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The implementation by Maghreb countries of the Preferential Trading Area 
Agreements with the European Union is one of the main factors that will determine 
their economic performance over the next 15-20 years.  The most significant feature 
of the agreements is the implied unilateral liberalisation and opening to imports of 
manufactured products by the Maghreb countries.  The objective of this paper is to 
gain some insights into the likely impact of this unilateral trade liberalisation by the 
Maghreb countries by looking at similar trade liberalisation experiences in 
developing countries and to derive some lessons from the comparison. 
 
 

1. INTRODUCTION 
 
The implementation by Maghreb countries (Algeria, Morocco, Tunisia)2 of 
the Preferential Trading Area (PTA)3 Agreements with the European Union 
(EU) is one of the main factors that will determine their economic 
performance over the next 15-20 years. Tunisia and Morocco have already 
signed such agreements in 1995 which are to enter into force soon (during 
1997), while Algeria is preparing to negotiate similar agreements. The most 
significant feature of the agreements is the implied unilateral trade 

                                                           
1  University of Tunis and NABES. 
2 In this paper we use the restrictive definition of Maghreb including only the above 

mentioned three countries. The formal Maghreb Arab Union organization includes also 
Libya and Mauritania. These two countries are not part of the European Union-
Mediterranean Partnership initiative. 

3 Following Bhagwati and Panagariya (1996) we will use the term PTA to designate these 
agreements instead of the more commonly usual FTA (Free Trade Area) agreements. This 
underscores the fact that these agreements do not establish complete free trade for the 
countries involved. 
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liberalisation and opening to imports of manufactured products by the 
Maghreb countries. 
 

The objective of this paper is to gain some insights about the likely 
impact of this unilateral trade liberalisation by the Maghreb countries by 
looking at similar trade liberalisation experiences in developing countries. 
Some recent work, mainly at the World Bank, has used this approach by 
comparing the prospects for the Maghreb and other southern Mediterranean 
countries with the experience of northern Mediterranean countries’ entry 
(Greece, Spain and Portugal) into the European Common Market4 or that of 
Central and Eastern European Countries (CEECs) free trade area agreements 
with Europe5. However a major problem with these comparisons, and with 
studies of the effects of trade liberalisation and opening in general has been 
the difficulty in disentangling the effects of trade policy from those of 
macroeconomic stabilisation and other reforms. Two features of the 
Maghreb countries’ experience, particularly in view of the assessment of the 
implications of the PTA agreements, are their implementation through a 
gradual process and in a likely context of relatively stable macroeconomic 
conditions. This makes it difficult to gain useful insights from comparisons 
with other trade liberalisations that take place in a crisis situation or through 
“shock therapy”. 
 

In the paper we will often refer to the Maghreb countries as a group 
which is homogenous and share some characteristics making their experience 
broadly comparable. But we will also more specifically refer to Morocco and 
Tunisia who are closer in their experience. This should not deny that 
individual countries have specific characteristics and experience which may 
make the discussion more or less valid for them. This applies in particular to 
Algeria because of the crucial role of the oil sector, the excesses of its 
socialist experience and its political situation. Algeria faces problems of 
transition to a market economy which are similar in scale to the CEECs, but 
many aspects of our analysis will apply as well. 
 

We discuss in the next section the PTA agreements of the Maghreb 
countries with the EU and their context. In section 3 we use a comparative 
perspective to assess the extent of import liberalisation and its impact on 
economic performance for the Maghreb. Lessons for the Maghreb countries 
                                                           
4 For example Dadush and Riordian (1996), and DeKleine and Riordian (1995).  
5 See Hoekman and Djankov (1996). 
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from this comparison are drawn in section 4. In the last section we discuss 
various political economy issues of trade reform implementation. 
 

2. THE PTA AGREEMENTS BETWEEN EUROPE AND THE 
MAGHREB COUNTRIES 

 
The Maghreb countries have implemented over the period from the early 
1960s to the mid-to-late 1980s some of the most restrictive trade regimes in 
the developing world. Import substitution was the basic ingredient of their 
development strategies during this period. While varying from country to 
country, these policies relied in all of them on an extensive and complex 
system of import controls, high tariff rates, exchange controls in addition to a 
wide-ranging system of domestic control policies of investment, credit, 
prices, trade and so on. A large public sector was developed for the 
implementation of these policies as well as reliance on public monopolies. 
 

It was not until the mid-1980s that extensive reform policies were 
implemented starting in Morocco in 1983-84, then in Tunisia in 1986-87 and 
in Algeria since the early 1990s. Trade liberalisation was a basic component 
of these reforms and implied dismantling of the system of quantitative 
controls to a large extent, reduction in tariffs and simplification of the tariff 
system, export promotion schemes and current account convertibility. In all 
cases these reforms took place in response to major balance of payments 
difficulties and essentially in a crisis situation. Other reforms were 
implemented as well to varying degrees in many areas, including the tax 
system, domestic investment and credit liberalisation, the financial system, 
domestic trade liberalisation, privatisation and public enterprise reform6. 
They prepared the ground for the first two countries to become members of 
GATT in 1987 for Morocco and 1990 for Tunisia. 
 

