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PREFACE TO THE FOURTH EDITION


The last edition of this book was published six years ago. In the interim, much has changed. First and foremost, the whole region has witnessed massive upheavals with the resurgence of the street—first in the Green Movement in Iran in 2009 and later with the Arab uprisings that began in Tunisia in December 2010 and spread across the region at greater or lesser levels of intensity, making a variety of societal demands on rulers. The authors of this book, too, have changed. The founding authors of this classic text, Alan Richards and JoÚ Waterbury, wrote the first three editions, which laid out an important agenda for the study of the region. We are privileged to take over co-authorship of the book, building on the excellent work of our predecessors and updating it to address the momentous shifts occurring in the Middle East. As we undertook this formidable task, we were struck by the prescience of many of the observations that Alan and JoÚ made at least two years before uprisings erupted across the region in 2011.


Since the third edition appeared, not only the region itself, but also Americans’ perceptions of and involvement in the region have undergone considerable change. Mass social mobilization in the Arab uprisings resulted in the ouster of some dictators (in Tunisia, Egypt, Libya, with the help of international intervention, and Yemen, although its deposed ruler retains significant influence in the country). Elsewhere, such as Bahrain, Jordan, and Morocco, large-scale social protests became the foundation of sustained opposition or pro-reform movements and have altered the nature of politics in enduring ways, even if incumbent rulers remain in place. In still other countries, demonstrations and similar forms of opposition did not occur on a mass scale, particularly in the oil-rich countries, which have small indigenous populations and rulers who can afford to respond to or preempt some citizen demands. Even in the OECD countries of the region, Israel and Turkey, large-scale social protests erupted, albeit in quite distinct political and economic contexts.


Meanwhile, some Middle Eastern countries are in the midst of protracted violent conflicts that are subjecting civilian populations to increasingly harsh living conditions and leading to sharp drops in human development achievements. In Iraq, state institutions continue to be weak while extremist Islamist groups are presently making territorial gains in the country and in neighboring Syria. Peaceful demonstrations against President Bashar al-Assad in Syria turned violent as the state cracked down harshly on protesters, and opposition forces have become increasingly dominated by extremist organizations. As in Iraq and elsewhere, the war in Syria has unraveled many impressive human development achievements and also spilled across borders, placing enormous pressures on neighboring countries such as Jordan and Lebanon. Libya is facing mounting unrest as government officials struggle to strengthen state institutions and control the national territory while nonstate actors exert virtually unchecked authority in many parts of the country. And in the summer of 2014, Palestine and Israel were engaged in yet another cycle of heavy violence that would leave more than 1,800 Gazans dead and thousands injured, with limited prospects for medical care in the overtaxed health care system, while more than 60 Israelis, mostly soldiers, were killed.


Other aspects of the region exhibit some continuity since the last edition of this book was published. The so-called War on Terror remains in full swing, even if US troops have been withdrawn from Iraq and Afghanistan, and the public debate about the appropriate role for the United States in the region persists, with much of it still ill informed. Public uneasiness with the largely military approaches of the United States to the region since 9/11 helps to explain the Obama administration’s reluctance to fully engage in the crisis in Syria and other parts of the region. Heated debates among specialists and policymakers enumerate the pros and cons of more direct intervention in these conflicts. Despite these deep differences of opinion, most now agree that the problems of the bulk of the countries in the region are structural and deeply entrenched and therefore do not readily lend themselves to simple solutions, as Richards and Waterbury noted in these pages six years ago. Neither government officials, whether in the region or in the West, nor opposition groups, which at least until recently have been dominated by Islamists, have thus far identified and pursued viable strategies for leading the Middle East economies and societies down a path toward more inclusive and sustainable development.


In this edition of the book, as in previous editions, we aim to provide readers with an understanding of the complexity and depth of the region’s challenges with respect to economic, social, and political development. In the introductory chapter, we present the framework of the book. We maintain that any attempt to understand the varied development trajectories within the region (or in any region) must start with politics—the struggles over resources that ultimately produce the formal and informal rules in a given society. Yet politics does not operate in a vacuum: the decisions and actions of political actors, especially those in the state, are shaped by the demands and behavior of societal actors as well as by economic opportunities and limitations. Indeed, the nature of state institutions, the choices of state actors, the actions of individuals and groups in society, and economic trends and circumstances evolve in an interactive, mutually constitutive fashion.


This tripartite framework focusing on the state, society, and the economy guides our analyses of events and trends in the region—whether in the decades since independence or, most recently, in the Arab uprisings. Indeed, many elements of the book provide, in our estimation, critical background for identifying the foundations of the social grievances that have been bubbling beneath the surface until recently in the diverse political economies of the region. Our framework for understanding social mobilization and political unrest across the region therefore connects patterns of economic development (especially a shift toward more market-based systems, the decline of public welfare functions, and the rise of crony capitalism), social change (the rise in popular aspirations and grievances), and political shifts (particularly the defection of the middle classes from the authoritarian coalition). This combination of changing economic circumstances and the attendant increase in inequality of opportunities fueled a spike in perceived inequality that helped to unravel the implicit bargain between authoritarian rulers and key constituents.


Chapters 2 and 3 trace patterns of economic and political change in the Middle East, both across time and across the distinct political economy subtypes within the region. In these chapters, as well as throughout the book, we emphasize the centrality of politics and differentiate between three country groupings—those with high populations and low natural resource endowments (the resource-poor, labor-abundant, or RPLA, countries); those with high populations and high oil wealth (the resource-rich, labor-abundant, or RRLA, countries); and those with sparse indigenous populations and high oil deposits (the resource-rich, labor-poor, or RRLP, countries). Although resource endowments hardly explain economic, social, and political trends—and in fact are partly influenced by them—they do present certain structural constraints and opportunities within which political and social actors operate. As a result, they are not inconsequential for understanding development, broadly defined, within the region.


The remaining chapters of the book zero in on specific aspects of the points we make in general terms in the opening section of the book. In Chapters 4, 5, and 6, we trace trends and patterns in social development and human capital formation across the diverse political economies of the region. Chapters 7 and 8 go into greater depth in analyzing the rise and decline of the state as the central actor in the economy and the subsequent emergence of crony capitalism with the turn toward markets in the context of limited competition. In Chapter 9, we focus on patterns of economic and societal development in the RRLP countries of the Gulf subregion, which in many ways has bucked the general trend of economic underperformance and belies aspects of the “resource curse” hypothesis. The next three chapters delve more deeply into politics and society in the Middle East. Chapter 10 highlights the important and often shifting role of the military and security apparatus in the state and economy. In Chapter 11, we trace the region’s record of social mobilization—which is far more lively than many have presumed—and trace the evolution of social actors and groups before, during, and after the Arab uprisings, the Green Movement in Iran, and the protest movements in Israel and Turkey. Chapter 12 homes in on one type of societal actor that, in some countries, has held or continues to hold the reins of power—Islamists. In Chapter 13, we adopt a macro-regional approach by looking at the record of integration in labor markets, finance, and trade within and beyond the region.


In preparing this edition, we have incurred many debts. The greatest, of course, is to Alan and JoÚ, who wrote and rewrote the first three editions. Although we revised the book substantially for this edition, the book rightly also bears their names, since they developed the foundations of the analyses. We also thank colleagues who provided feedback on many of the chapters, including Lahcen Achy, Izak Atiyas, Dina Bishara, Laryssa Chomiak, Kristin Diwan, Roger Diwan, Kevan Harris, Steffen Hertog, Ellen Lust, Valentine Moghadam, Stacey Philbrick Yadav, Hugh Roberts, Djavad Salehi-Esfahani, Hoda Selim, and Ala’a Shehabi. Excellent research assistance enabled us to complete the manuscript in a timely fashion. We are especially grateful to Gomez Agou, Ali Abboud, Olivier Gaddah, Michael Galant, and Andrew Leber. Annika Lichtenbaum, Michael Marcusa, Lana Salman, Aytuğ Şaşmaz, Brian Tilley, and Marcus Walton also provided valuable research support. Finally, we would like to thank Westview Press, especially our editor Ada Fung, our project editor Cisca Schreefel, and our copyeditor Cindy Buck. Of course, none of these people is in any way responsible for what we have written.


Melani Cammett


Cambridge, MA


and


Ishac Diwan


Paris, France


JANUARY 5, 2015
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1


INTRODUCTION AND FRAMEWORK OF THE STUDY


Since 2007, when the last edition of this book was published, revolutionary movements have swept across the Middle East, changing the region greatly. These revolutions, known collectively as the “Arab uprisings,” began on December 17, 2010, in Tunisia, where Mohamed Bouazizi, a vegetable seller in the central Tunisian town of Sidi Bouzid, set himself on fire to protest mistreatment by local police and government authorities. Beginning in rural areas and later spreading to urban coastal areas, the wave of protests incited by Bouazizi’s act encompassed a diverse array of participants, ranging from informal-sector workers, like Bouazizi himself, to unemployed graduates, workers, lawyers, and cyber-connected youth. Ultimately, these mass protests led to the ouster of Zine El Abidine Ben Ali, who had ruled Tunisia in an increasingly repressive manner for over two decades. Protesters demanded justice and accountability from their government and refused to step down, even in the face of brutal repression and government promises to create new jobs and expand civil and political liberties.


The revolutionary movement then spread to Egypt, where Hosni Mubarak, who had held power for almost thirty years, was ousted after several weeks of protests in Cairo and other cities. In Egypt, too, protesters remained steadfast in the face of a harsh crackdown, calling for Mubarak and his key henchmen to step down. In February 2011, Mubarak resigned and later faced trial for complicity in the murder of protesters. From Tunisia and Egypt, protests spread across the region to Yemen, Libya, Morocco, Syria, Jordan, and Bahrain. More sporadic and, in some cases, short-lived protests took place in Algeria, Iraq, Lebanon, Palestine, and even Saudi Arabia. Now, three years after the uprisings, the region has undergone profound political transformations. Much of the region seems to have entered a period of relative chaos, driven by the fierce competition between the new political forces that seek to have more influence on the way their countries are governed. But it is already clear that these societies have come of age and that they are unlikely to be dominated by autocrats in the future as they have been in the past.


Revolutions and rebellions are complex phenomena. Likewise, the motivations for the Arab uprisings have been multifaceted. Political concerns, such as outrage over dictatorial rule, repression, and restrictions on basic liberties, were undoubtedly important. For many people, however, economic issues were equally if not more salient. In 2005 a poll conducted by Zogby International found that expanding employment opportunities, improving health care and educational systems, and ending corruption were the most important priorities of citizens across the region. Democracy and civic and political rights were also cited but were ranked lower than socioeconomic concerns (Zogby International 2005). More recently, the 2010 Arab Youth Survey found that the greatest perceived challenge and concern of Arab youth was the cost of living, followed by unemployment and then human rights. The largest change relative to the 2009 Arab Youth Survey was the increased perception of income inequality (ASDA’A/Burson-Marsteller 2010).


Despite momentous political changes in the region, many insights from the third edition of this book, which was published more than two years before Bouazizi set himself on fire, remain relevant. Some of the core economic and political challenges described in the third edition were important factors that either directly or indirectly contributed to the uprisings, including insufficient job creation, labor market pressures exacerbated by the youth bulge, the mismatch between educational systems and labor market needs, the declining quantity of water and rising dependency on food imports, the continuing decay of the public sector, the mixed record of economic liberalization, a growing housing crisis in urban areas, and the rise of political Islam across the region.


The Arab uprisings highlight issues that require more in-depth analysis than they received in prior editions of this book. For example, the rise of crony capitalism underscores the ways in which politics and, more specifically, political connections shape economic opportunities in the region. As implied by the slogan “Bread, freedom, and social justice,” which protesters chanted on Avenue Bourguiba, in Tahrir Square, and elsewhere in the region, both economic and political issues were central concerns. Thus, the perceived increase in inequalities, the discontent with public services, the political economy of cronyism, the narrowing composition of authoritarian coalitions, and succession issues in Arab republics have proven to be important developments across the Arab world.


This fourth edition of the book differs significantly from previous editions in that, to fully appreciate and understand the new developments brought on by the Arab uprisings, we have needed to develop new analytical tools. Ousted leaders and struggles over the construction of new political institutions in some countries have led us to revise the classification of regime types, and even in countries where incumbent rulers remain entrenched, the nature of the political game has changed. Across the region, “street politics” is an increasingly important form of political expression and citizens are presenting demands to their leaders more forcefully and frequently. At this juncture, the context of policymaking is altered: with the emergence of new political regimes and the rise of claim-making, rulers are compelled to respond more effectively to citizen demands. Evolving political systems as well as economic developments demand new perspectives on the political economies on the region.


What explains the origins and dynamics of the Arab uprisings? We believe that a political economy approach has much to offer in addressing this question. Neither purely political concerns, such as the desire for democracy, nor simple economic trends can explain protesters’ calls for the downfall of autocratic rulers. Rather, the interaction of political factors and real and perceived economic developments brought about the uprisings. As we argue here, the narrowing of authoritarian coalitions in the context of crony capitalism, the rollback of the state, and the decline of welfare regimes alienated formal-sector workers and tenuous middle classes. In the context of unequal life chances and rising insecurity, growing portions of Arab societies perceived that the distribution of social services, justice, good education, good jobs, and, more generally, social mobility were increasingly unequal and unjust. Thus, growth rates or absolute levels of income inequality cannot account for these popular movements to overthrow incumbent dictators. Rather, it was the perceptions of socioeconomic trends in the context of evolving political economies and, as we contend throughout the book, the perceived rise in the inequality of opportunities (in the labor market and in access to services) that were at the root of the mass protests.


In this introduction to the new edition, we develop these claims in more detail. First, we sketch a picture of regional variation in the uprisings, pointing to a variety of factors that differentiate the countries of the region and help to explain their distinct trajectories thus far during this period of momentous change. Next, we set up the analytical framework used in the book. Then we describe a typology of Arab countries that we also employ throughout the book. Finally, we use the framework and the typology to provide a broad-brush description of the politico-economic developments that led to the uprisings.


THE ARAB UPRISINGS OF 2011: HOW DID WE GET THERE?


