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ABOUT THIS STUDY 
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the European Union and the Southern Mediterranean countries. To achieve this objective, the first 
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patterns of trade between the two regions, ii) the state of Euro-Mediterranean trade relations and 

agreements, how these have evolved over time and iii) their impact on the Southern 

Mediterranean countries. Such questions are exemplified by the case countries of Egypt, Jordan, 

Morocco and Tunisia.  

 

The study focusses on the evolution and the impact of the EU-Med trade agreements on the South-

Med countries in terms of trade, growth and employment creation, relative to the initial 

expectations about such agreements and in the context of the major crises that have marked the 

last decade. This will be used as a baseline for constructing a robust analytical research agenda 

that, ultimately, will provide policy options on how to reap the benefits of EU-Med trade, 

especially concerning employment and growth creation. 
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Introduction 

or more than 20 years the EU has openly engaged in promoting trade and investment 

relationships with the Southern Mediterranean (SM) countries1 with the aim of 

contributing to economic growth in the region. Creating an economically fertile 

ground for democratic forces to generate prosperity for the region is not only 

important in view of economic relations, but it is crucial in a geopolitical perspective to have reliable 

partners in the direct neighbourhood of the EU. 

²ƛǘƘ ǘƘŜ ŀŘǾŜƴǘ ƻŦ ǘƘŜ Ψ!Ǌŀō {ǇǊƛƴƎΩΣ ŀǘ ǘƘŜ ŜƴŘ ƻŦ нлмлΣ ǇƻƭƛǘƛŎŀƭ ǘǳǊƳƻƛƭ ŜƴǎǳŜŘ ƛƴ ƳǳŎƘ ƻŦ 

the Southern Mediterranean region. In some countries, the revolutionary wave led to a near 

breakdown of the economy and shrouded the economic and political environment in uncertainty. 

Economic growth slowed dramatically in Tunisia and in Egypt, while the Libyan economy collapsed and 

the country entered into a civil war. Within a matter of years, investment levels more than halved in 

Egypt and Libya. Tunisia and Egypt saw their unemployment rates rise by nearly 50% within a few years 

and they have yet to fall back to previous levels. Tunisian youth unemployment reached nearly 40% in 

2012 creating a brittle environment (see OECD, 2016). Morocco managed to remain comparatively 

economically stable. However, seven years after the revolution, most of the SM countries are still in a 

destabilized or, at least, fragile state. Young and still weak institutions are facing hard challenges in an 

environment dominated by low economic performance and the absence of the benefits promised by 

the revolution.   

Besides development aid and financial and technical assistance, the EU has always used trade 

and trade liberalization as means to establish further channels of communication and exchange, as 

well as to generate mutual economic opportunities. This approach rests essentially on the economic 

model of most European economies, which are trading nations, and on the assumption that openness 

and reduction in trade barriers offers benefits for both economies and societies. On the one hand, 

trade liberalisation is expected to open access to new markets for exports, as well as to increase 

competitiveness in certain sectors, offering opportunities to integrate into regional or global supply-

chains. On the other hand, it makes it possible to import a larger variety of products at lower prices. 

Until now, not many of these potential benefits have materialized. None of the SM countries is 

well integrated into global supply-chains and the presence of high-value export sectors is still weak. 

This can largely be explained by country-specific factors and is, thus, different across countries, but the 

outcome is quite similar throughout all of them. 

                                                      
1 Hereafter SM, defined as Algeria, Egypt, Israel, Jordan, Lebanon, Libya, Morocco, Palestine, Syria and Tunisia.  

F 
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The EU trade approach towards the SM countries was initially quite homogenous and was 

launched in 1995 with the so-called Barcelona Process. This was a project aimed at achieving a Euro-

Med Economic Area by the year 2010, through the conclusion of Euro Mediterranean Association 

Agreements with each of its Mediterranean partners. Between 1995 (Tunisia was the first) and 2002 

(Lebanon and Algeria the last ones), Associated Agreements have been concluded with all the 

Mediterranean countries, with the exception of Libya. The agreements shape bilateral relations 

between the EU and each of the countries.2 The results of the process were, however, not very 

satisfactory for either side.  In 2005, both parties agreed to embark on a more ambitious process of 

further trade liberalisation (covering agriculture), combined with "accompanying" measures within the 

framework of the European Neighbourhood Policy.  