The data in Table 1 show the extent of trade restrictions in the Maghreb 
countries during the early 1980s and their reduction since then. These 
restrictions were and remain fairly extensive and high compared to the 
average for developing countries and especially the comparator group of 
middle- income developing countries. 
 

                                                           
6 For a description of this experience and its assessment for Tunisia, see Nsouli et al,. (1993) 

and for Morocco, see Havrylyshin et al.,  (1991). 
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While this process of trade liberalisation was still being implemented 
gradually, Tunisia and Morocco became the first two Mediterranean 
countries to sign PTA agreements with the European Union. They are part of 
the EU Mediterranean Partnership Initiative which aims at promoting 
political stability, containing political tensions arising from immigration and 
political extremism in the region; at encouraging balanced and sustainable 
growth and reducing income disparities; as well as dealing with common 
challenges such as the protection of the environment. The two main 
mechanisms for this policy are the creation of a EU-Mediterranean free trade 
area or PTA and a substantially increased financial support. 
 

The basic features of the agreements with Morocco and Tunisia as to the 
creation of a PTA include the following: 
 

• continuation of duty free access of Maghreb countries’ industrial 
exports to Europe which prevailed under the previous agreements of 
1969 and 1976, and the lifting of remaining restrictions. 

  
• duty free access of European industrial products to Maghreb countries 

at the end of a transitional period of 12 years. The dismantling of tariffs 
would take place gradually (according to four lists) starting with capital 
and intermediate goods, then consumer goods according to degree of 
competitivity of similar domestic production. 

  
• immediate elimination of quantitative restrictions except as allowed 

under GATT rules. 
  
• maintaining essentially the status quo for trade in agricultural products, 

with some improved access to the EU in terms of quotas and tariffs. 
New negotiations as to the future status of trade in agricultural products 
will be started in the year 2000. 

  
• policy harmonisation in the domains of competition policy, intellectual 

property, standards and mutual recognition of certification. 
 

From this brief description it appears clearly that the agreements consist 
essentially of a unilateral import liberalisation by Maghreb countries over a 
period of 12 years, which is a very gradual process. The dismantling of 
tariffs on imports for competing products to domestic production will start 
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mostly after a so-called “grace period” of four years after entry into force of 
the agreements. 
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Table 1 
General and Trade Policy Indicators for the Maghreb Countries 

 
 Middle Income 

Developing 
Countries 

Algeria Morocco Tunisia 

GDP/Capita (1)     

     
1994-dollars 2520 1650 1140 1790 
1994-PPP $  5380 (1993) 3470 5020 
Growth 85-94 -0.1% -2.5% 1.2% 2.1% 
Population (1)  
(1994, millions) 

    

Mean Tariff Rates (2)     

 25.0 (80-83) 44.4 (1980) 54.0 (1982) 26.4 (1982) 
 24.7 (84-87) 21.7 (1985) 27.0 (1985) 27.2 (1985) 
  23.1 (1987) 24.0 (1988) 26.0 (1988) 
 20.0 (88-90) 24.6 (1989)  27.7 (1991) 
 15.4 (91-93) 22.9 (1992) 22.8 (1993) 33.2 (1994) 
     

Non-Tariff Measures 
Incidence (2) 

    

   50.1 (1983)  
   27.6 (84-87) 76.2 (84-87) 
    63.7 (88-90) 
 18.7 (1990s) 9.5 (1990s)  32.7 (91-93) 
Sources: (1) From World Bank, 1996, World Development Report. (2) Mean Tariff Rates are 
unweighted averages for all goods, and Non-Tariff Measures Incidence are the percentage of 
tariff lines covered by non-tariff measures. From UNCTAD, Directory of Import Regimes, 
Part l: Monitoring Import Regimes, United Nations, New York, 1994 and Francis Ng (1996). 

 
Whether from general experience of trade liberalisation or assessment of 

the impact of the FTA on Maghreb countries7 there is now an overall 
agreement on a number of requirements for the success of this strategy, 
which are summarised as follows: 
 
1. Strengthening of macroeconomic stability, including fiscal stability and 
budgetary discipline, and a flexible exchange rate policy in order to account 
in particular for the tariff reduction and to achieve a stable and competitive 
real exchange rate.  
                                                           
7 For instance Nsouli, Bisat and Kanaan (1995), Havrylyshin (1996), Dadush and Riordian 

(1996), and Lawrence (1997). 
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2. Strengthening the tax system to compensate for the reduction in import 
tariff revenue resulting from the dismantling of tariffs8. 
 
3. Unilateral more global trade liberalisation across the board with non-EU 
partners in order to reduce the gap between MFN rates and free trade and 
avoid or minimise trade diversion and its costs, and “hub-and-spoke” 
investment effects9. 
 
4. Deeper integration with the EU including: harmonisation of standards, 
homogenisation of customs and statistics procedures, market regulation and 
competition policy, investment mechanisms.  
 
5. More market orientation in the economies with liberalisation of factor and 
domestic goods markets so as to facilitate resource shifts and responsiveness 
to price signals. This includes in particular liberalising the regulatory regime 
applying to foreign direct investment and the services sector.  
 
