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Preface

This study is based on a review of international as well as official Syrian documents/data
and literature available in 2009/2010. Furthermore the author conducted interviews with
mainly governmental officials, business associations, consulting institutions and other
experts based in Syria.

The author would like to express her thanks to the governmental officials, to the numerous
representatives of Syrian institutions as well as international donor organisations located
in Damascus who were so kind to share their knowledge and provided valuable documents
and data regarding Syria’s industrial policy.

However, as the data collection and the research process were finalized in 2010 this study
does not take into account any data or events beyond this period.

Bonn, May 2011 Tatjana Chahoud
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Syria’s industrial policy

1 Introduction

The present study examines Syria’s current industrial policy with a specific focus on the
manufacturing industry. As Syria’s industrial policy cannot be isolated from the country’s
ongoing transition from a state-led economy to a social market economy, the study also
takes that process into account. In addition, it considers not only the economic opportuni-
ties and challenges, but also the internal and external political dynamics and processes that
determine Syria’s industrial policy as it proceeds from a traditional vertical industrial pol-

icy towards a more market-based horizontal approach.’

The analysis is based on a review of the most recent documents/data and literature® and on
interviews conducted over a two-week period in August 2009° with governmental offi-
cials, representatives of companies, including the chamber of commerce and industry, re-

search and consulting institutions and donor organisations.

Against this background, the report is structured as follows:
e Syria’ s economic and political context

e Syria’s 10th Five-Year Plan as it relates to objectives and strategies in the manu-
facturing sector

e Selected strategic elements of Syria’s current industrial policy

e The Syrian showcase in industrial policy: the Industrial Modernisation and Up-
grading Programme (IMUP)

e An assessment of Syria’s industrial policy in the context of the economic reform
process and the internal/external political environment

e Conclusion and recommendations.

1 Horizontal industrial policies rely mainly on market mechanisms and are geared to limiting direct gov-
ernment intervention to cases of market failure. However, this approach does not exclude measures
aimed at promoting priority sectors, provided they are not market-distorting. Traditional vertical indus-
trial policies, on the other hand, rely on direct government interventions, using measures such as con-
cessionary financing, state ownership and external protection as well as customs duties and non-tariff
barriers (European Commission / OECD, 2008, 16).

2 It must be emphasised that information/documents and data on Syria’s industrial policy are not system-
atically collected, processed and analysed. In addition, there are major inconsistencies among the data
produced by different institutions throughout the country.

3 See Annex (Table A 1).
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2 Syria’snational economic and political context
2.1 Structure of the economy

Syria is a lower middle-income economy with a population of around 20 million. Its an-
nual growth rate reaches 2.3 % (2008)". In 2006, the Gross Domestic Product (GDP) was
EUR 26.1 billion, per capita income EUR 1382 per annum.’

According to estimates, the oil sector accounts for half of government revenue and two thirds
of exports, but this has declined in recent years, Syria now being a net oil importer. This shift
is a tremendous challenge for Syria, increasing the already urgent need to diversify sources of

export income.

Syria’s current economic structure and average annual growth are shown in Table 1. Agri-
culture’s share of Syria’s GDP fell from about 30 per cent in the late 1980°s to 1990 to
about 20 per cent in 2006-2007.

Table 1: Syria’seconomic structure
% share of GDP
1987 1997 2006 2007
Agriculture 26.6 279 18.3 20.4
Industry 20.7 30.9 322 31.6
Manufacturing 7.1 7.8
Services 52.8 41.2 49.5 48.0
Average annual growth
1987-97 1997-07* 2006 2007
Agriculture 5.8 4.5 10.3 6
Industry 12.2 1.1 2.9 -5.0%*
Manufacturing 14.9 8.1 5.0
Services 1.1 7.2 8.1 9.5
* According to the Mol these annual growth rates for industry from 1997 to 2007 are not coherent with the
data from the ministry.
**This figure is not coherent with data from the Mol.
Source:  World Bank Development Indicators (2008)

4 According to the Central Bureau of Statistics (Syria) in 2008 the growth rate reached 4,5 %.

5 For more detailed key economic data see Table A 2 in the Annex; the main source of information in this
section is the World Bank World Development Indicators 2008; World Bank, Doing Business in 2009;
The Economist Intelligence Unit, Country Profile 2009 for Syria; UNIDO, Industrial Development Re-
port 2009; UNDP Syria website; World Economic Forum — Global Competitiveness Report 2008 —
2009; the EU Strategy Paper for Syria 2007-2013; the Report on the implementation of the Euro-

2 German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)



Syria’s industrial policy

Industry’s share grew by only about 1 per cent from 1997 to 2007. Since then, Syria has
tried to increase trade relations particularly with the Arab world and the European Union
(EU). Manufacturing contributed 7.8 per cent to Syria’s GDP in 2007, which is low for the

region and far lower than in many Asian countries, where the figure is 20 to 40 per cent.®

2.2 Syria’s transformation from a state-led economy to a social market economy

In 2000 the Syrian government embarked on an economic reform programme to transform
the state-led economy into a social market economy. This transition is outlined in Syria’s
10th FYP for the years 2006 to 2010. The aim of economic reform is to open up the econ-
omy to liberalized trade and to give private enterprises a more prominent role in economic

development.

Significant structural reforms include in particular:
e Allowing the establishment of private banks
e Opening up insurance companies to private investors

e Reduction of tariff rates: previously the highest customs duties reached 255 per cent
as against 60 per cent today; the customs duties/ tariffs on basic materials and pro-
duction inputs have been reduced to 1 per cent

e Passing new investment and commercial law
e Establishing an investment agency and passing legislation on foreign companies

e New industrial cities near Damascus, Aleppo and Homs are functioning as cluster
incubators for new industries’

Syria’s economic performance has improved in this context. The economy expanded by an
estimated 6.6 per cent in 2007, annual growth having averaged over 4 per cent since 2003
(see Table 2). It should be pointed out, however, that Syria still has high energy subsidies,

now estimated at 9 per cent of GDP®,

Mediterranean Charter for Enterprise 2008, published by the EU Commission and OECD; UNIDO, In-
dependent Evaluation of the UNIDO Integrated Programme in Syria (2009).

6 According to the Mol it has to be taken into account that what is covered by the manufacturing sector in
Syria differs from that in many countries in the region as well as Asian countries.

Radke (2008).
8 In 2009 GDP growth reached only 3 per cent.

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE) 3
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Table 2: Average annual growth (%) of GDP, exportsand imports

1987-97 |1997-07 |2006 2007
GDP 6.1 3.6 5.1 6.6
Exports of goods & ser- 14.0 1.9 -10.0 2.5
vices
Imports of goods & ser- 3.8 9.9 - 45 8.4
vices

Source:  World Bank Development Indicators (2008)

While the private sector has generally responded positively to the liberalisation of the
economy, no real “take-off” has yet been recorded (Briick / Binzel / Handrich 2007, 5).
Furthermore, numerous important goals outlined in the 10th Five Year Plan, particularly

the law on public-sector reform, have yet to be achieved.

2.3 Syria’s mixed economy: the role of the private and public sectors

The private sector has been leading the recent growth, propelled by the reforms outlined
above. The overall investment climate is improving with the help of a new investment law

and a new regulatory and promotional authority.

Foreign direct investment rose from 0.5 per cent of GDP in 2001-2002 to 3.2 per cent in
2007.° According to the Government’s 10th Five Year Plan, the private sector accounts for
60 per cent of GDP, 75 per cent of the total value of imports and 56 per cent of Syrian

exports, excluding oil.

However, most private-sector companies in Syria are family-run and are small or medium-
sized, many having fewer than five employees. SMEs have been increasingly exposed to
more intense international, regional and domestic competition, but without a comprehen-
sive strategy for the provision of the necessary skills, capacities, infrastructure and institu-
tions. Private companies have long been hampered by pervasive state control, unpredict-
able bureaucracy, poor infrastructure and high hidden costs of doing business. The com-
petitive weakness of SMEs manifests itself specifically in widespread technological stag-

nation, low levels of investment and shortages of skilled labour (ILO 2007).

9  For further details see Table A2 in the Annex.
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Despite some progress of the reforms in various respects, Syria’s competitive weakness
becomes obvious when the country’s total factor productivity (TFP) is considered. A
comparison with available data from other countries reveals that Syria’s TFP is very low.