In 2013, negotiations for Deep and Comprehensive Free Trade Agreements (DCFTA) were 

launched between the EU and Tunisia, followed by Morocco in 2015. DCFTAs are also envisaged with 

Egypt and Jordan, but these two countries have not yet engaged in negotiations.  The goal of the 

negotiations is to go even beyond a free trade agreement and create additional trade and investment 

opportunities through a better integration into the EU single market; close to being EU member states 

but without actually being an EU member state. This implies economic reforms and a significant effort 

at bringing national legislation closer to that of the EU in trade-related areas. Legislative approximation 

and compliance with EU standards is as an important but difficult process for these countries. 

Adjustment costs can be high and completing the process may require years.  

As will be illustrated in the report, a key aspect of the trade agreements relates to the 

assessment, both ex-ante and ex-post. While studies exist, there is no full consensus either on 

assessment of existing agreements or on the expected impact of further agreements. DCFTA 

negotiations seem to have lost steam in more recent times and, on some occasions, alternative options 

have even been proposed. However, the government of both Tunisia and Morocco have formally 

restated their commitment vis-à-vis the negotiations. 

The overall impact of further trade liberalisation between the EU and Euro-Med region is likely 

to have a relatively minor economic impact on the EU and is concentrated in some specific sectors, 

since less than 5% of all (extra) EU trade is conducted with the Southern Mediterranean region. By 

contrast, for the Southern Mediterranean, the EU is the most important trading partner, though large 

differences across countries exist in this regard. The western end of the Southern Mediterranean, 

Morocco and Tunisia, conducts 60-70% of its trade with the EU, hence a comprehensive trade 

agreement with the EU is expected to have a larger impact on their economies and labour markets. 

                                                      
2 The Barcelona Process also includes Turkey with which the EU has established a Customs Union. 
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This report attempts to provide an overview of the trade relations and trade agreements 

between the SM countries and the EU, as well as an assessment of the actual importance of trade for 

each of the economies considered. This is done by combining the EU view with a Southern 

Mediterranean perspective. Four country reports evaluate the process of trade liberalization, both in 

terms of existing agreements with the EU and other partners and inflow development, trade ties with 

EU, as well as national trade policy and the relevance of openness for economic growth and 

employment creation. The four countries in question are Egypt, Jordan, Morocco and Tunisia. 

The report is organized as follows: Section 2 first illustrates the historical evolution of trade 

relations between the Euro-Med and the rationale behind them. It then provides evidence to assess 

the relative economic importance of bilateral trade for the two regions as a whole, as well as for each 

of the four individual countries. Sections 3-6 are devoted to each of the four country studies: Egypt, 

Jordan, Morocco and Tunisia. Each chapter aims at illustrating trade patterns, trends in FDI inflows, 

the role of remittances, the evolution in trade barriers and the state of trade agreements, with the EU 

and other countries, as well as the existence of national trade policies and strategies. Ultimately, the 

reports are an attempt to provide a domestic perspective on EU trade relations and set the stage to 

understanding the relevance, actual and potential, of trade on economic development and, 

potentially, job creation in each of the countries. The last section draws conclusions for the region as 

a whole whilst, inevitably, accounting for country specificities which appear to be very large. 
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1. The EU trade policy and the trade flows 
Cinzia Alcidi and Matthias Busse 

 
rade liberalisation, lowering cross-border investment barriers and fostering 

regulatory harmonisation, have been and continue to be a key EU tool, both for the 

development of the internal market (within the EU) and for  relations with third 

countries and regions.  