6. Privatisation and public enterprise sector reform to have more neutral 
incentives for businesses and increase responsiveness of the production and 
trade sectors in the economy to market conditions. 
 

We will assume in this paper that the FTA agreements are part of a 
credible trade liberalisation process in the Maghreb countries, and that they 
are in fact a mechanism for “anchoring” or “locking-in” this process10. We 
will further assume that authorities in the Maghreb countries will address 
adequately the first four requirements for the successful implementation of 
the PTA agreements, including maintaining macroeconomic stability, 
adequate fiscal and budgetary response to reduced tariff revenue, in-step 
trade liberalisation with other partner countries, and deeper integration with 
the EU. 
 

                                                           
8 The dismantling of tariffs will have a large fiscal impact of revenue reduction. One estimate 

of this revenue loss for Tunisia is about 2.5% of GDP under full implementation of 
agreements. 

9 By “hub-and-spoke” is meant the possibility for investors to choose setting-up in Europe in 
order to service the various markets with which the EU has PTA agreements instead of 
setting-up in the individual partner (Mediterranean) countries with small markets. 

10 See François (1997) on this point. 
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We will focus on the problems related to the last two issues and their 
role, relevance and importance in the context of the Maghreb countries 
through a comparative analysis of experience. 
 

3. A COMPARATIVE PERSPECTIVE 
 
A major feature that has been often noticed in the study of trade 
liberalisation experiences is their association with other reforms. The use of 
comparative analysis in order to gain insights and lessons poses in this 
context the problem of the choice of relevant experiences. A first problem 
relates to the close historical association between trade liberalisation and 
stabilisation and a second issue is that of the extent and content of trade 
liberalisation episodes to use for comparison. 
 

The association of trade liberalisation with macroeconomic stabilisation 
is important for drawing lessons of relevance for the Maghreb countries. One 
characteristic feature of these countries has been the relative stability of the 
macroeconomic environment. Table 2 illustrates clearly this stability for 
Morocco and Tunisia even as compared to the EU, and also to developing 
countries in general. Algeria has had also traditionally a stable 
macroeconomic environment, and the high values for inflation and the real 
exchange rate are due to the stabilisation program during the 1990s, and is 
now returning to stability11 . There have been certainly episodes of 
macroeconomic crises, which are very rare such as those in Morocco and 
Tunisia in the mid-1980s and Algeria in the early 1990s which were also 
associated with trade liberalisation. These episodes are similar to the typical 
reform package in developing countries. However, the Maghreb countries 
have always recovered their macroeconomic stability within short periods, 
and maintained it for long periods. It is widely recognised that this feature is 
likely to remain valid in the future. Therefore, the assessment of the effects 
of the EU-PTA agreements, as we indicated above, is most usefully 
addressed by looking at experiences where trade liberalisation was not 
associated with major macroeconomic crises and stabilisation. 
 

In Nabli (1997) we identified a sample of 18 trade liberalisation episodes 
not associated completely or in a significant way with macroeconomic 
stabilisations and crises. The complete list of the sample is given in Table 3. 

                                                           
11 Inflation was expected to be around 15% in 1996. 
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It should be noticed that partly by choice the countries in the sample are 
mostly middle income countries, a category most relevant for comparison 
with Maghreb countries. For some of the higher income countries included 
the liberalisation episodes took place in earlier periods when they had lower 
incomes. 
 

Table 2 
Indicators of Macroeconomic Stability 

(Annual Percentage Change, 1985-1994) 
 

 Algeria Morocco Tunisia European Union 

Consumer Price Index     
Average 19.6 5.6 6.6 4.3 
Standard Deviation 12.6 2.2 1.4 0.9 
     
Central Government Balance     
Average -2.3 -3.8 -3.4 -3.8 
Standard Deviation 4.0 2.3 4.8 1.1 
     
Real Effective Exchange Rate     
Average -8.6 -1.4 -3.4  
Standard Deviation 15.1 3.1 5.6  
     
Current Account Balance     
Average 0.1 -2.0 -4.4  
Standard Deviation 3.0 2.1 3.0  
     
External Debt (% of GDP), 1994 64.4 68.3 60.2  
Source: Nsouli, Bisat and K. Inaan (1995). 

 
It may be observed that some important liberalisation episodes which 

should be very useful for comparison with Maghreb countries for the issue at 
hand are not included. The case of Mexico's trade reform in 1986 as well as 
its entry into NAFTA is such an example. The trade liberalisation which was 
implemented by Mexico was far reaching with average tariffs reduced from 
23.5% before the reform of 1986 to 12.5% in 1990, and the quantitative 
restrictions coverage ratio for domestic production reduced from 92.2% to 
20%12 . Soon after further liberalisation was initiated in the context of the 
1992 NAFTA agreement. But the case of Mexico illustrates the typical trade 

                                                           
12 See Dean, Desai and Riedel (1994). 
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liberalisation effects strongly bundled with macroeconomic crises and 
stabilisations. 
 