Many of the characteristics of the recent Arab uprisings are puzzling and do not fit easily within popular intellectual frames. Why did the uprisings occur at the end of 2010, when there were no apparent direct triggers such as declines in subsidies or shifts in foreign alliances, rather than in the 1990s, when welfare states in the region began to be rolled back? Why did the revolutions start in Tunisia and Egypt, the countries with some of the highest economic growth in the region in the preceding few years, rather than in countries such as Syria or Yemen, where economic conditions were more dire and political repression more severe? Why were the uprisings initiated by secularist middle-class youth, the supposed beneficiaries of the modernizing republics, rather than by the long-standing Islamist opposition? Why did some of the regimes fight back more fiercely than others? And following the uprisings, why did social polarization rise everywhere in the region, and why did this polarization center on issues of identity rather than on divisions over economic policies?


In the early days of the Arab uprisings, debates about the relative importance of economic versus political factors permeated journalistic and scholarly discussions about the motivations for the mass protests across the region. On the face of it, economic factors hold little explanatory value. In the preceding decade, economic growth in the “revolution” countries was at about 4 to 5 percent of gross domestic product (GDP) per year, which is not considered low. In 2010 growth stood at 3.1 percent in Tunisia, 5.1 percent in Egypt, 3.4 percent in Syria, 3.7 percent in Libya, 7.7 percent in Yemen, 3.7 percent in Morocco, and 2.3 percent in Jordan (World Development Indicators 2010). The macroeconomic situation was also relatively stable after the imbalances of the early 2000s had been absorbed: on the eve of the uprisings, budget and current account deficits were shrinking, debt levels were reasonable, and international reserves were at comfortable levels. The unemployment rate was high in most Arab countries—between 10 and 15 percent of the labor force, higher than in other developing regions—but stable. Inequality as measured by GINI coefficients was lower than in other regions, with values at around 0.3 to 0.4, and was not rising fast (Belhaj and Wissa 2011).


To be sure, the 2008 global recession, coupled with the oil and food crises, did affect the region. Growth slowed down after 2008, and while it had recovered somewhat by 2010, it remained below the levels reached in 2006 to 2008. Energy subsidies increased with international prices, further eroding the ability of the state to spend on public investment and wages, while inflation rose and real wages fell. Furthermore, the region’s rising growth rates in the 2000s were unable to reach Asian double-digit levels, which would have been needed to absorb the youth wave and the unemployed in the labor market. In cross-regional comparative perspective, youth unemployment was high in the Arab world, at around 25 percent, but this was not a new development and therefore cannot explain the timing of the protests. Similarly, the decline of public welfare functions and the rise of parallel networks of social welfare provision were not recent phenomena. The rollback of the state originated in the fiscal crises that most countries in the region, particularly those with low per capita oil reserves, experienced in the 1980s. In short, by 2011, on the eve of the revolts, there was no singular economic shock to point to as the spark that ignited the uprisings. Subsidies were not being cut; unemployment, while high, was not rising; and growth rates and investment ratios were on the rise and at comfortable levels. Furthermore, as the literature on social movements argues, economic grievances at best provide incomplete explanations for mass mobilization (McAdam 1982).


Instead, as we argue in this book, discontent on the economic front interacted with a broader sociopolitical context to ignite the uprisings. In particular, economic stagnation mixed with the perceived rise in inequalities and lack of “social justice,” which had been mounting as a result of the rollback of the state and economic liberalization characterized by cronyism. Access to economic opportunities was seen to be neither meritocratic nor governed by a level playing field but, rather, mediated by connections to political leaders and their narrowing circles of allies. In the context of redistributive commitments by rulers to their populations, which arguably increased citizen expectations of the state in both the “populist” republics and the more conservative monarchies, the inability of government to provide for citizens was particularly egregious and combined with a growing sense of economic insecurity. Countries that were unable to address these grievances through rising state support, as the richer Gulf countries could do, increasingly used state repression to maintain order, generating a sense of indignity among their populations. This combination of factors dammed up the accumulated grievances and rising aspirations, which were ready to burst.


We can illustrate our argument by briefly applying it to the case of Tunisia, where the revolts began. At first glance, Tunisia was the least likely country in the region to have ignited the Arab uprisings. Tunisia had experienced steady growth rates in the previous decade and exceeded the regional average on a variety of social indicators, such as literacy, school enrollment, and life expectancy. Among the non-oil economies in the region, Tunisia had the most developed welfare state institutions, which helped to create a more robust middle class than was found in other Arab countries. The state also ran a variety of social assistance programs, and poverty rates were lower than in neighboring countries. In addition, until the late 1990s, business-government relations were less corrupt and capital was less concentrated than in other countries with similar industrial profiles. Politically, Tunisia also appeared to be an improbable place to set off the uprisings. The Tunisian state was notoriously repressive, leaving its citizens with far less scope for civil society activism and public expression than was the case in many other countries in the region, and the ruling party’s penetration of all aspects of civic and political life was further facilitated by the country’s small size. Although many Tunisians did not like Ben Ali, their fear of unrest, as experienced in neighboring Algeria, which underwent a bloody civil war in the 1990s, seemed to reduce their appetite for regime change.


Paradoxically, Tunisia’s socioeconomic achievements may be one important reason for the spread of mass mobilization against Ben Ali. Older generations of Tunisians had experienced genuine social mobility in their lifetimes, particularly during the first few decades after independence under Habib Bourguiba’s rule, and they had developed high expectations of their state. Their children could no longer expect to advance socioeconomically, even with graduate degrees. Furthermore, the history of relatively minimal corruption in state-business relations made the concentration of economic opportunities in the hands of the Ben Ali and Trabelsi families all the more scandalous. In effect, under Ben Ali’s rule, the authoritarian coalition gradually narrowed. By the time those who were marginalized in Tunisian society and those who lived in neglected regions rose up against Ben Ali, the state’s traditional sources of support—the middle classes and business interests—joined in the revolt again the ruler and his cronies (Kaboub 2013).


Tunisia’s story included all of the main components of the story that was emerging across the Arab world. In the mid-1980s, the rollback of the state began without a concomitant democratic opening, enabling an elite, capitalistic class to benefit from personal connections and acquire disproportionate access to lucrative opportunities. The elite allied with state security apparatuses, which enforced the elite’s dominance through repression (sticks) and economic co-optation (carrots) to maintain the support of the middle class. Tight state-business relations within a supposedly “liberal” economic environment dependent on political repression did not translate into a successful industrial policy. Instead, the state and key constituents developed a system of gift exchange that performed moderately well but also inhibited growth and failed to create good jobs. Across the Arab world, countries that had initially adopted distinct economic strategies and political regimes ended up with variants of the same crony capitalist system. Increasingly, fragile coalitions governed through divide-and-rule strategies based on a combination of blanket subsidies, repression, and fearmongering about political Islam.


Supported by the West, this autocratic low equilibrium lasted for several decades. For a time, with the co-optation of the middle classes through subsidies and fear of a takeover by Islamists, and with the poor repressed and struggling to make ends meet, authoritarianism could endure. Mounting fiscal pressures, however, driven in large part by rising subsidies and lower tax revenues, led to deteriorating social services and lower public investment. As the pain increased among the poor and in peripheral regions, populations identified more and more with the poor rather than the middle classes. In this context, middle-class elements began to defect from authoritarian coalitions and evolve into champions of change, driven by the lack of opportunities for socioeconomic advancement and anger about what they perceived as rising inequality.


CROSS-REGIONAL VARIATION IN THE ARAB UPRISINGS


The outcomes of the uprisings thus far have varied across the Arab world. In some countries, such as Tunisia, Egypt, and Libya, rulers have been deposed and political actors are engaged in struggles over the creation of new institutional rules. In Yemen, regime change occurred through a more “pacted” transfer of power negotiated by elites, although mass mobilization initially precipitated the ouster of former president Ali Abdullah Saleh. In February 2012, voters endorsed a deal brokered by the Gulf Cooperation Council, approving a two-year transitional presidency for Saleh’s vice president of eighteen years, Abd Rabbuh Mansur Hadi.


In other countries, regimes have pushed back decisively against protesters. In Syria, the regime’s harsh crackdown on initial protests sparked a bloody conflict that continues unabated as of this writing. In Bahrain, too, the ruling al-Khalifa family harshly repressed protesters calling for regime change, although far less blood has been spilled than in Syria. The international community has responded in divergent ways to the crises in Syria and Bahrain. Direct intervention from neighboring Saudi Arabia and limited condemnation from the United States, which has a strategic alliance with Bahrain, have bolstered the ruling family’s control. The United States and other countries have hesitated to intervene directly in Syria, in part because of Russian opposition to international involvement and in part because of their concerns about the fragmentation of the opposition and the role of Islamist extremists in the armed opposition to the Assad regime.


Not all uprisings in the Arab world have culminated in, or were even calling for, the dismissal of authoritarian rulers. In some countries, sustained protests were met with concessions by rulers. In Jordan, protesters by and large have not demanded an end to the monarchy but rather have issued demands for increased economic opportunities and greater freedoms under the current system. In response, King Abdullah II replaced the prime minister multiple times and called early elections, although these moves have failed to appease the opposition. In Morocco, King Mohammed VI pledged to introduce greater political freedoms and held a referendum on constitutional reforms that ostensibly reduced the power of the monarch but, in practice, brought about little substantive change in the system (Benchemsi 2012). At this juncture, protests have abated in Morocco, but if the king’s alleged commitment to gradual reform does not bring about meaningful change, they could reignite. Protests of varying scales and duration have also erupted in Algeria, Iraq, and Lebanon, compelling rulers to make some real and rhetorical concessions. Fragmented political systems and citizens’ exhaustion after prolonged conflicts in these countries, however, have hampered the ability of opposition movements to gain traction and bring about meaningful reform.


Opposition groups have even staged protests in the wealthy Arab Gulf monarchies. In Kuwait, which has a comparatively long history of political contestation, the parliament was dissolved and the prime minister replaced. In general, however, protests have been more limited and short-lived across the Gulf. In most cases, incumbent rulers have benefited enough from high oil prices to be able to quell protests through economic incentives.


Several basic economic and political factors differentiate the countries of the region, and these differences explain some of the variation in the trajectories of the Arab uprisings. Oil wealth is the most obvious distinction among Arab countries. In the oil-rich countries with low populations, high oil rents keep the autocratic bargain—or the exchange of material benefits for political quiescence—functioning. To be sure, oil is not determinative and cannot explain all politics in the Gulf, as the case of Kuwait demonstrates. At a minimum, high per capita oil wealth enables rulers to postpone serious challenges to their authority and may even prevent the emergence or spread of opposition groups in the first place.


In a second category of oil-exporting countries—those with medium levels of oil rents per capita, such as Syria, Libya, Yemen, Iraq, Algeria, and Sudan, which all have large populations—oil revenues were insufficient to develop a workable system of patronage and have been more intensively used to build a mighty repressive apparatus. These countries are the ones that have tended to react most violently to the uprisings, partly because their narrow governing coalitions stand to lose the most compared to other regimes in the region, and partly because their welfare is more dependent on sharing the oil spoils among their ruling elites than on the economic performance of their society.


The extent of etÚo-religious diversity and, most important, politicized identity-based cleavages also accounts for some variation in the dynamics of the uprisings across the Arab countries. Particularly in the Levant—notably Syria, Iraq, Lebanon, and, to a lesser degree, Jordan—etÚo-religious politics has shaped the demands of opposition groups and the course of the protests. Autocratic coalitions have historically favored some groups over others, a strategy of political control that dates back to the colonial period and that continued after independence. In some of these countries, rulers incorporated minorities who feared the tyranny of majorities. For example, in Syria the majority-Sunni population has been less privileged than Alawis and other minority groups, although Sunni elites have prospered under the Assad family’s rule as well. The Hashemite monarchy in Jordan has historically favored East Bank “Transjordanian” tribes and families, rewarding them with positions in the civil service and military that come with job security and benefits, while Jordanians of Palestinian origin tend to dominate the private sector and the informal economy.


The uprisings have undermined or destabilized core political settlements and have sometimes also resulted in violence. In Syria, the regime’s harsh crackdown on the initial protests sparked a bloody conflict that is now increasingly described in sectarian terms: an overwhelmingly Sunni opposition is pitted against a minority-Alawi regime. The dynamics of protest in Bahrain are also depicted as sectarian: the ruling al-Khalifa family, a Sunni monarchy ruling over a majority-Shi’a population, has used harsh repression to put down the largely Shi’a opposition. The uprisings have even upset the balance in comparatively stable Jordan: with economic deterioration, the core Transjordanian constituency of the monarchy is increasingly disgruntled and more sympathetic to the opposition movement.


It is vital to emphasize, however, that an interpretation of political struggles based on sectarian grievances vastly oversimplifies the political and economic realities in Bahrain, Syria, and other countries in the region. EtÚo-religious cleavages per se do not necessarily produce conflict (Brubaker 2006; Chandra 2012; Fearon and Laitin 1996; Lieberman and Singh 2012). Rather, identity-based differences only form the basis for political mobilization when they become politically salient. A surefire way to activate etÚo-religious identity is to distribute resources along ostensibly identity-based lines. For example, in Iraq most people did not prioritize their identity as Shi’a or Sunni Muslims until well into the twentieth century (Jabar 2003). Saddam Hussein’s policies and, more generally, the breakdown of the state during the sanctions period and following the US invasion in 2003 were instrumental in activating religious identities in Iraq. Saddam increasingly favored Sunnis, especially those from his native town of Tikrit, and repressed the Shi’a and the Kurds, whose networks posed a threat to his rule. As a result, the Shi’a and the Kurds felt marginalized in Saddam’s Iraq, and their political leaders have taken advantage of his overthrow to consolidate their authority. But even in Iraq, where sectarianism appears to define political life, some of the most intense conflict occurs among coreligionists. Political competition is particularly intense among different Shi’a groups and has even erupted in violence.


Finally, regime type appears to explain some differences in the nature and intensity of uprisings across the Arab world, although upon closer inspection this may be a spurious correlation. The record suggests that the monarchies have been less vulnerable to demands for regime change and have even witnessed fewer sustained opposition movements. As noted earlier, high per capita oil wealth is one reason why uprisings in oil-rich monarchies have been more muted; however, per capita oil wealth cannot account for the situations in Jordan and Morocco. Monarchs in Jordan and Morocco emphasize their legitimacy in order to justify their longevity, an argument that is more convincing for Morocco, where the monarchy has been in place since the seventeenth century, than in Jordan, which was a colonial construction (Massad 2001). But even in Morocco, legitimacy is an unconvincing explanation, in part because it is vague and difficult to measure and in part because there was nothing inevitable about the monarchy’s survival and perpetuation in the post-independence period. Rather, the structure of patronage helps to explain why monarchies have been less destabilized than republics in the Arab uprisings. In particular, monarchies have tended to establish multifaceted authoritarian coalitions, which broaden their support base in society and reduce the potential demand for their overthrow (Yom and Gause 2012). Thus, rather than regime type per se, the structure of authoritarian coalitions in monarchies versus republics provides a more convincing account of the varied trajectories of uprisings in the Arab world today.1 This is why the rising grievances among Transjordanians, who are key members of the authoritarian coalition in Jordan, are particularly worrisome for the Hashemite monarchy.