Figure 1 shows the extent of Syria’s comparative disadvantage.'’

Figurel: Total factor productivity gaps

Total Factor Productivity Gaps: All Industrial Sectors
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Source: Total Factor Productivity for manufacturing sectors, calculated from Waorld Bank
Investment Climate Surveys

Source:  World Bank (2005)

Serious challenges for Syria’s economy in general and the industrial sector in particular
are posed by the size of the public sector. The public sector has hitherto functioned as a
pool that absorbs any labour surplus irrespective of actual needs and uses. As wages do
not cover living expenses, many public-sector employees are forced to take a second job.
The state-owned enterprises (SOEs) are also a major drain on public finance. The serious
inefficiencies and mismanagement of the SOEs have meant that a large proportion of the
budget has had to be spent on preventing their bankruptcy (Briick / Binzel / Handrich
2007).

10 However, it should be pointed out that a country’s TFP is not only the result of internal policies: par-
ticularly in Syria’s case, the effects of external economic sanctions are of specific relevance.

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE) 5
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The public sector’s parlous economic situation is clearly revealed by some very recent
data from the Ministry of Industry (Mol). According to the available figures on the 116
Mol-affiliated companies, plants and ginners, 73 are making a profit, while 43 are making

a loss (Mol 2009). For the various sectors of the economy the picture is as follows:

Table 3: Economic situation of Mol-affiliated companies, plant and ginners, 2010
Sector Gain Lose
Tissue 7 20
Food 12 8
Engineering 4 9
Chemical 10 3
Cement 7 3
Suggar 9 --
Tobacco 7
Cotton 17
Total 73 43
Source: Mol 2010

The required reform of public enterprises would need not only to enhance efficiency, but
also to remove their monopoly power, expose them to competition, solve their arrears and
preclude any further bad loans. While some initial attempts to restructure the SOEs to en-
able them to function under market conditions without negative impacts on employment
have been undertaken, a comprehensive reform entailing corporatisation and/or privatisa-
tion is still pending. In these circumstances, the following key initiatives would need to be

taken:

e The development of a detailed roadmap for the public enterprise reform/restructuring
process and

e the achievement of good corporate governance through capacity-building for SOE
management.

2.4 Syria’s competitiveness and the industrial policy approach in the global and
regional context

In recent years, Syria has gradually improved its business environment and competitive-

ness. According to UNIDO’s 2009 Industrial Development Report, Syria’s competitive

6 German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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industrial performance ranking rose from 113th to 103rd on the list of 122 countries be-
tween 2000 and 2005. In the World Bank’s assessment of the business environment, Do-
ing Business in 2009,"" Syria moved from 145th place among 178 economies in 2008 to

137th among 181 economies in 2009. Further details are shown in Table 4.

Table 4: Syria’sranking in Doing Business 2009

Ease of doing business 137
Starting a business 124
Dealing with construction permits 132
Employing workers 122
Registering property 71
Obtaining credit 178
Protecting investors 113
Paying taxes 99
Trading across borders 111
Enforcing contracts 174
Closing a business 84
Source: ~ World Bank (2009)

Similarly, the World Economic Forum’s Global Competitiveness Report 2008—2009
shows improvements, ranking. Syria 78th of 134 countries in 2008-2009, as against 84th
of 128 countries in 2007.

11 Doing Business Indicators, World Bank website.

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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Interesting assessments of Syria’s national industrial environment and the current state of
its industrial policy can be derived from a recent SWOT analysis (Box 1) and from data

and information provided in the report for the Euro-Mediterranean Charter of Enterprise.

Box 1: SWOT analysis of theindustrial sector in Syria

STRENGTHS

WEAKNESSES

e  Stable macroeconomic growth and
positive trends in industrial invest-
ments.

e  Long industrial tradition and entrepre-
neurial culture.

e Good basic infrastructure.

e Opening markets (GAFTA, EFTA,
bilateral agreements, trade liberalisa-
tion).

Improvement in the banking sector.

e New international and Arab investors

(Gulf countries).

Lack of strategic vision about how to
utilise available capacities is considered
the most important weakness of Syrian
industry.

State policy started relatively late and is
still fragmented.

Lack of alternative financial sources for
industrial SMEs, difficult access and
availability of long-term finance.

Lack of reliable official statistics on the
manufacturing sector.

Business support infrastructure is still in
the process of formation.

Low productivity and efficiency of en-
terprises.

Technological lags in major industrial
branches.

High business transaction costs.

OPPORTUNITIES

THREATS

e  High potential for market development
(access to markets in Arab countries).

e  Potential advantage in labour-intensive
production.

e  Potential for Foreign Direct Invest-
ment (FDI).

e  Potential for IT-based activities.
Potential for private-public partnership.

e  Significant capital transfers from Syr-
ian diaspora and Arab investors.

Unsettled regional conflicts.

Highly polarised income distribution.
Growing competition from other low-
wage countries.

Threat to textile and clothing exports
after abolition of the Multi-Fibre
Arrangement in 2005.

Unfair competition.

Disintegrated regional markets.
Bureaucracy and lack of transparency
hindering industrial SME development.

Source:  Syrian Economic Trends Bulletin, November (2007)

Ten dimensions'? are used as the basis for an assessment of the extent to which Mediterra-
nean countries, including Syria, are implementing a more market-based horizontal eco-

nomic policy or pursuing a more traditional interventionist policy. Figure 2 shows Syria’s

12 See Annex Box A 1.
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overall score per Charter dimension compared to the overall scores of Egypt and Tunisia;

it becomes clear that Syria relies far more heavily on a traditional vertical industrial policy

approach.
Figure2: Syria’soverall scoresper Charter dimension compared to Egypt and Tunisia
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Source:  European Commission / OECD (2008)

The main conclusions to be drawn from the data in the report on Syria’s industrial policy
can be summarised as follows:

e The enterprise policy framework and interministerial coordination are rather weak.
e Syria’s company registration procedures are still considered problematic.

e Entrepreneurship education and training and improved business skills are key to
greater competitiveness.

e Inadequate access to finance and incomplete upgrading of the regulatory and legisla-
tive framework.

e A broad export promotion strategy is currently being elaborated, and the upgrading
of the required infrastructure has begun.

e Policies aimed at fostering innovation in enterprises are in their infancy, and a com-
3
prehensive innovation strategy is still “on the drawing-board.”

German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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e Business support services are provided mainly by the chamber of commerce and in-
dustry and the Syrian Enterprise Business Centre (SEBC); they include information
on export opportunities and training courses, but still perform limited advocacy func-
tions.

e Syria is promoting a comprehensive industrial modernisation and upgrading pro-
gramme.

e Increased business-to-business contacts at Euro-Mediterranean level is the result of
EU-funded support programmes (EU Commission/OECD 2008).

There are various reasons for Syria’s obviously slow transition to a more market-based
horizontal approach. The following factors are partly to blame for the very slow reform

process and the prevailing industrial policy:

e Weakness of the reform lobby and the creation of privileged rent-seeking networks
e Fragmentation of the private sector
e State-controlled trade-unions

e Weakness of civil society organisations and lack of freedom of the press (Nabli et al.
2006).

2.5 The political context

Syria’s political context is characterised by the long period of political stability that was
mainly due to the three decades in which the late President, Hafez Al-Assad, ruled the
country. Bashar Al-Assad’s inauguration as president in 2000 was followed by a new im-
petus and a sense of evolutionary change, the political power of the ruling Baath Party

being complemented by a greater role for reforming technocrats.

Syria’s ongoing transformation from state-led economy to market economy has some
similarities to the Chinese transformation model, in which economic reforms are consid-
ered to be the logical priority, while democratisation is regarded as a more distant and far
less important objective (Bertelsmann Transformation Index 2009, 5). Syria’s current Five
Year Plan (FYP), on the other hand, includes numerous passages in which good govern-
ance and democratic and popular participation are underlined and placed high on the

agenda.

However, no monitoring or evaluation data relating to these issues are yet available. Ac-

cording to other sources, Syria has a long way to go to improve its democracy indicators

10 German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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compared to other countries. The 2008 BTI Transformation Index ranks Syria 121st out of
125 countries as regards the state of democracy, for example, and 116th out of 125 for the

quality of its political management."