Trade liberalisation episodes vary considerably as to the content, extent 
or strength and pace of implementation. They may include measures for 
promoting exports and reducing the anti-export bias and/or measures to 
liberalise imports. Import liberalisation may consist of a reduction or 
dismantling of quantitative restrictions, their replacement or not by tariffs, 
reductions in the level and dispersion of tariffs, facilitation of procedures and 
administrative restrictions. The strength and pace may vary from the weak 
and very slow to the complete removal of protection in a short period of a 
few months. 
 

For our purposes we would like to have a sample of episodes where there 
is significant and strong import liberalisation of the kind Maghreb countries 
are undertaking in the context of the PTA agreements. Table 3 provides data 
about the extent of import liberalisation for most of the sample of 18 
episodes identified. It provides the level of average nominal tariffs before 
and after reform, and the level of quantitative restrictions. These are very 
crude indicators for the extent of liberalisation, but are very useful for 
assessing the actual strength and extent of opening to imports. 
 

From this comparison it should be observed that we have no examples of 
import liberalisation which are of the extent and importance to take place in 
Maghreb countries. Even though most of the episodes and experiences 
consisted of a substantial reduction in tariffs and QRs, there remains some 
significant level of protection. The few examples of complete liberalisation 
of imports, mainly those of the accession to the European Common Market 
start from relatively low levels of protection. 
 

The program of import liberalisation by Maghreb countries is therefore 
seen as the most extensive and strong experiment in import liberalisation to 
be undertaken by developing countries. This can be seen from Table 4 
showing for the last date for which data are available indicators of import 
protection in the Maghreb countries and some of the countries in our sample. 
All of the latter still have significant import protection, with the exception of 
Singapore. The significance of the liberalisation program is even stronger in 
Maghreb countries than what appears from looking at the figures in Table 4 
which are averages. Since for a large share of imports which are capital and 
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intermediate goods tariffs are very low, for competing imports the levels of 
protection to be dismantled are therefore much higher. For instance in 
Tunisia an estimate of average tariff protection for this latter category is in 
excess of 30%13. 

 
Table 3 

Extent of Import Trade Liberalisation in a Sample of Episodes 
 

Episode of Trade 
Liberalisation 

Tariffs 
Before After 

Non-tariff Barriers  
Before After 

   
Philippines 1 1960 36 (1957) 38 (1962) Important decontrol  
Greece 2 1962 n.a. n.a.  
Israel 2 1962 40 (1967) 41 (1968) Replacement of QR's by tariffs  
New Zealand 2 1962 No change in tariff protection 85 (1961) 44 (1969)  
Korea 1 1965 40 (1962) 39 (1968)  98 (1964 II) 46 (1868)  
Ireland 1966 n.a. n.a. 
Colombia 2 1968 47 (1965) 32 (1974)  na. 70 (1974) 
Singapore 1968 3.6 (1967) 3.0 (1971)  Elimination of all QRs 
Israel 3 1959 41 (1968) 15 (1977)  Little change 
Sri Lanka 2 1977 No reduction, even increase  Dismantling of QRs 
Korea 2 1977 30 (1977) 25 (1979) 50 (1977) 25 (1981) 
Greece 1981 n.a. n.a. 
New Zealand 3 1982 No significant change in tariff  18 (1981) 18 (1986) 
Portugal 1985 n.a. n.a. 
Korea 1985 24 (1984) 10 (1992)  23 (1984) 5 (1992) 
Colombia 1985 61 (1984) 12 (1992)  99 (1984) 1 (1992) 
Costa Rica 1986 53 (1985) 16 (1987) n.a. 0 (1992) 
Philippines 1986 28 (1985) 24 (1992) 100 (1983) 5 (1992) 
Notes: Tariffs are unweighted averages of nominal rates on all goods. Non-tariff barriers: percentage of 
tariff lines subject to licensing or quantitative restrictions (QRs). Sources: See Nabli (1997). 1. Dean, 
Desai, and Riedel (1994), Table 7.3. for Korea 1985, Colombia 1985, Costa Rica 1986, Philippines 
1986. 2. Michaely, Papageorgiou, Choksi (1991 a,b) for Philippines 1960, Israel 1962 and 1969, Korea 
1965 and 1978, Colombia 1968, Singapore 1968, Sri Lanka 1977, New Zealand 1962 and 1982. 

 
The analysis of the extent and content of trade liberalisation episodes in 

Nabli (1997) showed that the sample identified can be separated in three 
groups only two of which (of 14 episodes) involve significant and relevant 

                                                           
13 According to Hoekman and Djankov (1997), the import weighted average tariff for goods 

for which liberalisation within the PTA with Europe is to take place later (which are a good 
proxy for competing imports) are as follows: goods with a 12-year transition 30.4%, goods 
with an 8-year transition starting after 4 years of implementation of agreement 33.8%. (see 
Table 7.1). 
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reform.14 One group of 4 episodes involved mainly lifting quantitative 
restrictions with little or no tariff reductions on imports.15 The other group of 
remaining 8 episodes involved significant tariff reductions as well as some 
import decontrol in some cases. It is this latter group which is most relevant 
for our comparisons, and for which relevant results are presented in Table 5 
below. This sample includes cases of episodes of only import liberalisation 
with devaluation. They do not include any significant export promotion 
measures. This makes the analysis more relevant for comparison with 
Maghreb countries, Morocco and Tunisia, who have had in place measures 
for export promotion and are unlikely to enhance them during the period of 
implementation of the PTA agreements. However Algeria may in the future 
introduce measures to promote exports and reduce further the anti-export 
bias of its trade regime. 
 