In recent times, following a general trend which saw the decline of a multilateral approach in 

favour of bilateral agreements to govern trade relations, the EU has engaged in talks with all advanced 

economies (Canada, US and Japan) to negotiate trade and investment agreements, focusing on 

services and on non-tariff barriers. This approach, vis-á-vis the countries in the vicinity of the EU, has 

always been special and, for the last 15 years, has been conducted under the European Neighbourhood 

Policy (ENP). While trade is an important channel to foster cooperation and intensify linkages, the EPN 

cooperation framework is much broader and the stabilisation of the region, in political, economic and 

security terms is the overarching objective of the policy. To this end, European neighbouring countries 

are separated into two distinct blocs; Eastern European neighbours and Southern Mediterranean 

neighbours. Georgia, Moldova and Ukraine, which signed Association Agreements much later than SM 

countries, have already introduced DCFTAs, while negotiations are taking a very long time with other 

SM counties. The experiences with the Eastern neighbours may offer useful insights for the Southern 

neighbours, though differences in the respective starting points are very large.3 

 

1.1. EU- Southern Med countries trade agreements: an overview 

The first cornerstone of the strategy to foster trade integration, vis-à-vis the Southern 

Mediterranean region, was the launch of the Barcelona Process in 1995, named after the Euro-

Mediterranean conference that took place in Barcelona that year. The Barcelona Process, branded as 

a Euro-Mediterranean partnership (EMP) agreement, intended to strengthen good governance, 

democratic values, security, political stability, cultural exchange and raise prosperity in the region. The 

latter was to be achieved through an economic and financial partnership and the gradual 

establishment of a free-trade area, to be concluded by 2010. The Barcelona declaration included a 

relatively shallow FTA since only customs barriers on manufacturing goods were targeted (European 

Commission, 1995). Agricultural goods and services were also encouraged to be liberalised,  but 

featured to a lesser extent and, consequently, very little was included with regard to service 

                                                      
3 Van der Loo (2016) for a full 

T 
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liberalisation (Hoekman, 2016). The implementation of the FTAs had the double objective of further 

liberalising trade between the EU and Southern Mediterranean countries but also among Southern 

Mediterranean countries. Deeper intra-regional (trade) integration would not only benefit the SM 

countries but also facilitate trade relations with the EU due to strengthened supply chains and 

harmonised regulatory standards and practices.  

The strategy to implement the Euro-Med FTAs relied on a mixture of bilateral trade agreements 

between the EU and single SM states and intra-regional free trade agreements. These pieces ultimately 

culminated in an all-encompassing Euro-Med FTA. The key instrument chosen for this purpose were 

the so-called Association Agreements, which were developed in the context of the European 

Neighbourhood Policy. The Association Agreements aimed at involving, as much as  possible, southern 

and eastern neighbours in the EU internal market through different tools such as financial, technical 

and policy support (European External Action Service, 2016). The southern neighbours to whom such 

agreements were extended are: Algeria, Egypt, Israel, Jordan, Lebanon, Libya, Morocco, Palestine, 

Syria, Tunisia and Turkey (see Table 1).  

The Association Agreements offered the partner countries to eventually enter into negotiations 

for  so-called Deep and Comprehensive Free Trade Agreements (DCFTAs). 

 

Table 1: Status of the Association Agreement between EU and Mediterranean partners 

Country Status Date signed Entry into Force 

Algeria Signed Apr-02 Sep-05 

Egypt Signed Jun-01 Jun-04 

Israel Signed Nov-95 Jun-00 

Jordan Signed Nov-97 May-02 

Lebanon Signed Jun-02 Apr-06 

Morocco Signed Feb-96 Mar-00 

Palestine Signed Feb-97 Interim Agreement July 1997 

Syria Initialled (Dec 2008)     

Tunisia Signed Jul-95 Mar-98 

Turkey CU January 1996 Customs Union Dec-95 

Source: DG Trade 

 

The Association Agreements install duty-free access to the European single market for 

industrial products from the Mediterranean partners and ca. 80% of agricultural products. In exchange, 
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the Mediterranean partners liberalise their markets for EU products but not to the same extent 

(European Commission, 2017b).  

The partnership provides a basis (given the heterogeneity of the single countries) to liberalise 

trade in goods, while leaving the task to broaden the scope of the agreement to bilateral talks. Indeed, 

the Association Agreements provided a scheme to promote and deepen trade relations but were 

unable to go much beyond a pure tariffs removal on industrial goods, leaving apart sensitive issues like 

agricultural products, liberalisation of trade in services and, more generally, removal of non-tariff 

barriers (NTB). Especially in services, the provisions included in the agreement for countries like Tunisia 

Morocco, Egypt and Israel mainly concerned the confirmation of GATS4 principle, without supporting 

a serious liberalisation process.  