Our emphasis on the composition of authoritarian coalitions in explaining the durability and breakdown of authoritarian rule points to the broader value of a political economy approach for understanding the emergence and progression of uprisings in the Arab countries. In the next section, we spell out the core elements of such an approach. Following that, we look at the key elements of our analytic framework for understanding the evolution of development paths, then applying it to develop a more systematic account of the Arab uprisings.


A POLITICAL ECONOMY FRAMEWORK


The intuitive framework that emerges from this rapid exploration of the Arab uprisings connects patterns of economic development (especially a shift toward a more market-based system, the decline of public welfare functions, and the rise of crony capitalism), social change (growing inequalities and the rise in popular aspirations and grievances), and political change (rising levels of repression, a narrowing of the governing coalition, and the defection of the middle classes from the authoritarian coalition). This combination of changing economic circumstances and the attendant increase in inequality of opportunities fueled a spike in perceived inequality, which helped to unravel the implicit bargain between authoritarian rulers and key constituents.


We believe that any framework for understanding development trajectories—that is, the patterns of economic change and structural transformation manifested in a society—must start with politics. This is as true for countries in the Middle East as it is for those in any other developing or industrialized region of the world. By politics we mean the struggle over resources and, more fundamentally, the often conflicting interactions that ultimately produce the formal and informal rules or institutions that determine who controls what types of resources and how they exercise this control (Lasswell 1936).


This definition of politics underscores the critical role of institutions in shaping development, a point supported by a growing consensus among social scientists.2 Specific types of institutions are especially central to economic growth and development, most notably capable state institutions and, in many accounts, secure property rights. But different types of institutions may be more conducive to distinct patterns of economic growth. As Kunal Sen (2013, 78) argues, formal institutions such as property rights, checks on government power, and social policies that foster equality of opportunity are most critical for steady, sustained growth. Bursts of growth acceleration as well as early periods of development takeoff are likely to result from more informal institutional configurations such as patron-client relations, which can serve as credible commitments in the absence of formal institutions to elicit compliance from powerful social actors.3


Therefore, to understand why political leaders make policy choices—and ultimately why and how countries are launched on distinct developmental paths—we must start with the political struggles that result in specific institutional configurations. As we discuss in more detail in the next section, this analysis requires a three-pronged focus on the interactions between the state, economic forces, and societal actors. But before elaborating on each of these components of our framework, we first describe our general approach to development trajectories in the Middle East.


Our account of development trajectories in the Middle East builds on the notion of “political settlements” (Khan 2009), or the relative distribution of power among different groups and organizations contesting the distribution of resources. Political and economic elites are key actors in forging political settlements. Thomas Parks and William Cole (2010, 5) highlight the centrality of elites in creating political settlements, which they define as an “expression of a common understanding, usually forged between elites, about how power is organized and exercised.” The elite bargains that result from “informal processes of conflict, negotiation, and compromise” in turn shape “governance, stability, and the quality and pace of development” (Parks and Cole 2010). Thus, a political settlement is the depiction of the institutional arrangements that emerges from conflicts over resources most proximately among elites. For the most part, these institutional equilibria are not codified but rather take the form of norms and social practices that guide social behavior and interactions. At the same time, as our empirical analyses underscore throughout the book and as Chapter 11 examines in more detail, we emphasize the importance of non-elites as collective actors in influencing the course of inter-elite bargains and as members of governing coalitions.


The coalition of rulers and societal actors at the core of political settlements ensures the security of the regime by using the threat of force and by extracting and distributing rents in order to maintain some popular support. Depending on the breadth of the coalition, these coalitions may result in policies and practices that are more or less “efficient” economically and that use varied levels of repression. Broader coalitions are more conducive to the rise of inclusive political institutions, or those that “feature secure private property, an unbiased system of law, and a provision of public services that provides a level playing field . . . and permit the entry of new businesses and allow people to choose their careers” (Acemoglu and Robinson 2012, 74–75). Inclusive institutions can promote innovation and investment when they are fiscally manageable, and they are critical for long-term, sustainable development to take root.4 Extractive political institutions, in which a narrow elite wields relatively unchecked power and extracts resources for its own benefit, undercut incentives for investment and reduce time horizons, deterring development (Acemoglu and Robinson 2012, 81).


The concept of political settlements is also analytically useful for our purposes because it highlights the social foundations of the state and societal institutions that shape development trajectories and thus provides insight into where institutions come from, how they operate, and ultimately how they change or may change in the future. As we contend in the next chapter and throughout the book, a major reason for variation in development trajectories in the Middle East and North Africa (MENA) region arises from the fact that political settlements differ across the countries of the Middle East (and have differed over time in the same countries and territories, in part driven by changes in the price of oil). Ruling elites in diverse MENA countries exercise their power in varied ways, and these ruling coalitions have been established with different elite and non-elite elements of society to legitimize and maintain their rule. In subsequent chapters, we trace which individuals or political factions gained power at independence, the evolving social bases of ruling elites over time, and which social groups were privileged in distinct post-independence periods. This entails analyses of the shifting relationships between rulers and distinct factions of the business community; the role of the military in politics and the economy; the relationship between state institutions and labor as well as other social groups; and the treatment of citizens and noncitizen residents in the polity. The political settlements that encapsulate distinct patterns of state-society relations in turn generate varied trends in the rule of law, corruption, government effectiveness, and other institutional factors that potentially shape development trajectories. We explore these dimensions of governance in Middle Eastern countries in chapter 3.


Political settlements arise out of struggles among actors with varied levels of power. But these struggles, usually among economic and political elites, do not play out in a vacuum. To the contrary, economic trends and linkages to societal groups affect the resources of competing actors whose interactions ultimately crystallize in political settlements, and they also affect how these settlements evolve over time. Thus, to characterize development pathways, we also need to focus on the larger socioeconomic context within which power struggles occur by analyzing the linkages between the state, economic forces, and society. The next section describes each of these spheres and its relationship to development.


THE THREE PILLARS OF THE FRAMEWORK: THE STATE, THE ECONOMY, AND SOCIETY


Outcomes in the political economy of development can best be conceptualized as the political interactions between three domains: (1) the state, state policies, and state structures; (2) the economic agents operating, and how the economy behaves over time; and (3) social actors, whether groups or individuals. We start with fairly conventional definitions of each of these concepts and then discuss the major conceptual difficulties, disputes, and so forth, surrounding each.


By the state, its policies, and state structures, we mean the organization of the monopoly of coercive means within society, the interventions into the economy that such a monopoly makes possible, and the institutions through which these interventions are carried out. Economic growth is almost always quite uneven, with some groups’ wealth and power increasing faster than those of other groups. It can also entail great social transformation involving sectoral change, rural migration, and urbanization. Finally, by social actors, we mean any and all interests, groups, and classes that interact with the state, seek to shape its policies, and are affected by the state’s growth strategies. Each of these definitions can be questioned. Normative and empirical debates continue unabated on the role of the state in the development process—on its freedom of choice of policy with respect to powerful domestic classes and international actors. Economic growth may not be associated with increasing welfare for some groups, and inequality among social groups may increase. What drives groups—material interests, shared values, shared blood—is at the heart of debates in the social sciences. We believe that each of the major variables is vital for an understanding of the political economy of the Middle East, as we hope to show through our concrete analyses of specific development problems in subsequent chapters.


Before proceeding to a more detailed discussion of each of our three domains in the context of the Middle East, it is worth emphasizing that they are interdependent. Each domain influences and shapes the other two; each is therefore both cause and effect, both starting point and outcome. Our model is one of reciprocal causation (see Figure 1.1).


We do not imply any rank ordering of the arrows in Figure 1.1; this is a fully simultaneous model. The meaning of the interconnections may be illustrated as follows:


       1.  Political elites formulate and implement economic policies, and their interests as well as ideological orientations affect the general nature of these policies.


       2.  Although there is much debate on the precise effect of specific policies, few deny that state policies—such as fiscal, monetary, and trade policies, as well as the extent to which markets are allowed to operate and how they are regulated—affect the rate and form of economic growth.


       3.  The state shapes, even creates, social actors, including classes. When states choose to enforce property rights, private actors are strengthened. On the other hand, the state may choose to redistribute property through nationalizations, land reforms, and privatizations.
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FIGURE 1.1. The Three Main Axes of Middle Eastern Political Economy


       4.  Social actors mold state policy. Interest and pressure groups and, most broadly, proprietary classes seek to protect and promote their own interests through the state. In some cases, the influence of a particular social actor may be so strong that the state becomes its “instrument.”


       5.  Economic growth and structural transformation have unintended outcomes to which state actors must respond. For example, if the pattern of industrialization is highly capital-intensive, the state may need to respond to a growing employment problem.


       6.  Economic growth and structural transformation shape social actors. Growth and a rise in incomes strengthen the middle class, and the presence of a strong middle class tends to generate demands for improved social services and more social emancipation. As the private sector grows, the demand for the rule of law increases. High rates of unemployment among educated youth, or rising income inequalities, lead to the rise of social discontent.


       7.  The global context also matters. International oil prices have profound effects throughout the Middle East. Labor migration produces a large flow of remittances to households, which reduces social tensions; foreign exchange to the economy, which reduces the incentives for exports; and brain drain, which influences both the economy and policy. Capital movement can support good policy but can also severely punish policy failures.


We now turn to a more detailed discussion of each vertex of our triangle and of the interactions among these variables.


The State and State Capacity


The most basic definition of the state comes from the German sociologist Max Weber, who defines it as the organization with a monopoly over the legitimate use of force over a given territory. Weber’s definition emphasizes the security dimensions of “stateness,” but over time the state has acquired multiple additional functions, and even people in poor countries with weak states have come to expect more from their political leaders. Domestically, states are the set of political institutions that generate and carry out policies and encompass multiple functions with organizational embodiments such as the army, police, tax and other administrative bureaucracies, courts, and welfare agencies. Externally, states are sovereign entities with control over their territories and the mandate to conduct international relations, such as by waging war or carrying out diplomatic initiatives.


States are often described as “strong” or “weak,” although these blanket terms obscure more than they illuminate. Instead, it is more useful to analyze states in terms of their “autonomy” and “capacity” and to treat them not as unitary actors but rather as a collection of institutions with distinct functions, each of which may be more or less effective. Autonomy refers to the ability of the state to perform basic tasks with a minimum of interference from social groups, although connections between state officials and social actors, such as business groups, are important for the formulation and implementation of policies (Evans 1995). Capacity, which is increasingly invoked as a sine qua non for successful and sustainable economic development, refers to the ability of state representatives or rulers to design and execute their decisions and initiatives. Capacity taps into a variety of state activities, such as defending the national territory, making and enforcing rules and regulations, collecting taxes, and managing the economy.


Two caveats are in order with respect to state capacity. First, to reiterate, states have uneven capacities; they are not unitary actors. For example, many Middle Eastern countries have advanced coercive capabilities to control their populations and wage war (through police, army, and internal security forces) but are less adept at collecting direct taxes from households and corporations. Second, state intervention in the economy does not necessarily signify high levels of state capacity. To the contrary, state promotion of markets where private actors interact freely entails a well-developed regulatory infrastructure, including the construction of sophisticated administrative, regulatory, fiscal, and judicial institutions to enable the indirect supervision of the economy. This requires far more advanced capacities than outright state ownership (Chaudhry 1993; Rodrik 2013).


Typically, as countries develop, governance systems evolve, from direct personalized control by a ruler (in the form of deals), where decisions and enforcement depend to a large extent on the ruler’s own initiative, to a system where institutions rule (Levy and Fukuyama 2010). In the former case, power is wielded in a context of patron-client deals in which the respective bargaining positions of the ruler and the client determine the outcome (Levy and Fukuyama 2013). In the latter, more advanced situation, often termed an “open order system,” rules become more predictable and are ideally applied in a fairer way across the population (North et al. 2013). Although “development” is thought of as a process that moves from “deals” to “rules,” Middle Eastern history reminds us that movement in the other direction is also possible; for example, in Saddam Hussein’s Iraq and Bashar al-Assad’s Syria, regimes became more repressive over time—or in the words of Clement Henry and Robert Springborg (2010), more “praetorian”—relying on a narrower elite coalition and on a more repressive system led by family and tribe (Bellin 2004).


However, since the 1980s, when scholars and policymakers first recognized the importance of the state in driving the high growth rates of East Asian economies, states are increasingly expected to promote economic transformation. This requires the development of precisely those advanced state administrative and regulatory capacities that are deficient in most developing countries. Owing in part to variable levels of state capacity, not all states pursue and achieve economic development goals with equal effectiveness. An idealized typology distinguishes between “predatory” and “developmental” states (Evans 1995). In the former, which are characterized by extractive political institutions, rulers pursue their own goals, with wealth maximization for themselves and their close associates taking precedence over the collective good, however defined. In this context, personal ties trump more formal linkages between state organizations and citizens and bureaucratic capacity is underdeveloped. On the other end of the spectrum, developmental states have effective government bureaucracies whose civil servants are recruited through selective and meritocratic means and rewarded for long-term careers. Inclusive political institutions, which require capable state institutions to guarantee property rights, provide impartial regulations, and supply public services, implicitly rest on effective, developmental states.


The way states are governed can be autocratic, competitive (as in democracies), or many shades in between. Most states in the Middle East have been of the autocratic type, with the partial exceptions of Israel, Turkey, and Lebanon, which score higher on democratic indices. Given that most countries of the world had become democratic after the “third wave of democratization” in the 1980s and 1990s, this has led to a belief that the Middle East is exceptional in this dimension, and much ink has been spilled by authors trying to identify the sources of the region’s exceptionalism, whether in its culture, factor endowments, social structures, or history. There is also a large literature that focuses on the tools used by autocrats to stay in power, especially the roles of the repression of regime opponents and the co-optation of potential allies (Posusney and Angrist 2005; Schlumberger 2007).