3 Manufacturing industry in Syria’s 10th Five-Year Plan

Syria’s current industrial policy is mainly documented in the country’s 10th FYP (2006—
2010), which is entitled Towards a Social Market Economy, in the Executive Reform Pro-
gramme (ERP) 2008-2010 (Manufacturing Sector) and in various documents from rele-

vant ministries and the State Planning Commission.

However, as Syria launched its transformation much later than many neighbouring and
other developing countries, Syria’s current economic policy is mainly focused on the eco-
nomic reform process in general and on the implementation of the 10th FYP in particular.
Syria’s industrial policy must therefore be discussed in this wider context and cannot be

analysed in isolation.

While Syria’s 10th FYP refers to the country’s long experience in industrial development,
it also emphasises the continuing weaknesses of the manufacturing industry and the need
for essential changes and long-term visions. These visions and goals are defined in the
Future Vision of the Manufacturing Industrial Sector until 2025, the long-term goals until
2015 and the 10th FYP (2006-2010). All documents show that the Syrian Government’s
aim is to increase the contribution made by the manufacturing industry sector to the na-

tional economy in order to promote GDP growth and to create more jobs.

The main elements of the long-term vision for the manufacturing industry are documented
in the ERP."
Besides these long-term goals, the 10th FYP sets the following five objectives:

1. Increase manufacturing industry’s contribution to GDP;

2. Adjust this sector’s structure and enhance its production capacity;

13 See Table A3 in the Annex.
14 See Annex (Box A 2).
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3. Restructure existing enterprises in order to improve their profitability;
4. Raise export potential;

5. Create employment opportunities, especially in rural areas, and increase the real
income of employees.

The 10th FYP also sets numerous quantitative targets for manufacturing industry (see Box 2).

Box 2: Quantitative targetsfor manufacturing industry

e  Achieve an average growth rate of 15 per cent p.a.

. Increase its contribution to GDP to 15 per cent by 2010

. Increase total investments in the public sector from SYP 102 to 105 billion
. Expand the employment rate to 10 per cent p.a.

. Increase the export rate of 10 per cent to SYP 2.4 billion by 2010

. Increase the private sector’s contribution to industrial investment.

Source:  ERP (2008, 6)

In line with the five objectives referred to above, the 10th FYP describes the strategies that
are needed and the policies associated with them, and the institutional reforms, actions and
projects that will be required. The final passages also outline the possible implementation

risks and obstacles.

While the 10th FYP places the development of the manufacturing sector at the top of its
list of priorities with the aim of increasing the sector’s contribution to GDP, adjusting its
structure, developing its productive capacities and restructuring existing industrial facili-
ties, the actual implementation of the various components of the programmes and projects

has proceeded no more than very slowly or is even stagnating.

As neither detailed mid-term reviews nor evaluations of the 10th FYP in general or the
manufacturing industry in particular are publicly available, the results achieved can only
be the subject of rough estimates based on other data and information. Some achievements

and outputs are reported for the following areas:

e The growth rates in selected manufacturing sectors, particularly in the private sector,
show positive results (see Box 3).

e Numerous legislative and legal reforms intended to promote investments have been
launched.

e Various new programmes and institutions for the promotion of industrial develop-
ment have been established.

12 German Development Institute / Deutsches Institut fiir Entwicklungspolitik (DIE)
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e Additional activities for SME development have been initiated.

Box 3: Selected data on recent growth ratesin Syria’s manufacturing sector

According to available figures from the State Planning Commission (SPC), Syria’s manufacturing
sector has developed as follows in the recent past:

From 2006 until 2007 the GDP growth rate in the manufacturing sector (excluding oil refining)
shows the following picture:

ma£1¥zzx‘?§; 131:1}1112 try 2006 2007 Total Percentage
Public sector 9.5 7.8 17.3 23 %
Private sector 22.6 35.1 57.7 77 %
Total 32.1 42.9 75 billion Syrian pounds

Taking the various sectors separately, “food, beverages and the tobacco industry” contributed most,
followed by “textiles, clothing and shoes”, “non-metallic products” and the “chemical industry.”
According to the State Planning Commission (2008), these figures show that the implementation

rate reached 77 per cent of the projections in the 10th FYP.

Compared with the figures envisaged in the 10th FYP, the investment indicator suffered from
decreasing implementation (64 per cent) mainly due to the decline in investments in the public
sector. At the same time, Syria’s private sector witnessed an increase in investments, particularly
as a result of the introduction of new investment laws and regulations.

The negative trend in the public sector is mainly due to outdated equipment, high and uncompetitive
production costs, the lack of skilled workers and loss-making or non-operational production units.

Source:  State Planning Commission (2008) and Mol 2010

Apart from the limited documentation on the development and outcomes of the 10th FYP
in the manufacturing industry, the incomplete restructuring of state-owned enterprises and
the failure to finalise legislation on the reform of the public industrial sector remain the
major deficits. This legislation has obviously been stalled by the lack of government con-

sensus on the form and content of the required institutional change.

Further shortcomings of Syria’s current industrial policy are also evident from the Execu-
tive Reform Programme (ERP) 2008-2010 (Manufacturing). This programme takes into
account the objectives of the 10th FYP and provides a further detailed analysis of the re-
form policy needed for the manufacturing sector, including a long list of necessary reform
initiatives and projects and a time frame. However, the ERP does not include any specifics
or details about mandates, responsibilities and management with respect to the implemen-
tation of the programme and projects. In particular, there is a lack of detailed information

on:
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e The role/mandate of the various ministries (e.g. MoF, MoET, Mol, MoSA&L)

e the required cooperation and coordination among the ministries and administrations
responsible

e the participation and contributions of the private and public sectors

e the role of the chamber of industry, the chamber of commerce and other business as-
sociations

e the contribution to be made by civil society organisations

e the role of academic and other research institutions.

The continuing absence of a comprehensive strategy for redefining the role of the public
sector and the failure to restructure the Ministry of Industry to meet the needs of a market
economy are further major weaknesses of the Syrian industrial policies implemented dur-

ing the 10th FYP."

Yet the numerous legislative and legal reforms and the various programmes and institu-
tions for promoting industrial development, including the additional activities for SME
development mentioned above, are important elements of Syria’s current industrial policy

and will be examined in greater detail in the following section.

4 Selected strategic elementsof Syria’sindustrial policy

Among the most important strategic elements of Syria’s industrial policy are the country’s
activities in investment and export promotion (see Box 4), the industrial cities and, in par-

ticular, some recent policies and new approaches relating to SME development.

4.1 Investment promotion

In 2007 Syria agreed to the establishment of a Syrian Investment Agency (SIA) by adopt-
ing Legislative Decree No 9. The aim of this agency is to improve the investment envi-

ronment in Syria. To perform this task, the SIA has, in particular, the right to'’:

15 There is in any case an urgent need to introduce an implementation monitoring mechanism in addition to
quantitative measurements.
16 Government of Syria, Investment Commission, Legislative Decree No 9, Damascus 2008.
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e Lay down investment-related principles and standards to simplify and facilitate pro-
cedures.

e Prepare the Investment Map in coordination with relevant bodies, in accordance with
priorities that take projects of strategic importance into consideration, and seek to
promote them locally.

e Provide consultation, information and data to investors and issue pertinent manuals.
e Take part in the preparation of investment-related draft conventions and protocols.

e Follow up on project implementation and overcome any obstacles hindering execu-
tion and continuation.

e Undertake every possible promotional activity to attract and encourage investment,
including seminars, conferences, visits and meetings.

To facilitate investments, the decree also provides for the establishment of a One-Stop
Shop, which will simplify matters for investors by communicating with government de-
partments on their behalf. The One-Stop Shop is required to respond to investment appli-
cants within 15 days. However, the SIA does not yet have overriding authority in relation

to all ministries.

Both the Investment Map and the One-Stop Shop clearly show that Syria is on its way to

rebuilding the country’s image and marketing the country more aggressively.

Box 4: Export Development Promotion Agency (EDPA)

The Export Development Promotion Agency was established in January 2009. Its main objec-
tives include:

e To pursue strategies for developing and promoting Syrian exports in coordination and
cooperation with relevant private and governmental parties and in accordance with the
governmental development plans.

e To promote and develop the export of Syrian products
e To help to improve the quality of Syrian products and their competitiveness
e To help to encourage investment-oriented exports

As the EDPA is still being set up, no detailed information on its operations is yet available.
However, its initial structure has been defined and its staff appointed.