Given the usually limited scope and depth of the original Association Agreements, the 

partnership sought further bilateral agreements for specific sectors. Agricultural products, fisheries 

and the issue of dispute settlements were the most common areas where additional effort was made. 

Service liberalisation and right of establishment were also pursued, but with much less success. The 

accomplished supplementary integration in these sectors took the form of complementary provisions 

and protocols.  

In the case of Morocco, deals on agricultural, agro-food and fisheries were reached and a 

dispute settlement mechanism was created in 2012. Rights of establishment, barriers to capital 

movements, intellectual property rights, competition policy and rules of origin have been touched 

upon, though the latter has not been adopted yet (European Commission, 2017c). Similarly, the 

Tunisian-EU negotiations led to the progressive opening of the agricultural, agro-ŦƻƻŘ ŀƴŘ ŦƛǎƘŜǊƛŜǎΩ 

sectors but were limited to certain items (European Commission, 2017d). A bilateral dispute 

settlement mechanism, passed in 2011, and references to rights of establishment, barriers to capital 

movements, intellectual property rights and competition policy, were added to the existing 

agreements. Moreover, in the wake of the terrorist attacks in 2015, Tunisia was granted an increased 

quota on olive oil in order to support the Tunisian economy (European Commission, 2015). By 2006, 

Jordan and the EU had concluded negotiations on a supplementary agreements with regard to 

agricultural and fisheries which, one year later, was completed by an agreement on agro-food 

products. A pact on a bilateral dispute settlement mechanism was established in 2011 and provisions 

on the right of establishment, barriers to capital movements, intellectual property rights and 

competition policy (European Commission, 2017e). Likewise, Egypt signed an agreement with the EU 

on agricultural, agro-foods and fisheries products as well as a dispute settlement mechanism 

(European Commission, 2017f). The depth of bilateral FTAs and the sector level agreements vary  

                                                      
4 The General Agreement on Trade in Services. 
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across Mediterranean partners, however all have achieved free trade on industrial products, included 

provisions for agricultural and fisheries and set up a dispute settlement mechanism. Nevertheless, the 

agreements are still shallow in many respects and the field of investment, service trade and regulatory 

harmonisation and have not been comprehensively addressed. 

Beside the bilateral liberalisation efforts between the EU and single Mediterranean countries, 

several intra-regional trade agreements have emerged over the past decade, with the Agadir 

Agreement between Egypt, Jordan, Morocco and Tunisia being the most prominent (European 

Commission, 2016b). The latter was set up and launched in Agadir in May 2001. It was signed in Rabat 

in February 2004 and came into force in March 2007. In order to promote trade among the Arab states, 

but also to foster trade relations with the EU, the Agadir Agreement adopted EU rules of origin (laid 

out on different principles to the US rules). 

Overall, the Barcelona Process yielded several intra-regional trade agreements, as well as eight 

additional Association Agreements between the EU and the SM countries. Moreover, in 2008, the 

Barcelona Process led to the establishment of the 'Union for the Mediterranean' which provides an 

institution for enhanced cooperation between the EU and the wider SM region and a platform for 

political dialogue (Union for the Mediterranean, 2016).  

The Barcelona Process free trade agreements between the Euro-Med have successfully 

liberalised most of industrial trade and progress has also been made in agricultural and fisheries sector. 

These low hanging fruits are no longer available, however, and there are greater obstacles to further 

integration.  At the same time, the academic literature (see section on SIA) suggests the potential gains 

from service liberalisation and investment partnerships remain substantial. Moreover, benefits from 

lower non-tariff barriers (derived in ad volorem equivalents) are thought to exceed those achieved via 

tariff reductions (see Ghoneim et al., 2012). 