Although there are heated debates on the role of the discovery and exploitation of natural resource endowments in the political and institutional development of the countries in the Middle East, it is undeniable that oil has exerted important influences on the growth of states and the persistence of autocracy. But the origins of capable state institutions also matter to the extent that state characteristics display persistence over time. The issue of origins is the subject of a thriving research agenda among social scientists. While some contend that geography or culture explains why some countries enjoy more effective state institutions (Diamond 1997; Sachs 2001), a growing chorus of scholars claim that colonialism is either the primary or a contributing factor to the emergence of capable states. Time horizons vary in this line of debate. For some, relatively recent colonial experiences are the source of current levels of institutional capacity. For example, Atul Kohli (2004) claims that Japanese colonialism transformed Korean state institutions, such as the bureaucracy and the police force, into strong institutions capable of spearheading a development drive.5 Other explanations for the origins of variable state capacity in postcolonial states adopt a longer-term historical perspective (Acemoglu, JoÚson, and Robinson 2001). Ultimately, the precise mechanisms by which colonial institutions have shaped postcolonial institutional development pose an empirical question and are likely to vary across global regions. In the Middle East, postcolonial institutions were greatly shaped first by the legacies of Ottoman rule and subsequently by the interventions of European colonial powers, notably Britain and France (discussed in more detail in Chapter 3).


The Economy


Economic performance is tightly tied to the type of political governance in place (and its impact on political stability), the quality of institutions (for example, those that protect property rights), and the state of public services. The development of the economy increases incomes and creates a middle class, and thus its influence on society, as well as on governance and the economy, is profound.


The most effective input for economic development over the long term is an educated and skilled labor force. There is a strong connection between economic development and the development of skills, or “human-capital formation.” Indeed, education and other types of skill formation are the core of the development process (see, for example, Schultz 1981). In particular, tecÚological change, which lies at the core of the process of economic growth, is impossible without an increasingly skilled population. But equally, education empowers the rise of a middle class, which tends to become, as incomes rise, more demanding with respect to governance and public services.


Economic growth invariably entails unevenness across sectors, or structural transformation. Despite wide variation in patterns of economic growth, in virtually all countries rising per capita income is accompanied by a decline in agriculture’s share of output and employment and a corresponding increase in the share of industry and services. Since labor productivity and therefore incomes are much higher in industry than in agriculture, the transfer of population to industry and to urban areas raises national income. But a premature decline of the agricultural sector can be equally disastrous. The agricultural sector provides not only labor but also much-needed foreign exchange and a domestic market for local industry. As we shall see, Middle Eastern states, like many less developed countries (LDCs), have neglected agriculture, undermining long-term growth. An increase in the proportion of the population employed in “services,” which includes activities as diverse as government service, finance, information tecÚology, and street peddling, may be an indicator of economic weakness as much as an indicator of economic strength. Economic development may be strong in countries where government, telecommunications, and finance services, which are all complementary to other productive activities, are increasing and some services, such as tourism and trade, have become final goods in their own right. But a precipitous rise in services can also be a sign of weakness when large numbers of unskilled rural migrants arrive in the cities and engage in a host of small-scale, low-tech activities that generate paltry incomes.


The course of economic growth and structural change is far from smooth. Extensive state intervention, numerous bottlenecks, and serious macro- and microeconomic problems are the norm. Premature urban migration is an example of what can go wrong. Such migration has often been exacerbated by strong pull factors, such as the greater availability of social services in towns, as much as by push factors related to the state’s inattention to agriculture and the scarcity of infrastructure in remote areas. TecÚically, the policy response should have been to reverse these biases, but as we shall see later, governments tend to put their resources where political gains are larger, and in the Middle East of the 1960s and 1970s this predilection typically led states to enlarge urban public employment and invest in industry rather than in rural areas and in agriculture.


A more recent example is the rise of informality, which has been related to small firms’ inability to grow due to their poor access to the financial sector and the unfair competition from a formal private sector dominated by networks of privilege. The advocated policy response is to improve the access of small and medium enterprises (SMEs) to financial resources. But since the 1990s, when market liberalization became the norm, the incentives of autocratic governments have been to favor cronies that support their rule rather than small firms that may support the opposition. As a result, the shape of the business pyramid has increasingly become lopsided, with large and politically connected firms on top, a large but atomistic informal sector at the bottom, and a gnawingly missing middle. This lopsidedness has reduced the dynamism of the private sector, since typically it is the medium-size firms that are most driven to innovation and growth. In addition, this dualistic corporate structure with no middle and a lack of confidence between small and large firms has weakened the ability of the private sector to become an effective political actor and source of economic dynamism over time.


The distortions generated by state policy can be classified as being of micro origin, or related to the macro economy. The first type deals with distortions that bias individuals’ incentives to use resources efficiently. One classical source of distortion, known as the Laffer curve (actually first identified, not in the twentieth century by Arthur Laffer, but in the fourteenth-century writings of the Arab scholar Ibn Khaldun), is connected with high levels of taxation, which reduce the incentives of producers to produce. For example, countries like Egypt in the 1950s needed to tax agriculture because there was no alternative source of investable funds, but the level of taxation was sometimes inefficiently high and thus wasteful. Another micro-origin distortion is connected with the inefficient use of capital. In particular, industry in Egypt (and in many other countries) tended to be capital-intensive because planners believed that this was necessary to support infant industries in order to create a modern industrial core. Growth and the modernization of production took precedence over employment generation and agricultural development, which were expected to be provided by growth itself. In the more recent period of neoliberal policy, politically connected firms in some countries have been able to obtain a large share of the credit going to the private sector, thus starving small firms of credit and giving small firms more incentives to hide from taxation in the informal sector.


There are also distortions of a macroeconomic nature. These are primarily concerned with the fiscal and balance-of-payment accounts, the so-called internal and external balances. These balances are intimately connected to two strategic choices that states make—the role of the state vis-à-vis that of the market, and the incentives it will provide, through trade policy and subsidies, to produce for the domestic versus the global market.


One central strategic decision that policymakers face is how much to intervene in the economy and how much to allow the private sector and market forces to determine economic outcomes. Development policy entails large expenditures by the state, whether in social services, such as in health and education, or in infrastructure. Indeed, in the Middle East, as we will see, states have also become directly involved in the process of production. How the expenditures related to this role are financed can influence the growth of the economy. Too often in the Middle East, the state itself has become a drain on resources. This is not to say that the state should not (still less, could not) intervene in the development process. In certain conjunctures, however, the state can inhibit the very process that, at least officially, it seeks to promote. Not only do its interventions often generate misleading price signals for private actors (for example, undervaluing foreign exchange and local capital), but its bloated bureaucracies and inefficient state-owned enterprises often devour resources. When the state borrows to finance its own activities, private investors may be crowded out of credit markets. Some of the burdens that the state itself creates for the growth process may be military spending and the cost of maintaining large, lethal arsenals and standing armies (see Chapter 10).


Rapid industrial development under state auspices was also held to be essential to national security in this region. State-led growth was designed to weaken or destroy internal and external enemies. States intervened to accelerate the process of economic growth and to forge powerful modern nations. Their leaders held certain visions of the future that explicitly included industrialization, but the reality often turned out to be different. Until the 1980s, most Middle Eastern states advocated some form of socialism, however vague the content of the label. Egypt and Tunisia, even as they moved in the 1970s toward greater reliance on the market, the private sector, and profits as incentives, still spoke of themselves as socialist states, as they relied on labor unions as an important actor in their governing coalitions. The dominant philosophy in Israel, until the advent of the Likud government under Menachem Begin in 1977, was a kind of Zionist hybrid of Fabian socialism. Sudan, the Yemen Arab Republic (YAR), Syria, Iraq, Libya, and Algeria have also laid claim to socialism. One has the impression, however, that their socialism has existed mainly in large and extensive public-sector welfare programs. Morocco vaunts its political and economic liberalism, like Turkey since the 2000s. Still, self-proclaimed liberals in these countries maintain large state sectors and interfere in all aspects of market transactions. Similarly, socialist regimes tolerate and sometimes aid and abet private-sector actors in trade, small-scale manufacturing, construction, and farming. By any measure, the largest and most dominant state sectors in the Middle East lie in the small oil-exporting countries, where petroleum deposits, the producing and refining companies, and all the proceeds of oil sales are under the control of the state.


But when the state withdraws from getting directly involved in national production, it needs to get involved in regulating markets so that they can function properly. Less involvement in production does not necessarily mean less influence, and the state can continue to play a preponderant role in shaping the growth process through the control of credit, foreign exchange, tax policy, and various investment incentives. Neither is it abdication when the state honors the market by stimulating the private sector. The prominent role of the state in the Korean “miracle” (and even more so in China) is instructive in this respect.


Another macroeconomic distortion to the process of economic growth is the problem of foreign exchange, which is largely connected to strategic choices regarding the production side of the economy, especially the extent to which local production is exported to the global market. For a variety of reasons, some Middle Eastern governments have found their growth process interrupted by the inadequacy of foreign exchange. Turkey’s growth in the late 1970s was slowed by the steadily increasing demand for imports at the same time as export revenues lagged. Both external factors (falling terms of trade) and internal policies that encourage imports and discourage exports can create these problems. But equally, the sudden influx of large amounts of foreign exchange can cause problems, as discussed here in the section on oil.


Foreign exchange strategy is principally constrained by the relative gains and losses that will be incurred by domestic interests, classes, and ideological factions—this indeed is the primary focus of this book. The strategy can be further influenced by a country’s regional and international allies, any of which may have their own vision of the future and some levers with which to promote it. And of course, foreign exchange strategy is shaped by international markets and financial flows. In the 1950s and 1960s, the strategy of choice in the region, and more generally among developing countries, was import substitution industrialization (ISI)—an attempt to industrialize on the back of internal demand and under protective trade barriers that insulated domestic markets from foreign competition. Although initially it was the favored strategy, ISI produced a host of unintended and undesirable consequences, at which point most countries attempted to shift to an export-led strategy. Turkey, Egypt, Israel, Morocco, and Tunisia have all proceeded in this fashion.


The temptation to focus on ISI was supported by many factors from the 1950s into the 1980s. First, newly independent states saw it as their responsibility to engineer a rapid transition away from what they saw as the exploitative insertion in the global division of labor of their economies coupled with the economies of their colonial masters and to find a more profitable strategy. Second, this temptation was encouraged by the leading economic fashions of the day, such as dependency theory, state-led development, and agricultural-led industrialization. Third, when these policies started to show their weaknesses, the first oil boom allowed the countries of the region to resist reform, either because of the large amount of remittances they were receiving (Egypt, Jordan) or because of the oil revenues themselves (Algeria, Syria).


Economic policies were also influenced by the increased globalization of the world economy after the 1980s. In the 1950s and 1960s, when global markets were relatively closed, there was little attraction to export-led growth. The first oil boom prevented the region from moving aggressively toward exports, as had happened successfully in some Asian countries. However, when the need to change course became irrefutable toward the late 1980s, global markets were already dominated by cheap Asian manufactured goods. Moreover, the development of global trading rules prevented Middle Eastern countries from benefiting from the kind of mixed strategies that were successfully implemented in an earlier period in Asia. Since the 1980s, under the rules developed by the World Trade Organization (WTO), it has become increasingly difficult to combine protected ISI sectors with policies designed to promote exports and open the economy to untaxed imports. Yet most countries in the region, as they gradually joined the WTO, have had to open their economies and reduce their protection of domestic markets.


The globalization of capital has also exerted profound influences on the region’s ability to develop policies independently. Initially, Middle Eastern countries delayed their adjustment to globalized capital by resorting to international debt. With the sudden increase in interest rates in the 1980s (a global response to the first oil boom), the failure to service private external debt narrowed the range of choices available to countries in the region in the same way as elsewhere in the developing world. Once a financial crisis arises, the global market and the agencies of the core gain significant leverage over the policy and strategy choices of LDCs. New lines of credit, rescheduled debt, and new infusions of foreign direct investment are traded against structural reforms in the economy of the developing country. Since the mid-1970s, scores of developing countries have been driven toward far-reaching and painful structural adjustment programs designed in consultation with the International Monetary Fund (IMF), the World Bank, and Western aid agencies, and the countries in the Middle East are no exception. More recently, the movement of “portfolio” money through emerging markets is increasingly influenced by levels of domestic savings, current account balances, and constrained monetary policy, leading to higher interest rates and pressures to adjust exchange rates more rapidly. When domestic savings are low, investment is high, and the current account balance is in deficit, portfolio money heads elsewhere at literally the speed of light, as Turkey discovered in the early 2000s.


Social Actors


The final vertex of our theoretical triangle consists of social actors. There is nothing neat or tidy about this category. It includes a variety of class-based interests, economic groups, and other actors whose interests are both material and nonmaterial. What needs to be stressed, however, is that social actors are not inert or passive in the face of state initiatives. Societal interests and social actors penetrate the state and colonize parts of it. They form alliances with key state actors and enter into explicit or implicit coalitions with public officials, including the head of state. Well before the Arab uprisings, social actors defied or resisted the state through the sabotage of policies or through open resistance, a trend that has been accentuated in many countries in the region since the uprisings began.


The state and economic change can constitute and alter social actors in a variety of ways, and social actors can reciprocally affect state initiatives and economic policies. For example, structural transformation and the nearly universal shift toward the non-agrarian, urban sector produces new social actors and economic interests and undermines the old, irrespective of differing production systems, ideologies, or state formations. At a less macroeconomic level, a given development strategy may set in motion a process that virtually creates new social actors. The policy levers at the disposal of the Middle Eastern state to act in this manner are formidable. It may own and manage the major productive assets in the economy; own and derive revenue from mineral resources; act as the single largest employer in the economy; control, if not own, the major banking institutions; regulate and tax economic activities of all kinds; set basic education policy; control prices; and exercise, in Max Weber’s terms, the legitimate monopoly of coercive force. The effects of state initiatives on the relative fortunes of distinct social actors do not necessarily provide conclusive evidence that the state acts in the interests of a class or economic pressure group that has yet to take shape, but it can be seen as an unintended by-product of this strategy. One case in point is the increasing strength of the Turkish private industrial bourgeoisie emerging out of decades of statist, ISI-oriented politics.