Import liberalisation has the standard static production and consumption 
effects resulting from trade creation and diversion usually captured in studies 
using computable general equilibrium models. Gains include also the 
elimination of costs due to rent-seeking and administrative restrictions. But 
the emphasis has been more recently on the dynamic gains which affect the 
transitory or the equilibrium growth rate of output. The gains come mainly 
from efficiency improvements and increased productivity in response to 
competitive pressures, externalities flowing from growth of exports brought 
about by reduction in distortions against them, and more easy and less costly 
access to imported technology. 

 
Table 4 

Comparison of Trade Policy Indicators for some Countries 
 

Country Average Tariff* (%) 
Average Tariff+Para-

tariff* (%) 
QR Coverage 
Ratios** (%) 

Algeria 22.9 24.9 9.5 
Morocco*** 23.5 36.1 26.2 
Tunisia 27.5 30.6 31.0 
Colombia 11.8 11.8 1.7 
Costa Rica 21.1 61.7 0.8 
Korea 11.1 12.3 2.6 
Philippines*** 28.1 33.1 42.4 

                                                           
14 The 6 episodes where liberalisation was weak are: Philippines 1960, New Zealand 1962 and 

1982, Greece 1962, Israel 1962, and Korea 1978. 
15 The 4 episodes are Korea 1965, Colombia 1968, Singapore 1968, Sri Lanka 1977. 
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Singapore 0.4 0.4 0.3 
Sri Lanka 26.1 29.2 3.8 
Notes: * Data are unweighted averages for most recent year available in the early 1990s. **Unweighted 
averages for number of items covered by quantitative restrictions (QR) for most recent year in the 1990s. 
***For the late 1980s. Source: Ng (199B), Tables A.1 and A.6. 

The realisation of the long-term gains, in terms of output growth, do 
however require usually incurring some adjustment costs to import 
liberalisation, a topic which has received much less attention in empirical 
studies.16 There may be significant costs of adjustment of reallocation of 
resources in terms of reduced output and unemployment of factors of 
production in the short and medium term. There may also be dynamic effects 
in terms of reduced investment and savings growth, if the liberalisation 
affects expectations about policy such as more uncertainty and/or loss of 
credibility. That such costs may be significant has been most clearly seen 
from the experience of the CEECs and the former Soviet Union countries, 
but this experience shows also that the observed effects are the combined 
result of the overall mix of reforms including stabilization.17  
 

For the sample of episodes of import liberalisation chosen which span 
the period 1966 to 1986 we computed a set of indicators of comparative 
performance before and after beginning of episode. For each indicator we 
calculate the average value for the three years preceding beginning of 
liberalisation, and the same average value for the two successive three-year 
periods following it, giving a perspective of six years after beginning of 
liberalisation. In Table 5 we give for the 8 episodes selected the change in 
the average values for the two periods after liberalisation as compared to the 
three- year period before (i.e., the difference between the averages). Having, 
through choice of sample, limited as much as possible the interference of 
macroeconomic factors, this comparison is the closest to measuring the 
impact of import trade liberalisation on economic performance. 
 

This analysis captures a mixture of effects of import liberalisation: the 
realisation of the static efficiency gains resulting from the reduction of 
distortions, as well as the implied adjustment costs, some dynamic gains 
which may be partial and medium run since we take only a six-year 
perspective. 
 
                                                           
16 A notable exception is the study by Michaely et al., (1991 a, b) which addressed the 

employment effects of liberalisation. See also Edwards (1993). 
17 See World Bank (1996). 
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A first observation is the striking specificity of the accession of Greece 
to the European common market in 1981 with a very strong deteriorating 
performance to which we return later. For all other cases there is a positive 
impact on growth. If we also do not consider the case of Costa Rica, this 
impact is very strong during the first three years, ranging from 3.2 to 10.2 
percentage points. But this gain declines thereafter in all cases and even 
becomes negative for Israel (1969). This clear impact on growth is 
accompanied by an improved performance in exports growth. There is, 
however, no uniform impact on imports. 
 

The other significant and important finding is the performance in terms 
of total or private domestic investment, as a share of GDP, which increases 
strongly in many cases, but declines slightly and even strongly, in three cases 
(in addition to Greece): Portugal 1985, Colombia 1985 and Philippines 1986. 
This decline in investment makes the gains in growth, which are very high, 
the more striking for these cases. 
 

The preceding analysis using before and after comparison does allow 
taking account of other factors affecting performance. Using regression 
analysis in Nabli (1997) to account for such other factors affecting 
performance, it is found that the gain in terms of growth due to this type of 
import liberalisation amounts to one percentage of GDP growth per capita 
for a period of 8 years, whereas there is no gain from improved investment. 
 

