.A.R. and the United Nations
Development Programme, signed by the parties on 12 March 1981. The host-country
implementing unit shall, for the purpose of the Standard Basic Assistance Agreement, refer to
the government cooperating agency described in that document.

The following types of revisions may be made to this project document with the signature of
the UNDP Resident Representative only, provided he is assured that the other signatories of
the project document have no objections to the proposed changes:

¢ Revisions in, or additions of, any of the annexes of the project document.

e Revisions which do not involve significant changes in immediate objectives, outputs
or activities of the project, but are necessitated by rearrangement of inputs already
agreed to, or by cost increases due to inflation; and

® Mandatory annual revisions, which re-phase the delivery of agreed project inputs or
expert or other costs due to inflation or take into account expenditure flexibility.

12
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