Source:  Government of Syria, Legislative Decree No 6 /2009, Damascus
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4.2 Industrial cities

Under the 10th FYP three industrial cities (Adra, Hasiya and Alsheik Nadjar) have been
modernised and the industrial city of Deir Alzor is being established.'” Syria’s long-term

goal is to have one such city in each governorate.

Adra is the largest industrial city, followed by Alsheik Najdar and Hasiya, with Deir Alzor
still under construction. Taken together, these cities have succeeded in attracting consider-
able domestic investment (US$ 300 million) and foreign investment (US$ 400 million).
Most foreign investors are from Gulf Cooperation Council (GCC), Asian and European

countries.

Each of these cities follows the same master plan, which is generally divided into four
zones catering to textiles, agri-food, engineering and chemicals. Commercial areas, includ-
ing banks, hotels and other services, are also standard features, as are residential and green

arcas.

Since November 2008 more than 2000 licences have been awarded in Adra, construction
having begun under more than 1300 of them. Foreign investment constitutes around 60
per cent of total investment and takes the form of independent projects or joint ventures
with Syrian firms. At Alsheik Nadjar almost 1900 licences have been awarded, around
1000 factories are being built, and more than 300 have commenced production. At Hasiya
almost 400 licences have been awarded, 260 plants are under construction, and 84 are op-

erational.

Many of the growing number of projects coming on line are energy-intensive heavy indus-

tries and will put a strain on Syria’s electricity grid.

Given the rapid rate at which the industrial cities are expanding, a long-term strategy is

being devised to meet the industrial sector’s needs.

Besides the future electricity requirements of the industrial cities, the Ministry of Industry
underlines the need to improve the rail and road links between the cities and the national

transport network."®

17 The 10th FYP announced eight new industrial cities, although only one has been launched so far.; mod-
ernisation of the industrial cities at Adra, Hasiya and Alsheik Nadjar began as early as 2004.
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43 SME development

Until recently the SME sector was rather neglected in Syria’s industrial policy. This is not
surprising as the country had followed a socialist pattern of development since the 1960s
and so focused its industrial policies mainly on the production of goods and the provision
of services by state-owned enterprises (SOE). As a result, Syria’s economic structure was
and is still characterized by a small number of large public enterprises and a large number

of small private enterprises (self-employment, family-owned and cooperatives).

Syria’s industrial policy needs to be refocused not only because many SOEs are inefficient
and loss-making but also because micro, small and medium enterprises (MSMEs) are very

important for the country’s economic and social objectives (ILO 2007).

As can be seen from Table 5, SMEs generate productive employment and income oppor-
tunities for a large number of workers. Most SMEs are still informal, micro and subsis-

tence businesses.

Table5: Industrial private sector: number of enter prisesand workersat the end of 2006
Type of Number of enterprises Workers Percentage of
enterprise total invest-
Number Percentage of | Number Percentage | ment (%)
total (%) of total (%)

Artisans 97122 75 251500 57 8
(craftsmen)

SMEs 30331 23 157175 37 56
Law No 10 616 2 29480 6 36
Total 128069 100 438155 100 100

Sources: Ministry of Industry, Investment Bureau, July (2007)

The 9th FYP and particularly the 10th FYP have provided for a number of initiatives for

the promotion of the SME sector."” From the current FYP it is clear that the provision of

18 The main source of information on the industrial cities is “The Report: Syria 2009” edited by the Oxford
Business Group.

19 According to information from the MoET, a strategy for SMEs is in preparation.
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finance to the SME sector is considered to be just one aspect of doing business and no
substitute for the creation of an enabling policy and a regulatory, administrative and legal

environment.

The new orientation is documented in the 10th FYP, according to which the promotion of
SME:s is seen less as consisting in direct support than as part of labour market policies and
such other measures as upgrading the regulatory framework, focusing on education, skills

training and increasing the competitiveness of enterprises in the informal sector.”

To implement the above policies, the following objectives were defined:

e To activate and organise the labour market with a view to reducing unemployment
and attuning labour supply to labour market requirements in accordance with the
10th FYP, which is based on transition to a social market economy

e To frame labour legislation in accordance with the 10th FYP (labour law, social se-
curity law)

e To develop the vocational training policies and institutions and reform the education
system

e To raise labour productivity by improving qualifications, knowledge and skills
e To support SMEs by providing a conducive environment

e To rehabilitate the informal sector to enable it to contribute to the development proc-
ess (ILO 2007).

In 2006 the Syrian Government passed a new law establishing the Public Corporation for
Employment and Enterprises Development (PCEED) to pave the way for creating a more
enabling environment for small enterprise development (ILO 2007). The PCEED’s objec-

tives include the following:

e To submit proposals to the Ministry of Social Affairs and Labour (MOSA&L) for
linking labour/employment issues and government economic policies

e To help self-employed people willing to establish new enterprises in poorer areas
with NGO support

e To increase labour productivity

20 The ongoing ILO programme “Know about Business (KAB),” which is currently being implemented in
Syria, is making an important contribution in this context (ILO 2009).
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e To promote entrepreneurship and private-sector work culture
e To plan and promote small enterprises

In addition, the role of the MOSA&L has been strengthened to develop and implement
policies and regulate the labour market more effectively. Other legislation passed concerns
the establishment of social and micro finance institutions to improve the financial oppor-
tunities for SMEs. In 2008 the MOSA&L also signed three additional agreements with
Syrian banks through the PCEED to facilitate the provision of loans to SMEs, bringing the
total of such agreements to eight (ILO, 36).

A number of non-governmental programmes/institutions also provide support specifically
for SMEs. Besides the SHABAB initiative, which is actively supported by Syria’s first
lady, Mrs Asma Al-Assad (see Box 5), many other private organisations and donor agen-

cies actively promote the SME sector.

Box 5: SHABAB initiative

SHABAB'’s aim is to develop an entrepreneurial and business-oriented young workforce and
especially to assist young entrepreneurs. The SHABAB initiative is creating a strategic frame-
work for a comprehensive range of school-to-work transition policies and programmes to meet
the needs of young Syrians. This initiation group is supported by a small technical team, which is
running a number of pilot projects across the country.

The framework covers four areas of policy:

cultural change
education and training
business support and
regulatory reform

A Steering Council made up of representatives of business, civil society and the government
oversees the implementation of the strategy.

Source:  ILO (2007), 26

The EU’s Business Environment Simplification Programme is also particularly important

in this context (see Box 6).
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Box 6: Selected private organisations and donor agencies actively promoting the SM E sector

Syrian Enterprise & Business Centre (SEBC)

The SEBC, formerly known as the Syrian European Business Centre (1966-2006), is
currently implementing the SME Support Programme (an EU-funded programme with a
budget of EUR 15 million), which includes two business incubators, the Trade En-
hancement Programme (another EU-funded programme with a budget of EUR 15 mil-
lion) and the Business Environment Simplification Programme (an EU-funded pro-
gramme with a budget of EUR 5 million).

The SME Support Programme focuses assistance on six areas:
e improving the efficiency and competitiveness of SMEs;
e developing local consultancy;
e providing access to medium- and long-term finance;
e promoting exports;
e institutional strengthening and promoting the sustainability of the SEBC;
e promoting a policy-enabling environment.

In addition, the SEBC hosts and supports various additional EU-funded programmes of
benefit to Syrian SMEs.
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Box 6 continued

United Nations Development Programme (UNDP)

The UNDP Office in Syria is supporting the business environment through various ini-
tiatives, including capacity-building and institution-building activities for:

e the Syrian Investment Commission through the establishment of the Investment
Promotion Unit and the simplification of procedures through a one-stop mecha-
nism;

e the establishment of SME training centres at Der Ez Zor and Raqua and of a voca-
tional training centre at Der Ez Zor. Access to information for young entrepreneurs
in rural areas has been enhanced through the establishment of 23 tele-centres cover-
ing most parts of Syria. In addition, a career management centre has been set up in
cooperation with Damascus University, an initiative that also intends to provide
guidance and forge links between university graduates and the private sector;

e support for micro-finance; in the context of the UNDP project Rural Community
Development in Jabal Al-Hoss a micro-finance network known as the Sanduq Sav-
ing Box has been established. Under this project the micro-finance facility for en-
terprise development operates on the Islamic principle of Murabaha (profit- and
loss-sharing). Each Sanduq is established in the area in which its members, about
100 villagers, live. They become shareholders of the fund, each with a share of
SYP 1000. Almost half of the shareholders (46 per cent) are women. Islamic loans
provided to members in recent years have totalled around SYP 300 million.