The traditional Association Agreements and selected sectoral trade liberalisation should serve 

well as a foundation for a grand FTA between the Euro-Med. With this success in the bag the European 

Commission deemed the time ripe to extend integration efforts to another level. So, in 2013, the EU 

began to transpose DCFTAs, which had already been concluded with three Eastern neighbours - namely 

Georgia, Moldova and Ukraine - to its Southern Mediterranean neighbours. The DCFTAs were 

envisaged to deepen trade liberalisation in agriculture and fisheries, free up trade in services and 

create mutual investment opportunities by lowering cross-border investment barriers. Outside of the 

traditional trade barriers, the main purpose was  to lower technical barriers to trade, establish common 

practices on sanitary and phytosanitary measures (in other words, broad regulatory convergence), as 

well as strengthening investment protection, opening up public procurement within the FTA and 

cooperating on competition policy.  
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DCFTAs are in development with all four cases study countries (Egypt, Jordan, Morocco and 

Tunisia) which had already made significant progress, not only on integration efforts with the EU, but 

also among each other via the Agadir Agreement. Only Morocco and Tunisia have so far entered into 

official negotiations. The DCFTAs have not been picked up by either Egypt or  Jordan, despite the fact 

that the European Council had already given the green light to negotiations on DCFTAs in 2011 

(European Commission, 2017f). The EU-Tunisian negotiations only began in April 2016 and it is, thus, 

too early to evaluate its trajectory. The most illuminating case is the EU-Moroccan DCFTA, as four 

negotiation rounds have been held over the past four years. From the EU perspective, the meetings 

ȅƛŜƭŘŜŘ άƎƻƻŘ ǘŜŎƘƴƛŎŀƭ ǇǊƻƎǊŜǎǎέ ό9ǳǊƻǇŜŀƴ tŀǊƭƛŀƳŜƴǘΣ нлмрύ ŀƴŘ ǘƘŜ 5/C¢! ǎŜŜƳŜŘ ǘƻ ǎǘŜŀŘƛƭȅ 

overcome obstacles towards further Moroccan integration into the single market. However, after the 

fourth round in April 2014, Morocco asked for a temporary break in negotiations, as it was deemed 

necessary to conduct an in-depth analysis of the sectoral impact of a DCFTA with the EU. Moreover, in 

December 2015, the European Court of Justice (ECJ) ruled on a complaint lodged by the Front Polisario 

(the West-Saharan National Liberation Movement) on the validity of the Association Agreement 

between the EU and Morocco, since the agreement treats West-Sahara trade as under the ambit of 

Morocco (Van der Loo, 2016). The ECJ annulled the agricultural agreement and fisheries protocol 

because it did not sufficiently acknowledge whether and how the agreement would touch upon 

violations of fundamental rights in the West-Sahara. In response, Morocco temporarily suspended 

ongoing negotiations and official dialogue with the EU institutions, hence no further progress has since 

been made on the DCFTA. 

 

1.2. Trade relations between the Euro-Med 

1.2.1. Economic importance of the SM region for the EU 

¢ƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴΩǎ ŀƴƴǳŀƭ ǘǊŀŘŜ5 amounts to over 5 trillion USD. Put in perspective, this 

equals 37% of EU GDP (Eurostat 2017, World Bank, 2017) and it is the largest contributor to global 

trade. The most important trading partners in the goods6 market are the US (18%), China (15%), 

Switzerland (7%) and Russia (6%) (European Commission, 2016a), similarly the main service trading 

partners are the US (29%) and Switzerland (12%).  

Gravity models suggest that trade volumes are negatively correlated to distance to the trading 

partner. This makes the SM countries good candidates as trade partners of the EU. However, a second 

crucial determinant in the gravity model is the size of the partner economy and SM countries take up 

                                                      
5 Excluding the nearly $10 billion intra-EU trade. 
6 Around 70% of EU exports and imports are goods. 
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only 1.5% of global GDP whilst Morocco, Tunisia, Egypt and Jordan produce merely 0.7% of global 

output.7 

Trade overview 

The small size of the SM countries partly explains why their combined share in EU trade 

amounts to only 4.5%. Within this group, Algeria, due to its natural resource exports, accounts for the 

largest portion. Since this report focuses on the four signatory countries of the Agadir Agreement 

(Morocco, Tunisia, Egypt and Jordan) in Table 2 we represent a detailed snapshot of the trade and 

investment figure for the four countries and then aggregate figures. None of the four countries are 

involved in more than 1% of EU trade, nor are they major recipients/sources of European FDI. While 

1.9% of EU imports stem from the four countries, only 0.7% of manufactured goods imported into the 

EU originate in these countries (see details in Figure 2).  

