Foreword by the Director of UNDP
Regional Centre for Arab States, Cairo

This second Development Challenges Report, coming at a time when the region is passing
through a critical historical juncture, attempts to go beyond the numbers to uncover
processes that have underpinned mutually reinforcing drivers of social, economic and
political exclusion. The report was led by the United Nations Development Programme’s
(UNDP) Regional Centre in Cairo (RCC). Its core team is composed of RCC’s Poverty and
Governance Practices. The report is the result of fruitful collaboration between the UNDP,
International Labour Office (ILO), Food and Agriculture Organization (FAO) and OXFAM, as
well as leading regional and international experts.

As in the first Development Challenges Report, which was published jointly with the LAS and
endorsed by the Arab Economic and Social Development Summit in 2009, this report argues
that the development model followed in the Arab region can be placed on a more socially
just foundation. It attempts to solve ‘riddles’ such as whether inequality is low and fairly
stable, as the data shows, or high and rising, as observed by the naked eye. It also aims to
determine whether the region is truly devoid of mass poverty or if the wrong yardstick was
used to measure it. On both these counts, the report casts doubt on the ability of current
data to reflect the reality and offers some pointers for more in depth work to close the gap
between data and reality.

The report’s main conclusion is that in order to respond to the demand for dignity, social
justice and freedom, the state needs to adopt a “developmental state” model that is based
on a new social contract of mutual accountability and to shed the rentier based political
economy model. This would mean that the state becomes more responsive and accountable
to the citizen and allows for the citizen to take a more proactive role in societal affairs and
breaks the vicious pattern of dependence on the state that has been the hallmark of the
Arab social contract.

The report also argues for redefining the role of the state in the region and its relationship
with the market. The Arab street has made clear that it is no longer willing to accept
substandard public services and a private sector made up of politically well-connected
businessmen who earn huge profits by virtue of political connections, which allowing
them to avoid taxes and charge non-competitive prices. Rather than considering that there
is a dichotomy between the state and the market, the report emphasizes the symbiotic
relationship between the two: the state provides the required support for a flourishing,
inclusive private sector, which in turn exercises social responsibility by paying taxes and
ensures decent working conditions for its workforce.

While capable and accountable states can change significantly through more prudent use of

national resources, it is clear that regional economic cooperation is critical for allowing Arab
countries to break out of their current patterns of unbalanced development, currently largely

iv | Arab Development Challenges Report 2011



dominated by extractive industries. Stronger economic integration can help create a market
of 350 million people. It should ideally involve both private and public investment flows
from oil-rich Arab countries to the lesser developed regions. The region can create structures
similar to European Union structural funds that had a crucial role in facilitating the political
and economic transformation of Spain and Portugal following their democratic revolutions.
The free flow of goods, services, capital and sustainable migration of labour could allow
the region to enhance its capacities for food production (particularly high-value crops) and
selected niche- manufacturing sectors.

Public debate of what needs to change should lay the foundations for sustaining the
momentum of the “Arab Spring.” There is no reason for this region not to attain the best
developmental outcomes, given its substantial financial, human and natural resources.
Even in the current difficult global economic and political context, an Arab resurgence is
possible if only the energy of the region’s youth is marshalled to turn the region’s challenges
into opportunities.

) Caz;__.

Paolo Lembo
Officer in Charge UNDP Regional Centre for Arab States, Cairo
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Foreword by the Report Task Leader

On 29 March 2007, the Summit of the League of Arab States called for a Special Arab
Summit to be exclusively devoted to the discussion of economic, developmental and social
issues. The motivation for holding such a specialized Arab Summit was a widely shared
consensus view that emphasis on developmental issues could substantially enhance Arab
cooperation in a phase dominated by some politically divisive issues. Moreover, there was
recognitionamong Arab policy makers that theregionis passing through a critical historical
juncture with threats not only to national security, but also to social and economic security.

The first report, commissioned by the LAS Ministerial Committee in preparation for
the first-ever Arab Economic and Social Development Summit in January 2009, was
jointly prepared by the LAS and UNDP. Entitled “Development Challenges in the Arab
Region” it was divided into two volumes: the first and more comprehensive volume
addressed a wide range of social and economic development challenges from a human
development perspective; the second focused on the food security challenge per se.
Each volume began with a review of development-related stylized facts which set the
stage for the identification of the challenges and hence policy directions and options.
The report was endorsed by the 2009 Arab Economic and Social Development Summit
held in Kuwait and a recommendation was made to issue the report on a regular basis.

Against this backdrop, work began on producing a second Development Challenges
Report initially focused on the multiple underpinnings of poverty and unemployment,
particularly at their nexus with governance and environmental challenges. With the
eruption of the youth uprisings in the region, the focus shifted towards exploring
alternative solutions and a range of development policy options to help redress
the underlying causes that gave rise to widespread popular grievances and
discontent. These grievances were clearly encapsulated in the case of Egypt and
Tunisia by the slogan “bread, freedom and social justice” — a slogan that underlines
the interdependence of inclusive governance and economic and social inclusion.

This report analyses key interlocking development challenges in the Arab region
that are the underpinnings of the growing impetus for positive transformative
change. It also seeks to provide a menu of options to address the challenges in a
manner that paves the way for smooth transitions and transformations that are in
direct response to the aspirations of the people of the Arab region towards human
dignity. Building on practical experience and knowledge at the global, regional and
national levels, this report highlights our understanding of the triggers at the core of
the wave of contestations in the region and the means through which Arab countries
can transform themselves from “rentier” to “developmental” states. To this end, the
report presents Arab decision makers with a menu of policy options to move beyond
temporary "band-aid” solutions and to directly address the development challenges.

Despite the enormity of those challenges, the report is generally optimistic. The

authors repeatedly make the case that the main goals of poverty reduction, economic
diversification, employment generation and food security are attainable and that social
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justice and equity, voice and accountability are intrinsic to reaching these goals. This region
is well equipped with a large and youthful labour force hungry for decent employment.
It has industrial and agricultural potential, knowledge and expertise and the financial
resources to use the most up-to-date technologies to overcome water scarcity problems
and raise manufacturing productivity that sustains the natural resource base. It is invested
in promoting the region’s own scientific and technological innovations and in delivering
high quality health, education and social services to everyone. As in the first report,
the authors note that the attainment of these development goals hinges to a large
extent on a higher level and a more concerted effort of intra-Arab regional cooperation.

%Qﬁm-»\

Report Task Leader and
Former Deputy Director UNDP Regional Bureau for Arab States
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