The case of Costa Rica (1986) is interesting, in that it shows a positive 
effect on growth, of the order of 1 percentage point, and a similar weak 
impact on exports, despite a strong impact on investment. In fact the 
liberalisation episode in Costa Rica may not have been of the significance 
we could infer from Table 3, since there seems to have been added 
protection in the form of para-tariffs later: the total average tariffs plus para-
tariffs rate becomes very high reaching more than 60%.18  
 

But the striking case of the Greek experience of accession to the 
European common market in the early 1980s is the most interesting. Despite 
a slightly positive improvement in export performance, all other indicators 
worsen considerably after liberalisation, and in particular total and private 
domestic investment which drop about 9-10 percentage points of GDP. This 

                                                           
18 See Table 4. 
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performance is certainly partly due to the macroeconomic mismanagement 
that accompanied the entry into the EEC. The fiscal deficit increased from 
4.5% of GDP for the three years before 1981 to 11.7 on average for the 
period 1982-1988 and inflation accelerated and remained high over the entire 
period. The strong real exchange rate depreciation allowed some 
improvement in export performance, but the trade balance deteriorated 
considerably. But structural rigidities must have played also a role in the 
performance in terms of output growth and investment, such as inflexibility 
of labour markets and the weight of the public sector. 
 

Table 5 
Economic Performance after Liberalisation 

Change of Economic Indicators for Averages of Periods of Three Years 
After Liberalisation Compared to Average for the Three Years Before Year 

of Beginning (T) of Episode 
 

 Ireland 
1966 

Israel 
1969 

Portu- 
gal 

1985 

Korea 
1985 

Colom- 
bia 

1985 

Costa 
Rica 
1986 

Philip- 
pines 
1986 

Greece 
1981 

GDP Growth (%)         
t∈[T+1,..,T+ 3] 3.20 4.33 5.67 3.31 3.17 0.91 10.16 -2.10 
t∈[T+4,..,T+ 6] 0.15 -2.01 4.79 0.10 1.10 1.39 5.45 -1.72 
Gross Domestic Investment 
rate (% of GDP) 

        

t∈[T+1,..,T+ 3] 0.49 8.59 -2.43 0.60 0.21 1.76 -2.98 -8.01 
t∈[T+4,..,T+ 6] 2.48 9.23 -1.29 7.22 -1.20 2.84 -0.34 -9.24 
Private investment rate  
(% of GDP) 

        

t∈[T+1,..,T+ 3] 0.25 7.74 -0.03 1.59 0.27 4.04 -0.99 -9.32 
t∈[T+4,..,T+ 6] 2.07 9.95 1.14 6.62 -0.69 5.17 0.31 10.48 
Exports of goods and non-
factor services (% of GDP) 

        

t∈lT+1,..,T+ 3] 3.92 3.55 2.28 3.71 6.27 0.29 4.60 1.29 
t∈[T+4,..,T+ 6] 1.89 3.11 3.60 -4.81 8.85 3.68 5.50 4.02 
Imports of goods and non-
factor services (% of GDP) 

        

t∈[T+1,..,T+ 3] 2.21 6.93 -3.21 -4.28 -0.71 2.89 2.79 4.18 
t∈[T+4,..,T+ 6] 0.87 13.64 0.23 -5.65 0.53 7.22 8.28 6.44 
Unemployment rate* n.a. - - n.a. n.a. n.a. n.a. + 
Notes: * For unemployment indication of direction of change in rate for average during period of 
episode compared to year before beginning of liberalisation for information from Michaely, 
Papageorgiou and Choksi (1991), and for five-year averages after and before from DeKleine and 
Riordian (1995) for Greece 1981 and Portugal 1985. Sources: Basic data are obtained from World 
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Bank Research Department (Prospects and Analysis Division), IECAP model database and IEC main 
database. See Nabli (1997) for more details. 

 
That import liberalisation which has a strong impact on growth may have 

short run adjustment costs is clearly apparent from the cases discussed above 
where investment declined or unemployment increased. The different impact 
is related to structural aspects of the economy such as the degree of 
flexibility of the factors and goods markets or the credibility of the reform 
policies, considerations which are highly relevant for the Maghreb 
economies. 
 

4. LESSONS FOR THE MAGHREB COUNTRIES 
 
Our comparative analysis of the experience of import liberalisation in a 
number of episodes in developing countries highlights a number of 
characteristic features of the experience of Maghreb countries and provides 
some lessons and many implications for them as they engage into a PTA 
with Europe. 
 

The import liberalisation program by Morocco and Tunisia over the next 
12 years is practically one of the most ambitious and far reaching to be 
implemented in one episode compared to previous experience by developing 
countries.19 Algeria will probably have to implement such a program not 
much later. This feature limits the usefulness of the comparison of the 
Maghreb programs with the preceding experiences of import liberalisation, 
but does not make it irrelevant. 
 