Foreign direct investment inflows from the whole region to the EU make up less than 1% of 

total inflows and around ¾ of this 1% inflow actually originates in Israel alone. Nevertheless, neither 

FDI inflows nor outflows, vis-à-Ǿƛǎ ǘƘŜ ǊŜƎƛƻƴΣ ŀǊŜ ǎǳōǎǘŀƴǘƛŀƭ ƎƛǾŜƴ ǘƘŜ 9¦Ωǎ ƭŀǊƎŜ ŘƛǊŜŎǘ investment 

relations with advanced economies and the BRICS.   

 

Table 2: EU trade and foreign direct investment relations with the SM, $bn, 2015 

 Jordan Egypt Morocco Tunisia 4 combined All SM 

EU Imports (goods & services) 1.0 13.9 19.4 14.5 33.0 79.9 

      Share in EU total 0.0% 0.5% 0.7% 0.6% 1.9% 4.0% 

EU Exports (goods & services) 5.4 28.0 24.1 13.2 70.7 143.7 

      Share in EU total 0.2% 1.0% 0.8% 0.5% 2.4% 4.9% 

Net exports 4.4 14.1 4.7 -1.3 21.9 39.2 

EU FDI inward stock 0.0% 0.0% 0.0% 0.0% 0.0% 0.9% 

      Share in EU total 0.0 0.0 0.0 0.0 0.0 0.9* 

EU FDI outward stock 2.9 46.0 16.9 3.6 69.3 113.9 

      Share in EU total 0.0% 0.5% 0.2% 0.0% 0.8% 1.3% 

Source: Eurostat and DG trade 

Note: Trade data refers to flows of goods and services. *  

0.7 percentage points are due to large Israeli investment in the EU. 

 

As shown in Figure 1, the EU has a persistent merchandise trade surplus with all four countries 

and with the SM region as a whole though, even vis-à-vis the entire region, the surplus is worth only 

                                                      
7 See Jarreau, (2011) for gravity model analysis of the SM countries. 
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around 0.25% of the EU GDP8. Due to the large tourism exports of the SM countries to the EU, most of 

them have a service trade surplus with the EU ς Jordan is the only one of the four case countries with 

ŀ ƳŀǊƎƛƴŀƭ ǎŜǊǾƛŎŜ ŘŜŦƛŎƛǘΦ ¢ƘŜ 9¦Ωǎ ƎƻƻŘǎ ǎǳǊǇƭǳǎΣ ƘƻǿŜǾŜǊΣ ƛǎ ƳǳŎƘ ƭŀǊƎŜǊ ǘƘŀƴ ǘƘŜ ǎŜǊǾƛŎŜ ŘŜŦƛŎƛǘ Ǿƛǎ-

à-vis the Meds and, thus, the EU achieves an overall surplus balance of $21.6bn, which nevertheless 

accounted for merely 0.15% of EU GDP in 2016. Neither trade nor FDI flows vis-à-vis the region is large 

at the moment but the trends seem to be on an upward path. 

Trade dynamics 

Over the past two decades, trade with the four case countries has nearly doubled (relative to 

GDP), primarily driven by an expansion of EU exports to the region. However, EU service trade with 

the rest of the world grew even faster and merchandise trade grew at the same pace, thus the share 

of the Meds in total EU trade has remained quite stable over the past 15 years. 

The immediate years after 2006 witnessed a sharp (in relative terms) rise in EU exports to the 

region, though these slowed down thereafter (see Figure 1). At the same time, the gradual increase in 

imports that started in the early 2000s, stopped at around 2010. 

 

Figure 1: Euro-Med trade dynamics 

EU-SM4 merchandise trade, % of EU GDP EU-Med* service trade, % of EU GDP 

 

 

Source: Eurostat, AMECO, UNCTAD and DG Trade 

Note: *Meditarranean countries are here defined as Morocco, Tunisia, Algeria, Libya, Egypt, Syria, Jordan, Lebanon, 

Palestina and Israel. Eurostat data usually includes Turkey which has been excluded in the calculation for this graph.  

There is a statistical break in 2003 and 2013  

(BMP6 estimated growth rates after 2012 applied to BMP5 trade level data from 2012). 