Source:  SEBC Documents, (2009) and ILO (2007), 28

Despite these various programmes and the establishment of numerous new institutions, the
business environment for SMEs in Syria is changing no more than slowly and is still nega-
tively biased towards small enterprises. Compared to large enterprises in the public or pri-
vate sector, SMEs often lack the time and connections to cope with bureaucratic hurdles,
to overcome cumbersome administrative procedures and to invest in these non-productive
transactions. In these circumstances, there is an extremely urgent need for the comprehen-

sive SME law which is on the 10th FYP agenda, but has yet to be drawn up.
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5 Syria'sindustrial Modernisation and Upgrading Programme (IMUP)

During the preparation of Syria’s 10th FYP various approaches and concepts for the coun-
try’s future industrial policy were discussed. Some of these had a major impact on pub-

lic policy and implementation, others less so.”

The concepts which have had an obvious practical impact include the Industrial Moderni-
sation and Upgrading Programme (IMUP),** which the Ministry of Industry launched in
cooperation with UNIDO in various stages in 2002 and in 2007. Under the 10th FYP the

IMUP was extended, and in 2009 an additional stage was announced.”

The comprehensive IMUP consists of several components. Its main objectives are:

¢ to develop and enhance the competitiveness and productivity of the private manufac-
turing sector and

e to focus on one sector, i.e. textiles and clothing, as an entry point and model for
wider restructuring.

According to the Syrian Ministry of Industry, this programme is considered to be the
showcase of Syria’s industrial policy. For this reason and because the IMUP, which has
hitherto focused exclusively on textiles and clothing, is also regarded as a model for
modern industrial policy in general, this programme approach will be discussed in greater
detail. However, for a better understanding of this approach, Syria’s textile and clothing

industry and the major challenges it faces will first be outlined.

5.1  Overview: Syria’s textile and clothing industry**

Syria’s textile and clothing sector is one of the country’s oldest and most important indus-

tries. According to the Central Bureau of Statistics, it accounted for 46 per cent of total

21 Many studies have been carried out at both policy-making level and operational and executive level with
a view to improving the Mol’s and directorates’ performance or the industrial sector as a whole. Ac-
cording to a document published by the ISMF in 2007, recent studies are: Mol Restructuring Study,
Procedures Simplification Study, National Syrian Modernisation Project, a study on the General Organi-
sation for Food Industry Restructuring; the SEBC Study “The Syrian Industry — Obstacles and Pros-
pects,”, though published in 2003, is, according to the CEO of the SEBC, still valid.

22 The following data on the IMUP are largely based on IMUP documents published in 2007 and 2009.

23 This very recent programme is being implemented with technical support from UNIDO and financial
support of EUR 20 million provided by the Italian government.

24 The main source of information on Syria’s textile and clothing sector is the 2009 UNIDO document
“Industrial Modernization and Upgrading Program, Strategy for the Syrian Textile and Clothing Indus-

L3

try”.
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manufactured output and 34 per cent of non-oil exports in 2007. It also employs about 30

per cent of the total industrial workforce.

The Syrian textile and clothing sector is mainly composed of large public companies and
numerous private SMEs. There are some 24,000 registered textile plants of all sizes and an

unknown number of unregistered manufacturers.

Syria also has 27 public-sector textile mills, which are coordinated and supervised by the
General Organization of the Textile Industry (GOTI), the governmental institution serving
the textile industry in accordance with the Syrian industry governance model. Of the 27

SOEs under the GOTI, only 9 appear to be generating profits.

As for the private sector, a CBS survey shows that it is dominated by micro firms (fewer
than 10 workers), which account for about 73 per cent of total production value, while
small firms (10-50 workers) account for 18 per cent of total production value and value
added, with a number of medium-sized companies (51-250 workers) and a few large firms

with more than 250 workers adding another 11 per cent of total production value.

Of the 24,000 firms only around 400 are exporters. Even though the clothing and apparel

segment has several competitive enterprises, their export performance is still very limited.

Most Syrian manufacturers started business in the 1970s as small companies, producing
mainly for the local market (which was almost closed). In the 1980s and 1990s the private
sector increased capacity mainly to meet demand from the former Soviet Union, with little
regard for the quality of the products. As a result, many important quality issues have been

ignored for decades.

Today Syria exports an increasing proportion of its textile production to Arab countries,
which is largely due to the completion of the Arab Free Trade Zone in 2005. However,
Syria’s export performance in this sector remains poor, primarily because the industry has
not yet been able to move into high-value segments. It also faces the growing challenge of

competing with other international suppliers even in its own domestic market.

Most enterprises are still producing basic garments (lingerie and underwear, seamless un-
derwear, sweaters, T-shirts, stockings, children’s wear, casual wear and jeans), with little

value added, for better-quality market segments, local and international. In addition, there
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are firms that specialise in dying and finishing on commission and many others that focus

on weaving and manufacturing home textiles.

5.2

Main challenges for Syria’s textile and clothing industry

The Syrian textile and clothing industry faces the following challenges in particular:

The globalisation of the market calls for gradual exposure to international competi-
tion;

Effective integration into the international economy calls for export goods with ever
increasing technological and cognitive content as well as knowledge of end-user
demand in target export markets, not only for the liberalisation of imports;

Until recently economic policy was driven by trade liberalisation, and Syria was
rather late to appreciate the need to take effective measures to upgrade its textile in-
dustry;

Many upgrading processes have been incomplete in the past; in addition, some do-
mestic textile importers have abused reductions in tariffs on imports from Arab
countries by falsifying certificates of origin or concealing the real value of products.
This is especially true of reexports from China and other East Asian countries which
have been relabelled in Dubai from “Made in China” to “Made in UAE.”>

Syria’s textile industry is confronted with transnational corporations, global retailers
and international consumers, but is not integrated into their global value chains and
their international networks and partnerships.

The Syrian textile and clothing industry has to contend with competitive pressure largely

from the following countries/regions:

Arab countries which began opening their economies and increased their competi-
tiveness earlier, 1.e. Tunisia, Morocco and, to some extent, Saudi Arabia,

the specific application and practices within GAFTA and under other, bilateral
agreements,

Asian and Eastern European countries owing to their productive structure, techni-
cally skilled workforces and modern and capital-intensive production lines, enabling
them to manufacture high-quality products with a higher added value,

China, India and also Bangladesh, particularly with respect to garments,

Turkey, whose competitiveness in the Syrian market is growing fast as a conse-
quence of trade liberalisation.

25 This malpractice was mentioned by various entrepreneurs and other experts during a workshop of the

24

Export Development Promotion Agency (EPDA), held in Damascus on 9 August 2009.
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In addition to these regional/global challenges for Syria’s textile and clothing industry, it
faces internal shortages and obstacles. The major shortcomings in the industry include in
particular:

e the lack of the support institutions needed to enhance its competitiveness;

e inadequate access to financial resources/bank credit;

e inadequate industrial R&D;

e the weakness of ICT; and

e inadequate education, skills and training.

Although Syria now has a number of support institutions, such as the Syrian Arab Stan-
dards and Metrology Organisation (SASMO), the Industrial Testing and Research Centre
(ITRC), various vocational training centres, two intermediate institutes for textile indus-
tries in Damascus and Aleppo and specific departments for the textile industry in faculties
of mechanical engineering in Damascus, Homs and Aleppo, these facilities form part of
the public sector and operate in accordance with bureaucratic government regulations and
standards and do not therefore need to meet market requirements. There is a particular

need for the capacities of their staff to be upgraded and refined.

The lack of access to financial resour ces/bank credit makes the textile and clothing in-
dustry totally dependent on its own resources for the financing of production operations,
which gives rise to inadequate start-up financing and so hampers competitiveness. Ac-
cording to data contained in a Syrian report published by the Decision Support Office of
the Council of Ministers, the industrial and mining sector’s share of bank credit in 2007
was only 4.9 per cent. Commerce took 48.4 per cent, and 13.5 per cent went to the agricul-

tural sector. Venture capital and private equity operators are almost non-existent in Syria.