There are significant gains to be realised from such trade liberalisation 
by Maghreb countries in terms of growth and export performance over the 
short to medium run, and more strongly in the long run. Studies of the effects 
of PTA for Morocco and Tunisia obtained using computable general 
equilibrium models have estimated static long term gains of the order of 1.5 
to 3 percentage points of GDP.20  In the case of one study of Tunisia 

                                                           
19 Not considering obviously the transition economies. 
20 Rutherford, Rutsrom and Tarr (1993) estimate the gain at 1.6% for Morocco. For Tunisia 

Rutherford, Rutsrom and Tarr (1995) find an estimate of 1.9% and Brown, Deardoff and 
Stem (1997) find 3.3%. The gains are larger (by around 0.7-0.9 per cent) in the case of 
unilateral liberalisation with respect to all partners, which avoids the costs of trade diversion 
of a PTA. These results are also discussed by Havrylyshin (1996) and Page and Underwood 
(1997). 
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additional gains are found of 1.3% from dynamic effects of harmonisation of 
standards and 1.3% lower costs of communications and transportation.21 In 
the short run, where there are limitations on sectoral shifts in capital, the 
estimated gains are much smaller, and are negative in some calculations. 
 

But these calculations do not capture all possible dynamic effects and are 
clearly low, particularly in the medium run, in view of the gains realised by 
the countries in the comparator sample, where annual growth of GDP per 
capita increased over the first 3 years by 3 to 10 percent. However these 
gains in output growth become lower over the following 3 year-period and 
vary from 0.1 to 5 percent, and even become negative in one instance.22 
When account is taken of other factors a net gain due to liberalisation of one 
percentage point of GDP per capita over many years is a reasonable estimate. 
The dynamic efficiency gains, not captured in the studies of the PTA 
agreements of the Maghreb countries, may therefore be much more 
significant than the static efficiency gains usually discussed. 

 
There are, however, risks for significant adjustment costs to be incurred 

in terms of lower investment and higher unemployment at least in the short 
and medium run. The tendency for declining investment rates, particularly by 
the private sector, has already appeared in Tunisia and may be linked to the 
older program of import liberalisation which was still being implemented 
and also in expectation of the PTA agreement. The studies by Rutherford et 
al., (1993, 1995) have estimated the adjustment impact of the agreements in 
terms of employment shifts at between 2.3 to 3.3% for Morocco and about 
8.8% for Tunisia, while Brown et al., (1995) estimate larger shifts for 
Tunisia. The implied impact is not really a short run effect since the tariff 
dismantling would take 12 years to be completed, and the components most 
likely to result in those shifts are postponed towards the end of the period. 
 

On the other hand, these figures are probably on the low side, for the 
Maghreb countries share some characteristics which make them vulnerable 
to stronger negative adjustment costs. Three such important factors are the 
weight of the state-owned-enterprise sector, the low level of human capital 
and the high rates of population and labour force growth. These distinctive 
characteristics are clearly apparent from Table 6 where we compare the 

                                                           
21 Rutherford et al., (1995) calculate these effects, and find a total impact of 4.6%. 
22 Always abstracting from the case of Greece in the discussion. 
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Maghreb countries with the countries of our sample. They are the only cases 
where these characteristics are so strongly and simultaneously present. 
 

It is interesting to note that the four countries in Table 5 who had the 
decline in investment (Portugal, Colombia, Philippines) or the lower growth 
gain (Costa Rica) are those who have the lowest rates of average number of 
years of schooling in the total population (see Table 6). A lower level of 
skills in the labour force may cause more resistance to change from workers 
who would feel more threatened given that they possibly face more difficulty 
adjusting to change. This factor increases the vulnerability of the position of 
Maghreb countries in terms of flexibility of labour markets, especially in 
view of the restrictive existing regulations at the same time as unemployment 
rates are high and the labour force is increasing rapidly. The existence of a 
large public enterprise sector makes this rigidity even stronger. 
 

The case of Greece may be useful in that it clearly highlights the 
problems of adjustment due to the existence of rigidities. Koedijk and 
Kremers (1996) classify Greece as the most regulated in terms of product 
and labour markets among a group of 11 European countries, and show the 
negative impact this had on economic performance in terms of GDP and 
productivity growth for the period 1981-93 which corresponds to accession 
to the common market. 
 

The study of adjustment costs of trade liberalisation in the presence of 
structural rigidities has not received much attention in the literature and very 
few results are available. But these problems are significant for the Maghreb 
countries where labour market regulations are strong, labour unions are 
powerful and active and the public enterprise sector is excessively large even 
by developing countries standards. 
 