                                                      
8 Estimate based on data for 2014 
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It is difficult to find clear evidence in the trade data of an effect of the association agreements 

which came into force between 1998 and 2004.  In general, they do not coincide with the increases in 

merchandise trade which happened mostly after 2005. This could be due to implementation lags and 

other factors but, overall, the data suggests that if an impact of the trade liberalisation can be detected 

it seems to have contributed more to EU exports than to SM countries exports to the EU.  

Service trade between the EU and the SM countries has substantially increased since 2004, with 

equal contributions from the import and export side. However, in recent years, service imports have 

started to decline, likely owing to political instability in the region that negatively affected tourism 

streams of European to the Southern Mediterranean region. This deterioration has led to a swing in 

the net service balance, from a deficit to a slight surplus in 2015. Notably, the EU still has a service 

trade deficit, vis-à-vis the combined four case countries, of 0.04% of EU GDP which was   stable 

between 2013 and 2015. 

Trade composition 

hŦ ǘƘŜ ǘƻǘŀƭ Ϸрпōƴ ƎƻƻŘǎΩ ŜȄǇƻǊǘǎ ŦǊƻƳ ǘƘŜ 9¦ ǘƻ ǘƘŜ ŦƻǳǊ {a ŎƻǳƴǘǊƛŜǎΣ Ƴƻǎǘ ŀǊŜ ŎƭŀǎǎƛŦƛŜŘ ŀǎ 

manufactured goods9, with a share of 73% (see Figure 2ύ ǿƘƛŎƘ ƛǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ 9¦Ωǎ Ǝƭƻōŀƭ ǘǊŀŘŜ 

pattern. Within manufactured products, the relatively sophisticated and high-value added segments 

of machinery and transport equipment are the largest post, worth around $19bn (35 percentage 

points). Manufactured goods, classified chiefly by materials (18%), take second place followed by 

chemical products (14%). Low domestic value-added products, such as mineral fuels (12%) and other 

crude materials (4%), are less important exports.  

 

                                                      
9 Chemical products, Machinery and transport products, manufactured products chiefly classified by material and misc. 
manufactured products. 
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Figure 2: EU imports and exports of merchendise to the four SM countries, by product group,  

2015, billion USD 

 
Source: UNCTAD, 2016 

Note: Egyptian petroleum exports estimated by applying the growth rate of total petroleum exports (based on Bank of 

Egypt) on 2014 oil imports of the EU. 

 

The $34bn the EU imports from the four SM countries are chiefly made up of machinery and 

transport equipment (29%), pointing to substantial intra-industry trade. Miscellaneous manufactured 

articles (21%) and mineral fuels (14%) are the two other large commodity groups exported to the EU. 

The latter, however, overstates the importance of petroleum exports since the countries (on 

aggregate) petro exports are even lower than petro imports, thus rendering the domestic added-value 

in this sector relatively low. Eurostat figures show that EU service imports from the Meds are 

dominated by travel and transport services, whose combined contribution in Morocco and Egypt 

reaches 60% and 75%. On the exports side, travel and transport, as well as business service exports, 

are the major sources of revenue. 

CǊƻƳ ǘƘŜ Řŀǘŀ ǎƘƻǿƴΣ ǘƘŜǊŜ ƛǎ ƭƛǘǘƭŜ Řƻǳōǘ ǘƘŀǘ ǘƘŜ {a ǎǘŀǘŜǎΩ ǿŜƛƎƘǘ ƛƴ ǘƘŜ 9¦ ŎƻƳƳŜǊŎƛŀƭ 

relationship is small in terms of exports, imports and foreign direct investment. Evidence suggests a 

rising trend in trade, at least until 2012, when it stopped, probably due to a combination of the debt 

crisis in the euro area and the political crisis in the region. While the increase in relative terms is 

substantial, in absolute terms flows remain very small from an EU perspective. 

1.2.2. Economic importance of the EU for the SM region 

While for the EU the Southern Mediterranean markets are not of much (economic) significance, 

relative to trade with the rest of the world, the SM countries, on the other hand, rely significantly on 
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access to the European markets given the size, purchasing power and their ties within the EU supply 

chain. The mode of economic links and strengths, however, varies considerably among the (four) SM 

countries. 