Different economic strategies generate clear winners and losers. It is generally the case that the rural sector does not benefit from ISI strategies because the state usually turns the domestic terms of trade against it. In an export-led strategy, it is likely that capitalist farmers, not the peasantry as a whole, will benefit from export incentives. Among the urban constituencies affected by ISI, organized labor in the new industries, the managerial strata charged with implementing state-financed projects, and middle- and upper-income consumers are generally the major beneficiaries. Large-scale industrialists in the private sector may suffer when state banking institutions and government investment programs favor public-sector enterprise. In contrast, small-scale industrialists may benefit from subcontracting on public-sector projects, especially in the construction sector. The move toward a strategy led by manufactured exports has an adverse effect on the real incomes of workers, since wages are usually allowed to lag behind inflation. Moreover, if the strategy is accompanied by devaluation, a shift in the domestic terms of trade in favor of agriculture, and some reduction in consumer subsidies, then all citizens in the nonfarm sector, and especially those on fixed incomes, will experience a sharp rise in the cost of living.


In the Middle East, as in most LDCs, class alignments and interest group formation are fluid. Traditional class and economic interests had lost influence, until the recent uprisings. For instance, landowning groups were undermined by land reforms, and peasantries were unable to develop class cohesion. To the extent that capitalist bourgeoisies existed in the first half of this century, they were frequently made up of foreigners and preferred trade to manufacturing. Because industrialization came very late to the region and because regimes suppressed labor, the proletariat tended to be weak, although organized labor played an important role in independence movements and continues to be an important social actor in some countries. State employees constituted a powerful group of middle-class interests, but they tended to be manipulated by the state and could not emerge as an autonomous political actor in most countries. The interests of the poorer parts of populations are typically at odds with those of the richer parts of society—since the poor benefit from higher levels of taxation and redistribution (Acemoglu and Robinson 2012)—and in the Middle East the poor have been as controlled as the middle class, often through sheer repression. Control has also been supported by a populist political discourse that portrays the various parts of society as a large family (the Umma) that needs to live in harmony to foster national development. Today, with the partial exception of Islamist parties (see Chapter 12), formal political parties are generally weak throughout the region and, in some countries, are even banned. Until the recent uprisings overthrew authoritarian rulers, most leaders of political parties were either co-opted by the state, heavily repressed, or forced into exile. This goes a long way toward explaining why the recent uprisings were leaderless, although leaders have emerged in some countries, notably Tunisia, in the context of more pluralistic politics after the uprisings.


Until well into the 1980s, most Middle Eastern countries had a relatively powerful state apparatus, with its legions of civil servants and managers, a relatively powerful military establishment, a small formal private sector, and a numerically dominant but organizationally weak stratum of craftspeople, service workers, small-scale manufacturers, and myriad petty tradespeople who are the backbone of the large informal sector. For the most part, these social actors were not sufficiently cohesive or well defined enough to manipulate the state. Like any other collectivity, they must have found it difficult to act as a group in the face of serious “free-rider” problems.6 The typical Middle Eastern state was best seen as the instrument of the upper echelons of its own personnel, who ensured that the state continued to control as much of the economic resources of the society as possible. Indeed, the postcolonial state in the Middle East has gone much further than either the Islamic or the colonial state in redrafting the class map of the region. Few postcolonial states initially had strong links to wealthy classes in their societies, and the few that did could not sustain these ties for long. Syria and Iraq up to 1958, Lebanon, and Morocco were the only major exceptions. The more autonomous states—Turkey, Iran, Egypt, Algeria, Syria, and Iraq after 1958—engaged in far-reaching class engineering.


Since the liberal economic reforms of the 1980s, however, political settlements have started to change. The well-connected private-sector elite has gained increasing prominence alongside the “state bourgeoisie.” But instead of giving rise to a dynamic form of capitalism, economic liberalization without a parallel political opening has produced a narrow and cronyistic form of market economy. Even if most business associations remain weak vehicles for the organization and representation of private-sector interests, informal channels have enabled well-connected elites to transmit their preferences to rulers, gain preferential access to business opportunities, and enhance their private holdings. The emergence of crony capitalism across the Middle East marks a major reconfiguration of core political settlements. In many countries, privileged business elites have become an important component of authoritarian coalitions. The other side of the coin has been the development of a large informal economy that has little access to state largesse or economic opportunities and typically supports the (usually Islamic) opposition.


Since the mid-1980s, the array of social actors interacting with and confronting the Middle Eastern state has become far more complex than it was in earlier times. The middle classes—those owning “real” and intellectual capital (that is, specialized educational training)—have grown prodigiously. Economic specialization has spawned new interests, and the creation of new wealth has slowly given those interests the ability to further their objectives. Thirty years ago, most social actors were “policy-takers” in the face of autonomous states that they could not significantly influence, much less hold accountable. But by the 1990s, bargaining between the state and social actors had become common. The state responded, not by opening up the political space, but instead by deploying instruments of selective co-optation—for example, providing subsidies for goods consumed more by the middle class, such as energy products. Nevertheless, there are signs in the dynamism of the civil rights movement that the middle class has become increasingly restive over time, and one of its main sources of grievance has been the rising unemployment among educated youth. As their transition to adulthood has been delayed by poor economic conditions, some analysts have described them as being in a state of “waithood” (Dhillon and Yousef 2009).


Our initial inclination is always to search for the material or economic incentives that shape group and individual action. Our generalizations apply best to the actions of economic interest groups (for example, the union of secondary school teachers) or of class actors (such as private industrialists or public-sector managers). In a fundamental sense, the state’s allocation and protection of property rights is the starting point for understanding interest group and class formation. The property “regime” encapsulated in formal laws and informal bargains and often maintained by force will be defended by the beneficiaries and contested by those who feel excluded.


That said, we recognize that not all groups are defined by economic interests alone. The literature on Middle Eastern civil society (see Beinin and Vairel 2012; Kazemi and Norton 1995; Salamé 1994), sectarianism (Cammett 2014; Makdisi 2000; Weiss 2010), and Islamism (Cammett and Luong 2014; Masoud 2014; Schwedler 2007; Wickham 2002, 2013; Wiktorowicz 2004) grapple with the nature of group identity (see Chapters 11 and 12). Are Islamic political movements driven primarily by religious values and fervor or by less edifying struggles for power and resources? Are etÚic and sectarian groups and movements explained best by near-mystical notions of blood, ancestry, and historical injustice, or are they mainly seeking recognized claims to national resources? Are Islamists and etÚo-religious movements crassly manipulated by politicians who see in religion or blood powerful implements for mobilizing a following? Are Islamist movements best seen as an attempt to forge a culturally authentic vision of modernity? Undoubtedly hunger for power, material betterment, group fear, creative political vision, and true piety all play their part. But we maintain that material explanations are often part of the picture.


RESOURCE ENDOWMENTS AND POLITICAL DEVELOPMENT


The Middle East has about two-thirds of the world’s oil, nearly all of which is in the Persian Gulf (OPEC 2005). Over half (about 57 percent) of all oil reserves are in the Gulf, while Saudi Arabia alone has about one-quarter of all the oil on the planet; its reserves are more than twelve times those of the United States. The region is not particularly rich, however, in non-hydrocarbon mineral resources.7 Oil revenues are a form of economic rent. Economic rent is the difference between the market price of a good or a factor of production and its opportunity cost—the price needed to produce the good or to keep the factor of production in its current use. So, oil rents are the difference between the market price (as of this writing, about US $57.00 per barrel) and the cost of producing oil there (about US$6.50).


The presence of abundant oil and gas reserves has shaped political and economic development trajectories in tangible ways in much of the MENA region. In particular, the “resource curse” thesis has been invoked to explain economic underperformance in the Middle East. This prominent line of research emphasizes the correlation between resource abundance and outcomes such as poor economic performance, unbalanced growth, and low levels of private-sector development. Another growing literature links resource wealth with a variety of political ills, including authoritarian rule, weak state institutions, and fragmented social development.


In its economic dimensions, the resource curse centers on the concept of the “Dutch Disease,” or the theory that an increase in revenues from natural resources will lead to a decline in a country’s industrial sector by raising the exchange rate, which makes the manufacturing sector less competitive.8 The Dutch Disease can distort the economy and offset some of the benefits brought about by oil wealth.


The inflow of oil revenues can also have important direct political consequences. In the MENA region, oil rents are collected directly by governments, increasing their freedom of maneuver and their politically centralizing tendencies. Oil wealth enables rulers to distribute patronage more easily, shaping patterns of state-society relations and potentially “buying” political quiescence. They can also help finance large repressive institutions. The lack of taxation can weaken citizens’ demand for representation, as well as the need to establish efficient tax institutions.


At the same time, a growing body of research has qualified the resource curse argument by suggesting that it is at best an insufficient and perhaps even an unnecessary explanation for underdevelopment. To the extent that it is valid, the resource curse argument applies only to a subset of MENA economies. Not all countries in the region enjoy large natural resource endowments. When viewed from a larger historical and comparative perspective, resource inflows per se do not necessarily hinder development. Other oil-rich countries, such as Norway, have managed to escape the alleged inevitability of the resource curse. In the developing world, resource-rich countries such as Indonesia, a major oil exporter (and Muslim-majority country), and Botswana, which has vast mineral deposits, have also managed to attain sustained records of economic growth.


Even if we accept the claim that oil has allowed autocratic regimes to remain entrenched in the region, this would not by itself explain underdevelopment. International and historical experiences do not support the view that autocratic states experience less economic growth than democratic states. The evidence is that, on average, both types of countries have grown at the same rate over the past fifty years, but that the growth rate of autocracies has a larger variance. That is, there is a higher probability that an autocratic state will be either far above or far below the average, as compared to democratic states, where growth is more predictable (Besley and Kudamatsu 2008).


It is important to discern whether natural resources reinforce or exacerbate preexisting patterns of development or actually set countries on suboptimal development trajectories. We are not economic determinists. The development policy choices and ideological orientations of postcolonial leaders and the economic and political trajectories of Middle Eastern states have resulted from a combination of factors beyond resource endowments—including historical legacies of institution-building and the relative power of the distinct elements of ruling social coalitions as embodied in political settlements. Yet resource wealth alters the structural context within which political struggles unfold and policies are made. As a result, the development paths of oil-rich countries differ from those of their poorer neighbors. This is a topic to which we return later in the book.


The oil producers vary significantly among themselves. There are two possible angles from which to study these variations: a focus on oil per capita, and a focus on types of regimes.


As argued throughout this book, important differences, both political and economic, exist between oil-rich countries with large populations and those with a relatively small population. The first group has high levels of oil production per capita, while the second group has more modest (though still large) levels of oil production per capita. A striking difference between these groups is that the richer states, and especially those of the Gulf Cooperation Council (GCC), concentrate their efforts on distributing wealth to the population, often in the form of public-sector jobs as well as consumer subsidies, to buy social peace and preempt greater societal demands for accountability, while the group with more modest per capita oil production, such as Algeria, Iraq, and Iran, tend to allocate most of the oil rents among their elites and to use a large portion to finance a repressive apparatus that establishes their rule (Ali and Elbadawi 2012). These regimes also differ in the extent to which they rely on private-sector initiative, which tends to be more dynamic under those regimes with higher oil production per capita than those with lower oil production per capita, although all the oil-rich economies tend to be more dominated by their state given its sheer size (Beblawi 1990).


An emphasis on regime types and how they have evolved can be equally illuminating (see Chapter 3 for a more detailed discussion). The richer oil producers are all monarchies, while the countries with average levels of oil production per capita are republican and, at times, revolutionary states. It should be recognized that the republican oil exporters made strong attempts in their early phase of state-building (up until the 1980s) to spread public goods and rents widely: education and health services were rolled out quickly and comprehensively (even if at low quality), state employment was expansive, and subsidies for energy and consumer staples were at least as widespread as in the GCC. But with the failure of their development model, resources became spread so thin that the masses could not be pacified, hence necessitating repression. Moreover, these regimes were more brutal than the conservative monarchies at the outset, and they (at least initially) had a higher appetite for risk and for social engineering, and a sense that they were on the winning side of history. When resources dwindled, they naturally resorted to higher levels of repression and their bases narrowed.


Since two important differences in shaping development paths are how much a country relies on oil and its regime type, we use both angles as a way to classify countries in a typology that has some analytical teeth. We first divide our countries into three groups, depending on their level of oil production per capita (see Table 1.1), and in the next chapter we add in more fully the dimension of regime type.


1. Resource-rich labor-poor (RRLP): These are the countries with high per capita oil rent—we take the cutoff point somewhat arbitrarily at $10,000. The group includes the GCC countries, which are all monarchies, and Libya, which is a republican state. Libya stands at the margin of this group—its oil production per capita, at about $11,000 in 2010, is lower than all the GCC countries. At $23,000 per capita, Saudi Arabia is the distant second-lowest in the group.


2. Resource-rich labor-abundant (RRLA): These are the countries where oil production per capita varies between $250 and $10,000. The group includes Algeria, Iran, Iraq, Sudan, Syria, and Yemen. We note that they are all republican states. Syria, Yemen, and Sudan are in this group, but not Egypt and Tunisia, although their oil production per capita figures are not largely different ($250–$430 per capita for Syria, Yemen, and Sudan versus about $170 per capita for Egypt and Tunisia). However, these countries are more clearly different in terms of the relative importance of oil in their economy, as reflected by the oil/GDP ratio—Syria, Yemen, and Sudan have ratios in the range of 20 percent, while for Egypt and Tunisia the ratio is well below 10 percent.


3. Resource-poor labor-abundant (RPLA): We group here the countries with no or small oil production (below $250 of oil rent per capita). Egypt, Jordan, Lebanon, Morocco, Palestine, and Tunisia belong to this group. In these countries, oil rents per capita range from about zero, as in Jordan, Lebanon, Morocco, and Palestine, to approximately $167 in Egypt and Tunisia, where oil rents as a percentage of GDP are also far lower than in the other two country groupings, as noted previously.


This taxonomy is meant only to be suggestive—its boundaries are porous. Libya could have been classified as an RRLA country if we had picked a larger cutoff point for oil production per capita in defining our three groups. Egypt and Tunisia used to derive larger rents from oil in the past (19 and 9 percent of their GDP, respectively, in the 1980s), but these have fallen in the most recent period (to 6.3 and 4.1 percent of their GDP, respectively, in the 2000s). Syria used to also derive sizable revenues from oil, and while these revenues have fallen, they remain relatively large. And unless important new discoveries are made soon, dwindling Algerian oil reserves will turn that country into an RPLA in a generation. The oil wealth of Sudan and Yemen is recent. Some countries also have other significant sources for their rents—Syria, Jordan, and Egypt collect rents on their strategic locations, and Morocco’s exports are dominated by phosphates (30 percent).