Industrial competitiveness depends on the intensity and effectiveness of efforts to absorb,
adapt and improve on domestic and imported technologies. However, there are no pub-
lished data on R&D in Syria, but from the lack of innovation in the public sector it ap-
pears that industrial R&D is negligible. As the structure of industry in the private sector is
dominated by small, traditionally family-run enterprises, engaged in labour-intensive ac-

tivities and serving local markets, industrial R&D is obviously very limited.

Compared to other countries in the region, Syria is also lagging behind in all areas of In-

formation and Communication Technology (ICT), apart from telephone mainlines.
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Finally, available human capital poses a challenge for Syria. The labour force is poorly
educated, since approximately 66 per cent of workers have completed no more than pri-
mary education and less than 7 per cent are graduates of colleges and other institutes of
higher education (Mol 2009). Moreover, what is needed is not just a general upgrading of

skills, but new forms of organisation and the “multi-skilling” of the workforce.

Furthermore, the Syrian educational system is not producing the quantity and quality of
skills needed for industrial renovation. Training is provided in the public-sector textile
companies, but it is neither systematic nor widespread and is, for the most part, inade-
quately funded. The lack of skills in the textile sector extends to know-how in weaving,
dying, printing and finishing. According to the available assessments, only about 3 per
cent of workers have university degrees even in the public sector. Without a drastic in-
crease in the number of skilled workers, quality upgrading and improved productivity

cannot be achieved.

53 The IMUP strategy — conceptional approach

The IMUP programme is aligned with Syria’s 10th FYP objectives and priorities. As Fig-
ure 3 shows, the pillars of the FYP are reflected in IMUPs at all levels, from management

to technical programmes.

In the medium and long term, the Ministry of Industry will be the institution mainly re-
sponsible for the programme on the government side. The private sector will also play a

major role in managing the IMUP at various levels.
The current IMUP is focused on three interlinked levels of policy intervention:

Macro level: formulation of a national programme for industrial modernisation/upgrading
and development, e.g.

e national programme for industrial modernisation/upgrading and schemes for financ-
ing enterprise modernisation and upgrading plans

e subsector strategy for the development of the textile sector

Meso level: national capacity-building in the field of industrial modernisation and upgrad-
ing, e.g.

e strengthening the Ministry of Industry, including the establishment of the Upgrading
and Modernisation Unit (UMU) and the strengthening of the Investment Office
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e strengthening the professional capabilities of national consultants, consulting com-
panies and support institutions

e strengthening/establishing technology centres

Figure3: Alignment of IMUP with the 10th FYP
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Source:  UNIDO / IMUP (2007), 10

Micro level: modernisation/upgrading of some 40 selected SMEs in the textile sector,

including ISO certification of enterprises and promotion of investment and technology

partnerships, e.g.
e preparation of diagnostic studies and modernisation/upgrading plans
e implementation of modernisation/upgrading plans

e promotion of investment and technology partnerships
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e ISO 9000 certification of enterprises.

As in UNIDOQO’s upgrading approaches in other countries, an approach based on expertise

gained and methodology developed has been adapted to the Syrian programme (see Figure 4).

Figure4: The process of upgrading: a continuous improvement process
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The budget for the two-year programme is EUR 2.2 million (including UNIDO support
costs); as the main donor, Italy is contributing funds to meet the costs of the project, and

especially the financial requirements of the Upgrading and Modernisation Unit.

5.4  Preliminary results with the IMUP
The results achieved with the various components of the comprehensive IMUP so far have

been mixed. According to the available data, they can be summarised as follows*:

Macro level: the formulation of a national programme for industrial modernisation and

upgrading has become an integrated part of the 10th FYP. However, the subsector strategy

26 Facts and figures on the results presented here are largely based on the draft Independent Evaluation of
the Syria Integrated Programme, UNIDO, Vienna 2009.
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for the development of the textile industry (focusing on the weaving, finishing and gar-

ment sectors), based on a value chain analysis, has not been completed.

Meso level: the building of national capacity in the field of restructuring, modernisation and
upgrading at both government and private-sector level has been partly completed. The Up-
grading and Modernisation Unit (UMU) has clearly gained the respect of Syrian companies,
particularly as the selection of pilot companies has been seen as transparent and fair. Avail-
able data, however, emphasise that the UMU has generally lacked a real “private-sector
mentality,” where management and staff understand what their customers need and have the

capacities and systems to meet their needs.

Moderate results have been achieved in the “training of national consultants” in upgrading
techniques (elaboration of strategic diagnosis, evaluation of upgrading, etc.). The envisaged
strengthening of capacities at the Technical Centre in Aleppo, including existing facilities in the
Ministry of Industry, has not been achieved.”” Nor has the promotion of SMEs, particularly
with regard to their access to foreign partnerships, technology, joint ventures and market ac-

cess, been successful.

Micro level: the plan to select a maximum of 40 enterprises for upgrading was imple-
mented, although the time horizon for the use of existing success indicators (increases in
sales, exports, employment and investment) was considered too short. However, available
data show that the pilot companies have found the support of the project in production,

marketing and cost-accounting relevant or highly relevant to their needs.

Based on anecdotal information and companies’ own reports, Table 6 depicts the detailed
outcomes of the project in terms of improved methods and marketing, efficient production
planning, accurate product costing and the introduction of new products and design collec-

tions.

The goals of obtaining ISO Certification for 15 enterprises and of successfully promoting

investment and technology partnerships have not been achieved.

27 UNIDO, 2009, Independent Evaluation Syria Integrated Programme, Draft, Vienna, p. 34
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Table6: K ey results achieved by the pilot companies

Changes in business processes as a result of the project assistance % of companies
Improved production methods 91
Improved/new marketing planning practices 62
Improved marketing and promotional activities 55

Accurate measurement of costs through the use of the Excel product- | 56
costing system

Energy- and cost-saving measures taken 33
New design and product development techniques 47
New/improved products and collections launched 50

Source:  UNIDO (2009), Independent Evaluation of the Syria Integrated Programme (draft)

In sum, given the short implementation time and limited expert inputs, the outcomes and
potential impacts achieved at company level are remarkable. However, the fact that the
IMUP has not effectively achieved other important objectives, i.e. the elaboration of the
textile and clothing strategy, the envisaged activities for the textile export centres and the

promotion of investment partnerships for participating companies, is a major drawback.

Meanwhile, in the light of the preparation of the 11th FYP, an additional, very compre-
hensive document on the establishment of an industrial strategy for the Syrian textile and

clothing sector was drawn up by UNIDO in June 2009.

This very recent document includes an in-depth strategic assessment of the industrial
situation within the macroeconomic framework and compares the performance of the Syr-
ian industrial sector with that of other countries with a view to identifying weaknesses and

bottlenecks.

Second, the UNIDO document focuses on the characteristics of the Syrian textile and
clothing industry, giving a very detailed description of its structure, main strengths and

weaknesses, its performance and the challenges it faces in the future.

Third, the document sets out an articulated framework, proposing a vision or mission for
the industry, highlighting main strategic objectives and detailing all strategic interventions
which would be crucial for the upgrading and modernisation of the Syrian textile and

clothing industry.

The proposed strategic directions are shown in greater detail in Box 7.
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The recommended strategy for the textile and clothing industry with its additional strate-
gic directions, particularly at macro level, forms a new basis for discussions among stake-
holders aimed at overcoming some of the constraints on the ongoing industrial policy ap-
proach and may have an important impact on the shaping of the textile and clothing indus-

try during the 11th FYP.

Box 7: Proposed strategic directions for the upgrading and moder nisation of Syria’'s
textile and clothing industry

Macro-level strategies:

e Driving gradual trade liberalisation of the market with a focus on certificates of origin,
customs controls and proper supports.

e Investing in the modernisation and upgrading of physical, technological and utility in-
frastructure.

e Fostering the formation of an entrepreneurial mindset and strengthening the industrial
mindset at large (for private and state-owned companies).

e Developing marketing and promotion at the industry level to support exports and im-
prove industry attractiveness to FDI.

e Setting up a comprehensive innovation policy for support of research and development,
technology enhancement and knowledge acquisition, development and diffusion.
Constructing an efficient and reliable industry and competitive intelligence system.
Modernising the credit and capital system, setting up policies and initiatives to foster the
increasing use of external capital and funds.