Table 6 
Some Comparative Structural Indicators  

 POP LF PRIM SEC TYR SOE INEQ MAN 
         
Algeria 1992 2.12 4.27 103 61 4.03 61.3 6.7 11 
Morocco 1992 1.99 2.68 73 35 n.a. 21.2 7.0 17 
Tunisia 1992 1.78 3.09 116 49 3.94 34.8 7.8 20 
Ireland 1966 1.01 0.59 108 51 6.53 n.a. n.a. n.a. 
Israel 1969 2.89 2.99 96 57 8.10 n.a. 6.6 n.a. 
Portugal 1985 -0.16 0.38 124 57 3.91 28.1 n.a. n.a. 
Korea 1985 0.96 2.22 97 92 8.68 11.9 5.7 29 
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Colombia 1985 1.90 3.52 113 48 4.57 10.7 15.5 18 
Costa Rica 1985 2.47 3.32 97 40 5.39 11.0 12.7 19 
Philippines 1986 2.27 2.62 107 64 6.73 2.6 7.4 23 
Greece 1981 0.46 1.24 103 81 7.06 6.2 n.a. n.a. 
Notes and sources: Variables (1) to (4) from World Bank IEC main database. (1) POP: population 
growth for period of 8 years following liberalisation. For Maghreb 1992-95. (2) LF: labour force growth 
as for POP. (3) PRIM: primary school enrolment rate, for year nearest to year of liberalisation. (4) SEC: 
secondary school enrolment rate, for year nearest to year of liberalisation. (5) TYR: average number of 
years of schooling in total population. From Robert Barro and Jong-Wha Lee “Data Set for a Panel of 
126 countries”, Unpublished, Harvard University. (6) SOE: Share of State-Owned -Enterprises in non-
agricultural economic activity (% of GDP). For Maghreb countries period 1986-91. For other countries 
for nearest year. Source: World Bank, 1995, Bureaucrats in Business, Oxford University Press. (7) 
INEQ: income inequality measured as the ratio of income (or consumption) shares of highest 20% to the 
lowest 20%. From World Bank, World Development Report 1996. (8) MAN: share of manufacturing in 
GDP, 1994. World Development Report 1996. 



20 Journal of Economic Cooperation Among Islamic Countries 
 

The adjustment costs may be amplified through effects on domestic, and 
more specifically private investment. From the study of comparative 
experience we have identified a few cases of a negative impact on 
investment rates over the first period of liberalisation. The PTA agreements 
may have built into them additional features which may make this effect 
even stronger. The agreements are “back-loaded” in terms of liberalisation of 
imports most competitive to domestic production. The actual liberalisation of 
such imports would not begin before at least 4 years of implementation of 
agreements and may be delayed up to 12 years. This introduces a lot of 
uncertainty and encourages attitudes of wait-and-see by the business sector. 
This attitude may even be enhanced by the fact that the sequencing of 
liberalisation implies increased effective protection for the existing import 
competing activities following the early liberalisation of intermediate and 
capital goods. In addition, since this feature reduces also the gains of the 
liberalisation in the short and medium nun in terms of growth, the negative 
effects on investment may be even stronger. 
 

Minimising these adjustment costs requires reforms and policies that 
increase the flexibility of markets, especially labour markets and making 
firms more responsive to economic incentives by reducing the role of the 
state in economic activities. It also requires re-arranging the sequencing of 
the import liberalisation program in such a way as to reduce the uncertainties 
about the process, the perverse incentives created, and overcoming the wait-
and-see attitude. This would mean an earlier liberalisation of imports which 
are competing with domestic production, and an early reduction in effective 
protection. 
 

5. POLITICAL ECONOMY ISSUES 
 
Implementing the required reforms in the case of the Maghreb countries 
poses interesting political economy questions. The absence of serious crises, 
mostly due to prudent macroeconomic policies overall, precludes in all 
likelihood solutions of reform of the “Shock therapy” type. Gradual reforms 
on the other hand are unlikely to deliver the required sequencing of reforms 
that would minimise adjustment costs. There are even some reasons to 
believe that some reforms would not be forthcoming with the required extent 
and needed speed to help adjustments in the economy. The reasons are 
related to the three specific characteristics of low level of human capital, 
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large size of the public enterprise sector and high rate of labour force growth 
in the presence of high unemployment rates indicated above.23  
 

The solution to this complex situation chosen by the authorities, 
particularly in Tunisia, is the initiation of a program of support to business 
firms in the form of subsidies and technical assistance in order to help them 
improve their performance. This means implicitly that the needed structural 
reforms to reduce the existent rigidities are unlikely to be carried out in such 
a way as to help reduce the adjustment costs. But it remains to be seen 
whether this approach will be sufficient to achieve the goal of minimising 
those costs. One can even conjecture that this approach may increase them 
by encouraging even more the wait-and-see attitude, thereby reducing 
investment and new employment opportunities in the more dynamic 
activities. 
 

Our preceding discussion shows that the program of import liberalisation 
by the Maghreb countries in the context of the PTA agreements with Europe 
is a highly challenging, even unprecedented, endeavour. Important potential 
gains may be reaped but large adjustment costs may also have to be incurred. 
The experience of trade liberalisation by Maghreb countries is in some ways 
similar to the experience of East Asian countries who have most often 
implemented trade liberalisation in the context of macroeconomic stability 
with lower income inequality and in a gradual process. On the other hand, it 
differs from them and is closer to experience in Latin America in that it starts 
from high levels of protection and reliance on quantitative restrictions, with a 
relatively not very high level of human capital. It is in other ways similar to 
Mediterranean countries and even CEECs who have the characteristics of 
labour market rigidities and sizeable public enterprise sectors. Such a 
mixture of characteristics and conditions makes drawing direct lessons from 
other countries’ experience a tricky exercise which should be done with a lot 
of care.  
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