PROLONGED DISCONTENT: TOWARD A POLITICAL ECONOMY OF THE ARAB UPRISINGS


Now that we are equipped with these analytical tools, let us go back to finding a broad answer to our initial question: how do the development paths of Arab countries explain why some of them experienced major revolts but not others, and how did the various regimes respond? A framework that not only explains the Arab uprisings but can be useful in thinking about the future should provide an empirically verifiable account of the socioeconomic and political evolution of the Arab republics that accounts for the persistence of autocracy until 2011 as well as for its eventual collapse. This new edition of the book focuses centrally on this challenge.


Different analysts would approach such ambitious questions in distinct ways. Some would stress contingency and agency, and undeniably, there are such elements in the particular timing of the uprisings in Tunisia and Egypt. But we contend here that there must also have been structural factors that opened up a window of opportunity from which the main protagonists in the uprisings profited. In this section, we examine each of the key structural factors in more detail in order to illustrate the framework that we have developed to depict the historical transformations that have affected the countries of the region in the past half-century.


TABLE 1.1. Gross Domestic Product, Oil Rents, and Country Classification in the MENA Region, 2010
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Source: World Bank, World Bank Indicators (WBI), and International Monetary Fund (IMF), World Economic Outlook (WEO).


Our account begins with the phenomenal rise of the state, followed by its rollback and the decline of public services, which coincided with a period of economic liberalization that relied more on markets than the state as an engine for growth. Both phenomena palpably increased insecurity among non-elite populations. With the state’s fiscal crisis and the adoption of market-oriented reforms, the social constituencies of authoritarian rulers gradually narrowed, allowing for the emergence of a class of privileged, well-connected elites who profited from special access to economic opportunities. The rise of crony capitalism and the growing de facto exclusion of the middle classes from opportunities for socioeconomic advancement across the region reflected shifts in economic structure. Perhaps most important, cronyism and rising economic insecurity fueled perceptions of both inequality and violations of norms of social justice. We also address the role of political Islam before, during, and after the revolts. Finally, we distinguish between the three types of countries defined earlier according to important differences between them with respect to the type of social demands made during the uprisings and the responses of regimes to these demands.


The Evolution of the Authoritarian Coalition, Social Change, and the Role of the Middle Classes


In the postcolonial period, the state played an unusually important role in economies across the Arab world. It is thus natural that the leading structural narratives on social discontent, even before the Arab uprisings, focused on the slow transition from quasi-socialism that began in the mid-1980s; the market liberalization and rollback of the state accompanying this transition, and ultimately the breakdown of the social contract underlying the autocratic bargain (Karshenas and Moghadam 2006; Yousef 2004). Such accounts cannot claim that state rollback was the proximate cause of the revolts, given the long time lag. Nonetheless, we cannot understand the ultimate collapse of the system without first understanding why and how reforms were delayed, which mechanisms were used by autocrats to remain in power even as market forces chipped away at their authority, and which contradictions emerged in this late autocratic “equilibrium” characterized by selective repression, co-optation, and cronyism.


In the post-independence period, rulers across the region, in both the “populist” republics and the “conservative” monarchies, expanded the public welfare infrastructure as part of state- and nation-building processes. In some countries, citizens had constitutional guarantees to basic health care and education. Thus, Arab citizens enjoyed important and tangible socioeconomic gains in the decades after independence, an experience that arguably raised their aspirations for themselves and their children. Access to basic services and stable employment provided a sense of economic security, while human development gains enabled earlier generations in post-independence Arab countries to enjoy some social mobility. Formal-sector workers have always received far more benefits and job security than the large portion of Arab populations who work in the informal sector. Formal-sector workers and especially civil servants and members of the security forces, then, were important foundations of authoritarian bargains across the region and therefore were more politically consequential for incumbent rulers. As a result, any breakdown in the public welfare infrastructure that affected employees in the public sector was bound to be politically risky.


The middle classes appear to be a central actor of change in the Arab republics. For decades, Arab autocrats had placed a premium on retaining the mainly secular, middle class–led parties and factions either within the authoritarian coalition or as part of the legal opposition. For the republics in particular, their Arab nationalist foundations were built on secular and liberal ideologies (Browers 2009). In the 1950s, leaders such as Habib Bourguiba and Gamal Abdel Nasser adopted an Ataturkian model of modernization (see Chapters 3 and 7), in which a strong secular state is a driving force for development and the middle classes play a legitimizing role. Thus, for Arab autocrats, losing their middle-class anchors was tantamount to becoming naked dictatorships with no operational narrative.


There are indications that the middle classes were hurt by the economic liberalization programs of the 1990s, and especially by their acceleration in the 2000s. Apart from the direct effects on the labor market, the interests of the middle classes have been threatened in many ways by the rollback of the state and the rise of neoliberalism. In addition, low public-sector wages fueled petty corruption in areas such as health and education, generating discontent from another major source. To be sure, governments retained important policies aiding the middle classes, such as subsidies on food and fuel. Given policy lock-in and the threat of political backlash from a key constituency in regime coalitions, it was difficult for governments to eliminate subsidies. As a result, the authoritarian bargain of the past decade evolved into an alliance between elite capital and elements of the middle classes that delivered economic benefits to coalition members, partly in the form of subsidies, but was less and less supportive of non-elite elements.


Beyond their relative size, the nature of the middle classes has changed over time. Until recently, experts did not seem to believe that the middle classes could play an active role in leading political change (Bellin 2002; Cammett 2007). As civil servants and employees of state-owned enterprises, the middle classes were effectively incorporated into the system, and thus their influence on policy formulation and ability to play the role of an “autonomous actor” were undercut. In response to economic liberalization, however, new market-oriented middle classes rose in the late 1990s that mostly comprised small merchants and industrialists, often in the informal sector, who benefited from the pro-market reforms as well as the small but expanding skilled component of the formal private-sector labor market. This group has been more politically active than older elements of the private sector (Nasr 2009). For example, the new pro-market middle classes of the region played an important role in the success of the Iranian revolution in 1979, they were instrumental in the rise of the Justice and Development Party (AKP) in Turkey, and they have become a more vocal and assertive element in the Moroccan business community (Cammett 2007; Catusse 2008; Demiralp 2009; Gumuscu and Sert 2009).


Deteriorating socioeconomic conditions combined with high aspirations increased discontent among the middle classes, resulting in their gradual withdrawal of support for authoritarian regimes. Dissatisfaction with the status quo, however, cannot simply be inferred from real economic conditions. Perceived conditions are more important in translating grievances into action than objective economic indicators. To understand the unraveling of authoritarian coalitions, we must comprehend how the middle classes interpreted changing socioeconomic conditions in their societies.


There is no evidence of a sharp spike in income inequality in the Arab countries—levels of inequality varied across the countries that witnessed mass protests, and the region as a whole does not exhibit particularly high levels of income inequality. Recent analyses indicate, however, that inequalities of opportunity were on the rise across the non-oil-exporting countries of the region. In the context of post-independence social bargains, in which citizens experienced and came to expect real social mobility as a result of state economic and welfare policies, the inability to advance socioeconomically may have been especially frustrating. In this respect, it may have been the inability of the new “liberalized” order to create sufficient numbers of good jobs to absorb the large cohorts of educated youth that generated much of the social frustration that ultimately led to the uprisings.


The Rise of Cronyism and the Job Deficit


By the mid-1990s, the ISI model was already bankrupt and reforms were under way to replace it with a more dynamic, private sector-led export model. But contrary to the “Washington Consensus” theory, which posits that market liberalization is the engine of significant economic growth, private-sector activity did not rise significantly over time. Instead of leading to a freer market, market liberalization saw instead the old regimes consolidating their shaky rule by forging new alliances with elements of the old elite capital and elements of the state bourgeoisie. In retrospect it can be seen that this new regime, dubbed “crony capitalism” by many, inflamed the passion of the Tahrir Square and Avenue Bourguiba demonstrators in three important ways. First, crony capitalism seems to explain the economic underperformance of the region. Second, it fueled perceptions of rising inequality, and in particular of inequality of opportunities. And finally, it signaled the narrowing of the authoritarian coalitions that were squeezing out the middle classes, a key constituency of post-independence Arab regimes.


Popular perceptions of business elites have become very negative in the region. Cronyism is now seen as the key characteristic of the economic opening that started in the 1990s and accelerated in the 2000s and as the source of many ills, including the job deficit, the rise in inequalities, and the perpetuation of authoritarian rule. The perceived “corruption” of the political and business elites was a key driving force of popular discontent. For example, a Pew survey reveals that in 2010 corruption was the top concern of Egyptians, with 46 percent listing it as their main concern even ahead of lack of democracy and poor economic conditions (Pew Research Center 2011). Changes in the corruption ratings of Arab countries in Transparency International’s Corruption Perceptions Index (CPI) confirm popular perception: for example, in 2005, out of 158 countries, Egypt ranked 70th, Tunisia ranked 43rd, Libya ranked 117th, and Yemen ranked 103rd. Perceived corruption increased markedly in the following three years. In 2008 Egypt dropped to 115th, Tunisia to 62nd, Libya to 126th, and Yemen to 141st out of 180 rankings on the CPI.


The literature on contemporary Arab capitalism is rich in describing the links between economics and politics. Some work analyzes state-business relations in the period prior to the uprisings in Egypt (Kienle 2001; Roll 2010; Sfakianakis 2004), Morocco (Cammett 2007; Catusse 2008; Henry 1996), Syria (Haddad 2012; Kienle 2002), Tunisia (Bellin 2002; Cammett 2007; Hibou 2006), and the Gulf (Chaudhry 1997; Hertog 2010; Moore 2004; Vitalis 2006), as well as in the region as a whole (Heydemann 2004; Schlumberger 2007). The precise nature of state-business relations has varied from country to country, with important ramifications for the dynamics of authoritarian stability and breakdown. For example, in the aftermath of the uprising, the importance of the military in the Egyptian domestic economy is well known, albeit in imprecise terms. The important stakes of military institutions and high-ranking officers in protected industries help to explain why the Supreme Council of the Armed Forces (SCAF), a key backbone of the authoritarian regime, allowed Hosni Mubarak to fall but stymied substantive democratization in post-Mubarak Egypt (Marshall and Stacher 2012). Without an understanding of the military’s role in the domestic political economy, it is impossible to make sense of political developments during and after the uprisings. In Tunisia, the fact that the military was far less central in the authoritarian coalition accounts in part for General Rachid Ammar’s unwillingness to fire on protesters, a key juncture in the overthrow of Ben Ali. Furthermore, the elite coalition in Ben Ali’s regime appeared to have narrowed much more than in Egypt, although this hypothesis deserves more systematic analysis. As a result, by the time mass protests erupted against the Ben Ali regime, many Tunisian capitalists, not being integrated into his networks of privilege, accepted his downfall. In Egypt, Gamal Mubarak and his allies had gained important footholds in the economy and profited from lucrative international deals, but this faction of the regime was counterbalanced by a strong and historically powerful protectionist bourgeoisie, which included, but was not limited to, the military.


THE ROLE OF POLITICAL ISLAM IN THE ARAB UPRISINGS


Before concluding, we need to bring in one additional and essential factor—the role of political Islam in the evolution of politics across the region both prior to and during the uprisings. In the aftermath of the Arab uprisings, Islamists became increasingly important if not, at least temporarily, dominant actors in Tunisia and Egypt and, to a lesser degree, in Libya and Yemen. It is widely accepted that the uprisings were not driven by Islamists or even by increased popular support for Islamists, who were the most vocal opponents of authoritarian rulers. Rather, Islamists were the main beneficiaries of the transitional political systems that emerged after dictators were ousted.


Although Islamists did not initiate or lead the revolts, they may have played an indirect role in driving the Arab uprisings.9 In particular, two situations related to political Islam may have contributed to the defection of the middle classes from authoritarian bargains. First, Islamists across the region had become less threatening since the 1990s because they had increasingly moderated their ideology and tactics. For example, in 2004 the Muslim Brotherhood in Egypt committed publicly to abiding by a constitutional and democratic system that called for the recognition of “the people as the source of all authority,” and it endorsed the principles of the transfer of power through free elections, the freedom of belief and expression, the freedom to form political parties, and the independence of the judiciary (Shahin 2005).10 The moderation of Islamists may have altered the calculations of socially liberal groups, whose members feared a takeover by Islamic parties because of their divergent views on issues such as civil rights, the separation of mosque and state, the role of women in society, and foreign policy. Even in the context of declining economic benefits, the middle classes may have opted to support autocrats as long as Islamists championed a very different picture of civic and political life. However, as more moderate Islamic parties emerged, they may have garnered more support, or at least tolerance, among the middle classes.11 At the same time, insurgent groups using violent tactics declined. If fear of Islamism had perpetuated authoritarian rule (Lust 2011), then declining fear of Islamism undercut support for dictators.


Second, some of the messages of Islamist parties, which emphasized corruption and the lack of social justice under authoritarian rulers, reflected and may even have amplified growing discontent among the middle classes. Indeed, the leaders and cadres of mainstream Islamist groups, such as the Muslim Brotherhood in Egypt and its branches and analogous organizations in other Arab countries, were composed of middle-class professionals who were shut out of employment and other opportunities under crony capitalist systems (Burgat 2003; Esposito 1997; Fuller 2004). Islamism does not offer a clear-cut and uniform ideology on the market, and Islamic thinkers and groups disagree on the extent to which the teachings of Islam call for redistributive measures. However, a dominant ideological strain associated with the rise of moderate Islamist parties, such as the AKP in Turkey, the Muslim Brotherhood in Egypt, and Al-Nahda in Tunisia, is congruent with middle-class redistributive goals and supportive of market-based systems. Islamists were not central actors in the uprisings that toppled authoritarian rulers, but their role in society and politics may have contributed to the defection of the middle classes from authoritarian coalitions, a key step in the breakdown of authoritarian rule.


While in opposition, the Islamist movements that initially came to power in Egypt and Tunisia had frequently criticized the economic policies of the previous regimes and promised to combat corruption, poverty, and inequality. However, in the face of the political turmoil generated by the rush to fill the power vacuum, write constitutions, and compete for elections, they were unable to move on any of their big promises. Islamist commitments to promote social justice, reduce subsidies in order to provide more fiscal space in budgets, attack cronyism, and eliminate waste in bloated bureaucracies have not been realized during their short period at the helm of the economy.