Meso-level strategies:

e Fostering the creation of cluster-like forms of industry networking and agglomeration
and enhancing the experience of the industrial zones.

e Revising training institutions at all levels, with a focus on the link between the education
system and the industry.

e Promoting the creation of real service centres and consulting specialised in the textile
and clothing business.

e Supporting the development of business associations at various levels, to complement
the role of the chambers of commerce and industry.

Micro-level strategies:
e Restructuring private and state-owned firms
e Prioritising geographical markets to target
e Focusing on key strategic products
e Upgrading management practices and strategies

Source:  UNIDO / IMUP (2009)

Against the background of the IMUP concept, which was introduced as a model for mod-
ernising and upgrading not only the textile and clothing sector, but other industrial sectors
too, the question is what other sectors Syria is planning to modernise and upgrade, in what
form and to what extent. In any case, there is a need to disseminate detailed information
on “best practices” and “lessons learned” from the IMUP concept in the textile and cloth-

ing sector that could be of general relevance to other industries.
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A number of criticisms of the IMUP concept should also be taken into account: company-
level interventions generally leave room for unfair competition and the risk of subsidy
abuse, especially when favouritism is a major element in state-business relations. Finally,
industrial modernisation and upgrading programmes should generally include a clear and

credible exit strategy (Altenburg / Stamm, 2007).

Meanwhile, the Modernisation and Upgrading Programme has been extended and an addi-
tional second phase agreed. This new phase has the support of an Italian loan of EUR 20

million for upgrading the equipment of 36 Syrian textile companies.

6 Assessing Syria’s industrial policy in the context of the economic reform
process and the internal and external political environment
This study has shown that Syria’s current industrial policy is largely determined by the
country’s ongoing economic reform process. Against this background, it has become clear
that various obstacles, barriers and shortcomings are only partly due to the reform pro-
grammes as such, as they are formulated in the 10th FYP and other official documents, but
rather to the process itself, i.e. the deficient restructuring of state-owned enterprises and
the public sector, the absence of a comprehensive SME concept and the limited achieve-

ments of the ongoing industrial modernisation and upgrading programme (IMUP).

Despite Syria’s considerable trade liberalisation, numerous far-reaching new laws and
regulations designed to increase private investment and its newly established support insti-
tutions (the Syrian Investment Agency (SIA), the Export Development and Promotion
Agency (EDPA), the Syrian Enterprise Business Council (SEBC)), Syria is still in the
process of making choices between, on the one hand, traditional industrial policy, based
on intervention by sectors and a continuing prominent role of SOEs and state-controlled
institutions, and, on the other hand, a more horizontal enterprise policy, under which pub-
lic institutions act as facilitators for the private sector, providing the public goods required

and offsetting market failure appropriately.

The two policy approaches exist in parallel in a difficult, inefficient and costly compro-
mise. At present, this situation is characteristic of Syria’s very gradual transformation

process in general and its industrial policy approach in particular.
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The extent to which Syria’s industrial policy moves from its current approach towards a
more horizontal approach and over what period is determined by various factors, the most

important of which include:
e The credibility/capacity to implement general economic reforms

e The ability and willingness to overcome external and internal political constraints

For the moment, the perception of the reform process varies considerably. The variations
are mainly due to the fact that actors and observers look at different indicators when
evaluating the reform process. While most Syrian officials, the IMF and particularly the
World Bank acknowledge that the reform process so far has been slow and modest, they

also take a fairly positive view of the ongoing reform process (World Bank 2009).

Other experts and observers underline the continuing disparity between the declared re-

form programmes and the lack of commitment and implementation.

Yet, even if it is questionable whether the speed of the reforms or the degree of implemen-
tation should be considered as relevant indicators of reform sustainability, the necessary
credibility of the transformation would seem to require greater transparency of the level of
reform so far achieved. The current preparation of the 11th FYP makes it particularly im-
portant for the monitoring process and the evaluation results of the 10th FYP to be publi-

cised.

However, greater transparency of achievements under the 10th FYP would be only one
element in increasing the credibility of the reform process. The sustainability of Syria’s
reforms, including those initiated under the industrial modernisation and upgrading pro-
gramme, and the applicability of this approach across industrial sectors largely depends on

the technical capacity of the reformers, particularly at the level of policy implementation.

In fact, the widespread lack of implementation and numerous weaknesses of the economic
reform programmes, including the IMUP, can be partly attributed to the existing shortage

of human resources and appropriate skills.

In the short run a very limited number of skill gaps can be partly bridged with the help of
international experts. However, the deeper problems will remain as long as the low quality

of schools and universities is not addressed appropriately.
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Besides these challenges, some of them huge, but still more technical, the ongoing internal
and political dynamics are determinants of Syria’s reform process in general and its indus-

trial policy in particular.
In Syria’s case two factors play a decisive role:

e external boycotts/sanctions and
e internal resistance to the reforms.

External boycotts and sanctions result in Syria losing benefits of its economic liberalisa-
tion and selective improvements to the investment climate, owing to unresolved foreign
policy issues, including the international sanctions imposed by the USA, which lead com-
panies to refrain from investing in Syria. There is no doubt that these sanctions entail not
only lost investments but also missed opportunities for the technology transfer and skills

development which Syria urgently needs (Briick / Binzel / Hadrich, 2007).**

A further obstacle is the long process in the signing of the EU Association Agreement.
However, this obstacle may be removed if ratification by Syria takes place in the near fu-

ture.”’

More significant for the sustainability of the reform process are the internal political dy-
namics. Industrial policy reforms are closely linked to the liberalisation of markets, insti-
tutional restructuring and legislative changes, which not only include a redistribution of
economic resources, but also transform power relations and hierarchies at all levels. Po-
litical and economic “losers” in particular may attempt to block the reform process. At
best, this will lead to incomplete implementation, at worst, to the destabilisation of the
existing political system. Arguments advanced and statements made during the interviews
revealed that internal political factors and the fear of a negative political backlash are criti-
cal determinants of the future prospects of the general process of economic reform, includ-

ing the reform of the industrial policy.

28 A discussion of the justifications of these sanctions is beyond the scope of this study.

29 It must also be remembered that the EU Association Agreement will also have some adverse effects on
Syria’s economy.
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For the moment, it seems that the Syrian government’s main aim is to overcome internal
resistance to reforms by slowing down the pace at which they are undertaken and follow-

ing a very gradual and modest path towards a more horizontal industrial approach.

7 Conclusions and recommendations

This report has shown that Syria’s industrial policy is largely shaped by the country’s

transformation programme as set out in the 10th FYP and its updated version, the ERP.

Under the 10" FYP Syria has launched numerous new regulations and legislative reforms,
all of which have helped to liberalise the country’s trade regime, to improve the invest-

ment climate and to increase Syria’s competitiveness.

In addition, such new institutions as the SIA, the EDPA and the industrial cities have been
established, some beginning to operate only very recently. Furthermore, since Syria’s eco-
nomic reforms were launched, the Ministry of Industry, with support from UNIDO, has
implemented an industrial modernisation and upgrading programme. Given its concept
and specific approach, this programme is seen as a model for the upgrading and moderni-
sation of Syria’s industry in general. According to the Syrian government, this programme

has meanwhile become the showcase for the country’s industrial policy.

While positive steps are being taken to modernise Syria’s industrial policy, other vital tar-

gets set in the 10th FYP with respect to the manufacturing industry, i.e.

e the law on reforming/restructuring the SOEs and
e the envisaged SME strategy
have yet to be achieved. Both are vital components of a modern industrial policy and must

be given a high priority in the preparation of the forthcoming 11th FYP.

In addition, if Syria’s industrial policy is to be modernised during the next phase, its vari-
ous new strategic elements (e.g. SIA, EDPA, industrial cities) will require more effective

implementation.
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The “best practices” emerging and “lessons learned” during the current IMUP should be
documented, since they can provide important knowledge on the potential of this approach

and the limits to its application to other industrial sectors.

It is clear from Syria’s current industrial policy that the gap between the five main objec-
tives outlined in the 10th FYP and the implementation of the numerous initiatives and
projects is partly due to shortcomings in the management of this process. While the nu-
merous objectives and programmes/initiatives and the time frame are documented, the
specific mandates of the ministries involved, including the responsibility they should take
and the coordination required, the contributions and tasks of the private and public sectors,
the role and participation of business associations, civil society organisations, think tanks
and research institutions and the necessary cooperation/coordination among these actors

are in no way specified and are not subject to any kind of monitoring.