CONCLUSIONS


Although the three variables that undergird our analysis—state institutions and policies, economic growth patterns, and social actors—will be treated sequentially in the following chapters, one should not lose sight of the fact that they interact simultaneously. We begin with a more detailed presentation of our understanding of economic growth and structural change in Chapter 2, followed by a fuller discussion of the types of political regimes in Chapter 3. Later in the book, we detail the range of social actors whose preferences and behavior shape and are shaped by state policies and the economic context (see especially Chapters 11 and 12). A full consideration of the development and evolution of state institutions and social actors requires a detailed investigation of trends in human capital and labor markets, the ecological environment, the rise and decline of the public sector, and macroeconomic trends in the Middle East. Subsequent chapters elaborate on the context in which the rapid social and economic change in the region over the past one hundred years has occurred.


NOTES


1. See Pepinsky (2009) and Slater (2010) on the importance of coalitions for authoritarian durability.


2. Douglass North (1990, 3) defines institutions as the “humanly devised constraints that shape human interaction.”


3. Sen (2013, 76–78) associates these distinct approaches to institutions and economic development with the work of Daron Acemoglu and James Robinson (2012) and Mushtaq Khan (2010), respectively.


4. North et al. (2013) show how coalitions that become “too” large require large rent extractions that end up hurting the economy when they become unsustainable.


5. See Haggard, Kang, and Moon (1997) for a critique of Kohli’s account of the Korean experience.


6. The free-rider problem arises when an actor cannot be excluded from the benefits of collective action. Consequently, he or she may shirk or fail to participate, but still reap the benefits; he or she thus gets a “free ride” on the efforts of others. See the classic treatment by Mancur Olson (1965) and the more nuanced analyses of Robert Axelrod (1984) and Elinor Ostrom (1990).


7. A wide variety of minerals are exploited, but with the exception of phosphates in Morocco and Jordan, no country’s output amounts to even 5 percent of world production. Morocco and Western Sahara hold over two-thirds of the world’s phosphate deposits, and Morocco is the third-largest world producer. Algeria and Turkey produce some iron ore, and only Turkey has significant coal deposits. All of this is in marked contrast to the region’s hydrocarbon resources.


8. The term “Dutch Disease” derives from the experience of the Dutch economy with the large influx of North Sea gas revenues in the 1970s (see further details in Chapters 2 and 9).


9. During the sustained protests in Tahrir Square that led to Mubarak’s resignation, the Muslim Brotherhood and other Islamist groups (along with other non-Islamist citizen groups) helped to solve the coordination problems that constrained social mobilization by opening up mosques as meeting points and medical treatment centers.


10. Similar moderation took place in Turkey and Tunisia. In Turkey, a combination of the lessons from repression, opportunism, and the growth of a friendly middle class compelled the AKP to moderate (Demiralp 2009; Mecham 2004). In Tunisia, the Al-Nahda leadership claimed in 1981 that “we have no right to interpose between the people and those whom the people choose and elect” (Tamimi 2001).


11. In Egypt, state repression increased after the electoral gains of the Muslim Brotherhood in the 2005 elections. When the party emerged as a credible alternative, the ruling regime cracked down on it more forcefully (Osman 2010).
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ECONOMIC PERFORMANCE AND SOCIAL OUTCOMES


In 2010 the total population of the countries in the MENA region was approximately 507 million, or roughly 8 percent of the population of all developing countries. Three countries in the region—Turkey, Iran, and Egypt—have populations exceeding 70 million, which is comparable to Italy, France, or the United Kingdom, but the region also contains eleven countries with populations less than 10 million and seven (Algeria, Morocco, Iraq, Saudi Arabia, Sudan, Syria, and Yemen) with populations between 20 million and 40 million.


There are now more than four times as many Middle Easterners and North Africans as there were in the late 1950s. The region’s population is growing at about 2.2 percent per year, which means that it will double in about thirty-two years. Within just three generations, the region’s population will have increased twelvefold. The current number of residents in the greater Cairo area, at more than 17 million, exceeds the total population of Egypt in 1919 (12–13 million). Of all major world regions, only the population of sub-Saharan Africa is growing more rapidly. Because of this rapid rate of population growth, most people in the region are young—about half the population is under twenty-four years old, and nearly two-thirds are younger than thirty. A large and growing percentage of these people live in cities. (Chapter 4 delves more deeply into the demographic characteristics of the region.) Although different countries use different criteria for defining a “city”—making cross-country comparisons notoriously unreliable—at least 58 percent of the inhabitants of the MENA region live in urban areas, with, again, wide variations among countries. Cities were always central to the pre-industrial and precolonial social formations in the region, and their importance has steadily increased: the region now has more than sixteen cities with more than 1 million inhabitants.


In 2010 the region’s total gross domestic product (GDP) hovered around $3.5 trillion, which is a bit more than the GDP of Germany (see Table 2.1). The countries in the resource-rich labor-poor (RRLP) group had the largest GDP, at about $1.2 trillion (about the size of Korea’s or Mexico’s GDP), followed by the resource-rich labor-abundant (RRLA) group at $882 billion (about the size of Malaysia and Thailand combined), and then by the resource-poor labor-abundant (RPLA) group at $425 billion (the size of Iran’s economy). Turkey ($730 billion) has the highest GDP in the region, followed by Saudi Arabia ($527 billion).


The region displays a huge diversity in per capita income. More than any other major region. It includes extraordinarily wealthy city-states—incomes per national in Qatar and the United Arab Emirates (UAE) are the highest in the world—and high-income countries (Bahrain, Israel, Saudi Arabia, Oman, Kuwait) whose inhabitants enjoy a material standard of living like that in the developed countries. At the same time, the average Sudanese lives in poverty as extreme as that in sub-Saharan Africa, and millions of Egyptians, Moroccans, Sudanese, and Yemenis live very close to subsistence.




 






    BOX 2.1 Gross Domestic Product and Its Measurement


    Economic growth is usually measured by gross domestic product (GDP) in a unit of common currency, usually dollars, in order to facilitate international comparisons. GDP is obtained by weighing all outputs by their prices and adding them up. Since output and income are closely related concepts, the measure also serves as a kind of summary statistic for the level of income in a country. When expressed in per capita terms, the GDP is often employed as a crude indicator of average social welfare. A more precise measure of average income is given by the gross national income (GNI), which essentially adds remittances to GDP.


          Several criticisms have been made of this concept. First, measurement errors, particularly for natural capital, may be serious. This problem is particularly acute for those countries that sell oil. Some of the GDP in the Gulf is not “income” but “liquidation of capital.” Second, measurement problems go beyond negative environmental externalities. For example, measured GDP usually excludes nonmarketed output and thus tends to neglect household production; much of women’s contribution to production thus escapes notice. A variant of this problem is that the value of production and services in the “informal sector” is at best crudely estimated. As we shall see in subsequent chapters, the informal sector plays an important but poorly understood role in Middle Eastern economies.


          Third, the use of official exchange rates as the common denominator for international GDP comparisons introduces further distortions. To say that the average annual income in Egypt is US$1,000 evokes the image of an American buying only US$1,000 worth of goods in a year. In fact, however, an Egyptian with the equivalent of this dollar sum, when converted at the official exchange rate, would be able to buy more goods and services than the American because the price of nontradable goods (for example, housing and haircuts) in relation to the price of tradable goods (such as wheat, cars, or textiles) is typically much lower in less developed countries (LDCs) than in developed countries (DCs). Using official exchange rates to compare incomes across countries ignores this difference. Even if Egyptians spent the same percentage of their income on nontradable goods as Americans (which is unlikely, given the relative prices), the Egyptians’ purchasing power relative to the Americans’ would be understated by using official exchange rates to compare them (Kravis, Heston, and Summers 1978). In Figure 2.1, we also depict GDP per capita at purchasing power parity (PPP) prices, and there the disparity between the two measures can be seen. For example, the average Egyptian has the US purchasing power equivalent of $6,140, not $2,662, available to spend. Incomes measured in PPP dollars tend to be more different from straight dollar incomes in poorer countries because their citizens tend to have a larger share of nontraded goods in their consumption baskets.


          Fourth, GDP per capita offers no evidence on distribution or happiness. Therefore, one can use increases in GDP as an indicator of increasing social welfare only with great caution. Also, research suggests that increasing GDP (or increasing personal incomes, for that matter) has little impact on how well off people actually feel (see, for example, Easterlin 1995; Layard 2005).


          Despite these problems and issues, the GDP, employed with caution, offers us the most comprehensive available set of statistics on national income. We take the problems described here as cautionary notes about the concept rather than devastating criticisms, if only because national governments often behave as if increasing (measured) national income is a central policy (and political) goal.


          Thus, in assessing the numbers in the following tables and figures, several things should be kept in mind. First, the data are often merely the best guesses of informed observers, and for some of the least developed and poorest countries they are of very poor quality. Second, GDP as a measure of welfare has inherent limitations. Thus, for all countries, data should be taken as indicating orders of magnitude rather than precise “truth.” Third, the data are especially noisy in countries where economic growth started from a very low base (Yemen, Oman, Sudan) or where devastating wars led to great destruction and growth collapses.






 





The diversity of experience with economic growth and structural change is just as wide. At one extreme, MENA contains not only industrialized and developed Israel but also Turkey, formerly the heartland of one of history’s greatest empires and a pioneer in industrialization outside of Europe and Japan. Some other important distinctions are found in the rates of growth and structural transformation; the size, efficiency, and diversity of industrial production; the trend in agricultural production; and the composition of international trade.


This chapter describes the evolution of economic growth in the region since the 1960s and explores how it has differed over time and across our three categories of countries. After reviewing the region’s performance, we look at its transition from an import substitution model in the 1960s to an export promotion model after the 1990s, describe the contours of this massive policy shift, and evaluate its costs and benefits from an economic and social perspective. We also argue that while the uprisings of 2011 cannot be directly attributed to this shift, its various repercussions laid the basis for the social discontent underlying them.


LONG-TERM GROWTH WITH MODEST RESULTS


Between 1960 and 2010, there was nothing particularly notable about GDP growth in the MENA region as a whole compared to that of other developing regions of the world. The long-term performance of the region has been neither extraordinarily good nor extraordinarily poor—its average long-term rate of GDP growth over the past fifty years stands at 4.9 percent a year, a reasonably solid performance by historical and international standards. The region’s long-term average GDP growth over this long period, which is shown in Figure 2.1, is a bit higher than the average for the world’s middle-income countries (4.7 percent) and also more than the world’s low-income countries’ average (3.4 percent). Comparing the MENA region to other regions of the world, we see that it grew at about the same average rate as South Asia (5 percent), at a faster rate than Africa (3.5 percent) or Latin America (3.8 percent), but at a much lower rate than East Asia (7.3 percent).


FIGURE 2.1. Gross Domestic Product per Capita in the MENA Countries, 2010


[image: FIGURE 2.1. Gross Domestic Product per Capita in the MENA Countries, 2010][image: ]


Source: World Bank, World Bank Institute (WBI), and International Monetary Fund (IMF), World Economic Outlook (WEO).


The average GDP total and per capita real growth rates that are shown in Figure 2.2 are unweighted averages over time and over countries. We use unweighted averages because our goal is to illustrate the performance of an average country of the region, and for each of the three types of countries introduced in Chapter 1, rather than that of the average Middle Eastern individual. If we weighted these figures by the size of each country, the (population weighted) averages would mainly reflect the performance of the larger countries.


It is not surprising that, on average, the MENA region’s GDP grew more rapidly than that of other LDCs, given the impact of the oil boom and fast population growth. But averages often hide more than they reveal, and the reality is gloomier when we look at economic performance with greater detail. In particular, there are several reasons why the growth performance of most of the countries of the region was much less positive than implied by a simple average. First, economic growth needs to be compared with population growth in order to evaluate effective economic performance, and population growth has been very rapid in the region. Second, the economic performance differs quite a bit within and among the various types of countries. Third, the variability of growth over time matters, as variability is itself bad for growth and the goal of good economic management is to avoid booms and busts.


FIGURE 2.2. Economic Growth in the MENA Region and in Other Regions of the World, 1960–2010
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Source: World Bank, WBI data.


Note: Standard deviation of mean GDP growth (%) is in parentheses.


Elaborating on the first point, economic performance indeed looks more modest by international standards when it is juxtaposed with the region’s high population growth. On a per capita basis, GDP growth was much less impressive. Population growth rates for the region as a whole were on average 2.7 percent a year over the period; thus, one can mechanically compute the average growth rate of GDP per capita for the countries of the region as approximately 2.3 percent over the fifty years. This is quite a poor performance by international standards—below that of the middle-income groups (2.8 percent) and only about half as good as East Asia’s stellar performance (5.6 percent). And if we computed GDP growth on a per labor basis, instead of a per capita basis, the region’s performance would look even worse, since the labor force grew faster than population until the early 2000s in much of the region. In many countries, and especially when the youth bulge was at its height around 2000, the rate of growth of output was not sufficient to keep up with the growth in the labor force—which was above 3 percent during the 1990s. As a result, average wages in many countries today are at levels not too different from where they were in the 1970s (International Labor Organization 2013b). On the second point, it is striking how extremely variable growth has been over time and across countries. As we discuss in more detail later, there are several causes for this variability, including the relation between economic growth and the price of oil, the costs of socioeconomic adjustments as much of the region moved from state-led to market-led economies around the 1990s, and the devastating effects of various wars on the economies of particular countries. The one period with the lowest economic growth rate was somewhere in the 1980s and 1990s when most of the countries experienced a “lost decade.” The lost decade, which was shorter in some cases and longer in others, coincided in most countries with the height of the youth bulge, when the share of labor entrants to total population was at its maximum. In other regions, and particularly in East Asia, this created a demographic dividend: the labor force grew faster than population, thus providing an extra push to GDP per capita. In the Middle East, however, the youth bulge coinciding with rough economic times complicated matters further and led to rising social frustrations. The lost decade depressed the long-term performance of the region in important ways. Moreover, as we argue throughout this book, what happened then on the economic, social, and political fronts, including the rollback of the state and the shift to market economies, initiated social and economic processes that ultimately led to the 2011 uprisings.


In Figure 2.2, we can see that economic performance varied quite a lot among the three types of countries. If we focus on GDP growth, it is apparent that the RRLP group did best, growing at 5.6 percent a year; this is a remarkable average over such a long stretch of time, and the fastest growth rate for any single region besides East Asia. (GDP per capita is low in the RRLP group because the huge influx of foreign workers distorts the “per capita” aspect.) Given the huge contribution of oil wealth to this growth, this performance is not too surprising, but it does stand in sharp contrast with the notion of a “resource curse.” More surprisingly, it is the RPLA group that comes in second: its 5.26 percent growth is good performance by global standards, and its per capita performance of only 2.76 percent, while weaker, nevertheless remains around the middle-income average.


The RRLA region, which is rich in both oil and people, comes in a distant third place at 4.4 percent average growth per year (and at only 1.3 percent on a per capita basis). This reinforces the suggestions of Chapter 1 that this group of countries seems to have been hit the hardest by the oil curse. Indeed, the countries exhibiting the lowest performance are those that were once believed to show the greatest promise, as they could combine oil wealth with a large population to develop into industrial giants. Iraq, Iran, and Algeria all had such promise and plans, but they all got mired in internal and external conflicts that ended up undermining their economic potential. Syria has now entered just such a destructive phase.


This brings us to our third point about the variability of growth over time. This variability is partly a result of the dependence of the region on oil revenues—oil prices are determined by international markets and have themselves shown a great deal of variability over time. It is therefore no surprise that the very large variability of growth across periods, especially in the resource-rich countries, is a defining dimension of growth in the region, especially as compared to the rest of the world. We can see this in the coefficients of variation of the growth rate, which are also depicted in Figure 2.2. The standard deviation of growth over the fifty years is about equal in RRLA and RRLP countries, at around 4 percent, and also about equal to East Asia, which, as we have seen, had much larger growth rates. The standard deviation of growth is 3.35 in RPLA countries, which is also larger than the various global averages, with the exception of the East Asia/Pacific region and the region comprising Europe and Central Asia.


One can also see this more directly by looking at the growth rates of our three groups over time in Figure 2.3. Each of these rates varies much more than the rates of the other middle-income countries of the world, and they have a greater tendency to oscillate, more so during some periods (the 1970s and mid-1990s) and less so during others (the 1980s and after 2005). The RRLP countries in particular show an extremely variable growth rate—on a per capita basis, for instance, Saudi Arabia grew at extraordinary rates of around 8 percent a year during the 1970s, shrank to rates of somewhat more than 5 percent a year during the 1980s, and had an essentially flat GDP per capita in the 1990s–2000s.


As noted earlier, these variations over time in economic performance were due in part to oil prices and in part to the effects of the structural adjustment period of the 1980s. The two factors actually interacted in several ways. Oil prices experienced two main periods of boom: one in 1973–1979, and the other more recently, in 1998–2014 (at this writing). In the first two decades after 1960, economic growth and structural change proceeded briskly in the region, initially because statist policies work for a while before running into contradictions, and later because the first oil boom in 1973 allowed states to continue with such policies after they had run their course. The 1980s and parts of the 1990s were marked by the collapse of oil prices, which forced policy adjustments and resulted in lower growth. From the mid-1990s until the uprisings of 2011, growth resumed in most countries, and even when it seemed to start to taper off, it was boosted by a second oil boom in 1998.


FIGURE 2.3. Annual GDP Growth Rate for MENA Countries and World Middle-Income Countries, 1960–2010
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Source: World Bank, WBI data, and IMF, WEO.


Figure 2.4 shows the changes in crude oil prices as well as the changes in regional oil revenues between 1960 and 2010. Oil prices are expressed in constant 2010 dollars, so that they can be compared over time. The two peaks of 1973–1979 and 2007 in regional oil revenues are immediately apparent. The first oil boom had spectacular effects: as oil prices quadrupled between 1972 and 1979, reaching nearly $100 per barrel in 1979, oil revenues in the region jumped from less than $100 billion in 1972 to over $700 billion in 1979—at the time, this represented nearly 50 percent and 90 percent of the GDP of the RRLA and RRLP countries, respectively. The second and more recent boom is equally spectacular, if not more so: it has brought the region over $900 billion in direct oil revenues, which amounted to nearly 40 percent of GDP in both RRLA and RRLP countries in 2010. In between, however, there was a long period when oil prices oscillated between $20 and $40 per barrel and revenues were only around $200 billion a year—less than 20 percent of the region’s GDP. These are huge variations with equally huge effects, which will be discussed throughout the book. Oil production represents an important share of the gross national product (GNP) in both RRLA and RRLP countries. It is interesting to observe that the RRLP countries became more diversified over time, while diversification decreased over time in the RRLA countries.


FIGURE 2.4. Oil Rents for MENA Countries and Crude Oil Prices (in billions of 2010 US dollars), 1960–2010
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Source: World Bank, WBI data, and IMF, WEO.


The oil importers benefited from high oil prices, too, even though they had to pay more when they imported oil. Some countries like Egypt and Tunisia had some oil production, but labor remittances and assistance from oil-rich countries did much to redistribute oil rents across the whole region. Both remittances and aid from oil producers went up and down with oil prices, which explains why the importers’ fortunes also followed the same cycle of boom and bust.


Poorer countries, especially those of the Mashrek region (and in particular Lebanon, Jordan, Palestine, and Yemen), benefited from large remittances from their workers who flocked to the oil-producing countries, especially during the 1970s and 1980s (see Table 2.1). The sheer size of the number of migrant workers sets the region apart. For the RPLA countries as a group, workers’ remittances have averaged between 10 and 13 percent of GDP since the 1980s, with fluctuations over time loosely connected with the price of oil. Jordan, Lebanon, and Palestine received between 8 and 13 percent of their GDP from such sources, while Morocco and Egypt received between 5 and 10 percent. Migration to the rich Gulf Cooperation Council (GCC) countries benefited the migrant workers handsomely, but it often deprived the labor-exporting countries of some of their best skills.


TABLE 2.1. External Monetary Flows (as a percentage of GDP) in the MENA Region, 1970s to 2010


[image: TABLE 2.1. External Monetary Flows (as a percentage of GDP) in the MENA Region, 1970s to 2010][image: ]


Source: World Bank, World Bank Indicators (WBI), and International Monetary Fund (IMF), World Economic Outlook (WEO).


Official development assistance (ODA) rose at the same time—especially during the oil booms of the 1970s and 2000s (see Table 2.1)—in part owing to support by GCC countries, with the frontline states of Jordan, Palestine, Egypt (until its peace agreement with Israel in 1982), and Syria being the largest beneficiaries of this aid. Added to this was Western aid, especially from the United States, first to Israel and Egypt, then to Jordan, and more recently to Iraq; the increased involvement of the European Council in the region under the guise of the Southern Mediterranean program; and the involvement of the international financial institutions, with the International Monetary Fund (IMF) most active during economic crises. As a result, most RPLA countries receive generous support to the tune of 5 to 8 percent of GDP. With the notable exceptions of Sudan and Yemen, the poorest members of the group, the RRLA countries, on the other hand, did not receive large amounts of aid or of remittances—they were too rich to engage massively in labor import, and they were unable or not interested in attracting external support.




 






    BOX 2.2 The Concept of Economic Rent


    Economists define rent as the difference between the market price of a good or factor of production and its opportunity cost. Owners of certain assets or providers of certain services enjoy strategic positions in markets that allow them to set prices well above the opportunity cost for what they are providing. When oil prices quadrupled in the 1970s, the new market price reflected neither increases in the cost of production nor new investment. Rather, consumers of petroleum had to accept the new price, and only with the passage of considerable time could they reduce their consumption through improved efficiency in energy use. In the interim, the oil-exporting states of the MENA region reaped enormous rent streams.


          A host of ills have been attributed to these rents—which may be referred to as “external”—by analysts of the Middle East. Access to rents has allowed several states to avoid improving the efficiency with which their economies produce anything and has particularly hurt those sectors producing tradable goods. Rents have allowed governments to avoid heavily taxing their own citizenries, thereby breaking that vital, often adversarial link between governments and the people they tax. Out of such links, governmental accountability may flow; in their absence, governments may ignore their citizens.


          External rents are not confined to petroleum revenues. Several Middle Eastern nations had continuous access to “strategic rents” throughout the Cold War era. Countries enjoying peculiar geostrategic value in the confrontation between the two superpowers could count on financial flows and aid designed quite openly to buy their allegiance to one side or the other. Israel has been by far the greatest regional beneficiary of strategic rents: by some accounts, US assistance to Israel averaged $14,630 per Israeli over the period 1949 to 2004. Starting from low levels in 1959, assistance climbed to roughly $3 billion per year for the twenty years from 1984 to 2004. By 2004, US aid amounted to some $638 per Israeli. The nearest competitor was Jordan, with $285 in aid per Jordanian. Egypt and the Palestinians lagged far behind in per capita terms, with $30 and $34, respectively. The non-economic rationale behind these transfers is evident.


          Not all economic rents are external. The notion of “rent-seeking behavior” refers primarily to the search for strategic privilege in domestic markets. Such privilege is usually bestowed by public authorities through the issuance of import licenses, targeted tariff protection, franchises, and the like. When the privileged are protected from competition in specific markets, revenues and profits are generated without changes in productive efficiency or new investment (beyond the cost of acquiring the privilege). We also refer to this type of rent later in the book as a “regulatory rent”—a type that a state sometimes uses to strengthen its elite coalition when other sources of rents collapse.









THREE PHASES OF DEVELOPMENT


Economic growth in the MENA region was determined in important ways by its development strategy: first, a rising period under import substitution and state activism, which ultimately led to economic contradictions; followed by a period of structural adjustment that saw over a decade of low growth; and finally, a more liberal period focused on export-led growth that saw larger, but still relatively modest, growth rates. These phases were determined, delayed, or exacerbated by the oil cycle, which had important effects on all countries, including importers through remittances and regional aid. Let us now look at each of the three phases in more detail.


The Import-Substitution and State-Led Industrialization Period: The 1960s and 1970s


In the early phase of development post-independence, growth in the MENA region was among the highest in the world. In the 1960s, 1970s, and early 1980s, growth shot up from the relatively low levels experienced during the 1950s as the region benefited from the early phase of the state-led development model (see Chapter 7 for more detail). This period was the height of a movement that had started earlier in the 1950s with the rise of nationalist states and the middle class, investments in human development, and dynamic growth policies fashioned on the Turkish Attaturk model. Economic growth was rapid, at 3 to 4 percent a year on a per capita basis, and reflected high rates of investment and accumulation as well as increased productivity linked to investment in human capital. Oil exporters did particularly well, boosted by the extraordinary rise in oil revenues after 1973. Iran (in the 1960s) and Saudi Arabia (in the 1970s) grew at about 8 percent per capita. But others benefited as well from the regional tide and also grew fast: during the 1970s, Syria was growing at 7 percent a year, Jordan at 12 percent, Tunisia at 5 percent, and Lebanon and Palestine at double-digit rates. For the RPLA countries, per capita incomes tripled from around $500 in the 1960s to about $1,500 in the early 1980s.


The first few decades after independence also witnessed major gains in quality of life indicators. For example, in 1960 the infant mortality rate (IMR) was slightly higher in Arab states (154 deaths per 1,000 births) than in sub-Saharan Africa (151 per 1,000 births). In 2011 the IMR in the Arab world was 30 per 1,000 births while it was 86 per 1,000 births in sub-Saharan Africa. Over a forty-five-year period, the Arab states maintained the highest annualized rate of IMR reduction at 3.6 percent, which was three times faster than Africa (1.2 percent), one-third faster than Asia (2.7 percent), and slightly faster than Latin America (3.4 percent). (We look at progress in health and education in more detail in Chapter 5.) In addition, poverty rates declined significantly in the Middle East more than in other regions of the Global South.


During the 1950s and 1960s, import substitution industrialization (ISI), typically led by a highly interventionist state, was the development strategy of choice in the Arab world, and indeed among most LDCs. Its logic is certainly compelling. ISI is designed to move traditional economies to an industrial footing by engaging in the production of manufactured products for local markets under some trade protection before infant industries have to face the rigors of the international markets once they grow and become more efficient. It was hoped that, through ISI, developing countries could escape the agrarian trap into which they had been thrust by imperialist powers or, more anonymously, by the international division of labor. As industrialization gathered steam and raised domestic incomes, new markets would grow and the infant industries would achieve economies of scale that would make them competitive globally. The process is supposed to be cumulative: the first industries developed will produce backward linkages, stimulating new enterprises in capital goods, basic metals, machine tools, and the like. In Egypt, where this strategy was vigorously pursued during the 1960–1965 period, the hope was that the textile sector, using Egyptian cotton and replacing foreign imports, would give birth to an industry to manufacture spinning and weaving machinery, which itself would utilize steel from the new iron-and-steel complex.


Turkey was the first among Middle Eastern states to pursue an ISI strategy. When Mustafa Kemal Atatürk’s republic was founded at the end of World War I amid the debris of the Ottoman Empire, he was determined to transform it into an industrial and “Western” industrialized nation. During the 1930s, the Turkish state began to launch industries in textiles, cement, and basic metals. Next door in Iran, Reza Khan, the founder of the Pahlavi dynasty, was moving in a similar direction. With Algeria’s independence in 1962, all major states in the Middle East had won formal sovereignty. With rare exceptions, these states also pursued, to varying degrees and with different ideological underpinnings, ISI strategies. Such a strategy made good sense for the larger economies with important domestic markets that could sustain large industrial units, but ISI made less sense for the small economies. The most determined efforts to follow in Turkey’s footsteps were undertaken by Egypt, Iran, Tunisia, Algeria, Syria, Iraq, and Israel. ISI strategies typically rely on publicly owned enterprises, mainly because the initial investments are usually very large and beyond the capacity of local entrepreneurial groups. Public enterprises also confer valuable instruments of social control on regimes that are eager to consolidate power.


In spite of these efforts in the Middle East and elsewhere, ISI experienced widespread setbacks, which stemmed primarily from the degree of protection granted to the infant industries and the proportion of public resources devoted to them at the expense of the agricultural sector. Agricultural sectors were taxed to provide an investable surplus for the new industrial undertakings, while the foreign exchange earned from agricultural exports went to pay for the tecÚologies, capital goods, and raw materials required by the industrial sector. When these income transfers caused slower agricultural growth, the large rural populations could not generate the demand to keep the new industries operating at full capacity. Consequently, idle capacity and production costs rose, but because these industries were protected against cheaper imports by high tariffs and enjoyed monopolies in domestic markets, they had no incentive to keep costs down. In addition, because these industries were generally capital-intensive and did not provide large numbers of jobs, they were unable to meet the challenge of providing jobs for rural workers abandoning a depressed agricultural sector for a livelihood in the cities.
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