The unclear management of Syria’s industrial policy can be partly ascribed to technical
shortcomings, some of which can be eliminated with external technical assistance, but as
this report has shown, other obstacles are due to a greater or lesser extent to internal and
external political factors. The internal factors are highly complex, requiring nothing less

than a “new social contract” that is compatible with a market economy (Nabli et al. 2006).

Building on the findings presented here, the report makes the following main recommen-

dations to the Syrian Government:

¢ Finalise the law on the reform of the industrial public sector and develop a roadmap
for the process of reforming/restructuring public enterprises

e Enhance the urgently needed “capacity-building” for good corporate governance of
SOEs

e Develop a carefully crafted and consistent strategy for SME promotion

e Improve the efficiency of new institutions (SIA, EDPA, industrial cities), particu-
larly by offering performance-based incentives

e Assess the contribution/limits of the Industrial Modernisation and Upgrading Pro-
gramme (IMUP) with respect to its applicability to other industries and its potential
as a more horizontal industrial approach

e Assess the opportunities and challenges for Syria’s industry across economic sectors
and examine the potential of a comprehensive Industrial Modernisation and Upgrad-
ing Centre
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e Ensure efficient policy management of the implementation and monitoring of the
economic reforms in the manufacturing industry.

Donor agencies should provide technical support by undertaking the following activities:

e Supporting Syria’s capacities for policy management processes with a view to im-
proving coordination and/or cooperation among ministries and stakeholders in the
industrial sector

e Supporting Syria’s monitoring and evaluation capacities

e Supporting Syria’s capacity to make the institutions newly established to promote
industrial policies more compatible with the requirements of a market economy

e Supporting Syria’s capacity to achieve a nationwide change from a largely vertical
industrial policy to a more horizontal social market-based strategy

e Supporting Syria’s innovative industrial potentials, i.e. its widespread engineering
know-how, and strengthening the capacities for innovation, particularly in the case
of SMEs.
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Annex

TableA 1. List of government officialsand expertsinterviewed in Damascus

Name Function Institution

Dr. Fouad Al-Jouny Minister Ministry of Industry

Bassam Al-Attar Director of Cooperation with Syrian Arab Republic
Europe Foreign Debts Prime Minister Office

Dr. Iyad Maklad Director of International Rela- | Syrian Arab Republic
tions Ministry of Industry

Prof. Dr. Ahmad Abdolaziz General Director Syrian Arab Republic
Deputy Chairperson Prime Ministry

Fadlala Garzaldeen Macro Development Syrian Arab Republic
Director General Prime Minister Office

Ghassan Wadea Al-Eed Deputy Minister of Syrian Arab Republic

Economy and Trade

Ministry of Economy & Trade

Dr. Raslan Khadour

Dean of Planning Institute

Syrian Arab Republic
State Planning Commission

Al Habash Ghassan Deputy Minister of Syrian Arab Republic
Economy and Trade Ministry of Economy & Trade
Wolfgang Weber Advisor CIM Ministry of Industry

Fouad Al-Lahham

Project National Director

Industrial Modernization and
Upgrading Programme (IMUP)

Noha Chuck

Chief Executive Officer

Syrian Enterprise & Business
Centre (SEBC)

Samir Seifan

Managing Director

Economic and Business Con-
sultants ADC

Dr. Eng. Aref Altawam

Chief Executive Officer

Al Shatta for Technical Engi-

Economic Development

neering (A.S.T.E.)
Ziad Ayoub-Arbahe, Ph.D. Consultant Energy Economics & Industry
Yamashita Masahiro Senior Advisor Japan International Coopera-

tion Agency (JICA)

Louai Kassab Hasan

Programme Officer
Economic Sector

Japan International Coopera-
tion Agency (JICA)

Tomita Akiko Chief Representative Japan International Coopera-
tion Agency (JICA)
Ido Yuko Project Formulation Advisor Japan International Coopera-
Economic Sector tion Agency (JICA)
Nabil Sukkar Ph.D Managing Director The Syrian Consulting Bureau

for Development & Invest-
ment (SCB)

Tristan Salmon

Director of Projects

The Syrian Consulting Bureau
for Development & Investment
(SCB)
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Table A 1 (cont.)

Sven Krauspe Deputy Head of Mission Embassy of the Federal Re-
public of Germany
Dr. Magdy El-Menshawy Country Director GTZ
Syria & Lebanon
Dr. Michael Krakowski Programme Director GTZ
Christoph David Weinmann | Economic Policy Advisor GTZ
Yasmin Nosseir Expert GTZ

Eng. Mohammed Shaer

General Manager

Shaer Trading & Industrial
Co. Bader

Hans-Joerg Fiedeldei

General Manager

Mercedes-Benz

Waeel al Ghabra Chairman Syrian Textile and Garment
Exporters Association
Abdul Razzak Baghdadi Director of Transportation Orpheus Tours & Travel
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TableA 2.  Key economic data on Syria
Population, GDP and Unemployment*
Population in GDP in bil. GDP per capita | % GDP growth | % GDP growth | Unemployment rate
mil. (2005) EUR (2006) in EUR (2002-06) (2007)+ (2006)
18 26.1 1382 3.5 3.3 8.1

+According to the figures from Mol the growth rate reached 6,1 %.

Foreign Direct Investment (FDI)**

FDI flows in FDI stocks per capi-
EUR millions ta in EUR (2006)
1990-2000 2003 2004 2005 2006
81.7 115.8 177.01 321.8 386.2 316.2
Trade Balance and Exports by Main Commaodity Group***
Exports by main
corrzlrgl(;)flty Current account balance in EUR
(2004) billions (2006)
Agricultural | Fuels and min- | Manufactured
products ing products goods
11.5 55.9 6 -1.4
Sources: *Eurostat 2008, International Monetary Fund 2007, CIA World Fact Book; **UNCTAD, World Investment

Report 2007; ***WTO, IMF and World Bank.
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TableA 3: BTI-Index for Syria 2008

Status Index 1-10 3.39 # 113 of 125

Democracy 1-10 2.60 #121 of 125 )
Market Economy 1-10 4.18 # 96 of 125 ——
Management Index 1-10 2.47 #116 of 125

Scale: 1 (lowest) to 10 (highest)  score rank trend

The BTI is a global ranking of transition processes in which the state of democracy, market economic
systems and the quality of political management in 125 transformation and developing countries are evalu-
ated.

For each of the three identified areas there are numerous criteria and indicators. For “democracy” the main
indicators are: stateness, political participation, rule of law, stability of democratic institutions and political
and social integration. The main indicators for characterising the status of “market economy” are: level of
socioeconomic development, organisation of the market/competition, currency and price stability, private
property, welfare regime, economic performance and sustainability; for “management” the following indi-
cators are identified: level of difficulty, steering capability, resource efficiency, consensus-building and
international cooperation.

Source: Bertelsmann Stiftung, BTI 2008 — Syria Country Report 2007; BTI 2010 Manual for
Country Assessment

Box A 1: Ten dimensions for the assessment of Mediterranean Countries industrial
policy approaches

Dimension 1: Simple procedures for enterprises

Dimension 2: Education and training for entrepreneurship

Dimension 3: Improved skills

Dimension 4: Easier access to finance and investment-friendly taxation
Dimension 5: Better market access

Dimension 6: Innovative firms

Dimension 7: Strong business associations

Dimension 8: Quality business support schemes and services

Dimension 9: Strengthening Euro-Mediterranean networks and partnerships
Dimension 10: Clear and targeted information for enterprises

Source:  European Commission / OECD (2008)
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Box A 2 Futurevision of the manufacturing industry sector until 2025

The key points of the long-term vision of the manufacturing industry are:

*

¢ Contribute at a higher level to the economic and social development of the coun-
try; in particular, increase its share of GDP and improve the terms of trade;

>

Enhance competitiveness, through research, innovation, technological and techni-
cal capacity, quality, training, and good organisation and administration to increase
added value and productivity;

o
25

¢ Increase value added based on invention through research, development, training,
and good organisation and administration;

¢ Enhance the supply chain to increase value added and improve links with other
sectors;

>

X/
*

Create employment and raise living standards;

L)

%

%

Consider environment-friendly growth.

Source:  ERP (2008, 5)
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