Three out of the four case countries can be characterized as small, relatively open economies. 

At the same time, their degree of openness ranges from 40% (Egypt) to over 78% (Morocco), 102% 

(Tunisia) and 113% (Jordan) whilst their  economies rely  heavily on the export sector as an engine of 

growth.  

As with many other developing countries, the SM countries have sought to use the phase of 

heightened liberalisation to generate export-led growth and to create jobs in their exporting sectors. 

Over the past decade, all four countries experienced a rapid growth in trade with the rest of the world. 

However, at the same time, all four exhibit a substantial trade deficit vis-à-vis the rest of the world, 

ranging from 6.6% (Egypt) to 19.8% (Jordan), with Morocco and Tunisia in the middle (ca. 9%). The 

overall deficits are foremost driven by large merchandise trade deficits. Trade of goods by far exceeds 

services trade, which has been amplified by the Arab Spring and the subsequent lower influx of tourists, 

as it is the key contributor of service exports. Many of these trade characteristics with the rest of the 

world can also be found in the trade relationship with the EU. 

Morocco and Tunisia stand out as having much stronger trade ties with regard to the EU than 

the other two. For both Morocco and Tunisia, the EU is by far the main trading partner. For Morocco, 

the share of exports going to the EU is 59% whilst 58% of imports originate in the EU. Even more 

remarkable, Tunisia exports 83% of all exports to the EU and 60% of its imports stem from the EU. 

Tunisian service exports are almost exclusively channelled to the EU. This reliance is much less distinct 

for Egypt and Jordan, which trade only 40% and 18% respectively. 
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Table 3: SM Trade relationship with the EU, 2015 

 

Trade Exports Imports 
 

Goods and services Goods Services Goods Services 

Total, 

$bn 

EU    

Share 

Total, 

$bn 

EU 

Share 

Total, 

$bn 

EU 

Share 

Total, 

$bn 

EU 

Share 

Total, 

$bn 

EU 

Share 

Jordan 36.7 17.5 7.8 5.7 6.3 8.8 18.0 24.6 4.5 22.2 

Egypt 105.1 39.8 19.0 42.6 18.5 31.1 50.1 45.2 17.5 30.5 

Morocco 74.5 58.4 18.6 74.5 14.7 39.3 33.3 60.3 7.9 47.7 

Tunisia 40.0 70.0 14.2 74.4 3.3 121.3* 19.1 62.7 3.1 39.7 

Source: DG trade, Comtrade, WEO and Worldbank 

Note: * Value above 100% is due to data discrepancies between DG trade and World Bank. 

 

According to UN Comtrade data, merchandise both export and import merchandise, vis-à-vis 

the EU, is dominated by manufactured10 exports. The four countries exhibit a trade deficit in nearly all 

main industrial product classifications11, with the notable exception of  Moroccan and Tunisian trade 

surpluses of electrical machinery, apparatus and appliances ($1.0 and $1.4 billion in 2015) and clothing 

and accessories ($2.9 and $2.1 billion ). The product groups of general industrial machinery and 

equipment and road vehicles have among the highest export and import volumes and both also show 

the largest deficits of the case countries. Overall, difference in the sophistication of exported and 

imported manufactured goods is still in favour of the EU. Developing and moving up the value-added 

product chain is key to economic expansion. 

The manufacturing sector in Morocco and Tunisia is particularly dependent on sales in the EU 

(see Table 4). Egypt and Jordan, on the other hand, mostly trade within their region, primarily Saudi 

Arabia and the United Arab Emirates. In the case of Jordan, the United States is a crucial trade partner, 

much more so than the EU. 

 

                                                      
10 Chemical products, Machinery and transport products, manufactured products chiefly classified by material and misc. 
manufactured products. 
11 Rev. 3 SITC 2 digit. 
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Table 4: Manufactured trade share of SM countries by trading partner, 2015,  

in percent of total trade 

 

EU Egypt Jordan Morocco Tunisia Algeria Kuwait Libya Saudi 

Arabia 

Turkey UAE USA 

Egypt 27.3 

 

2.6 1.6 0.7 2.1 2.2 2.6 9.2 5.8 5.1 5.6 

Jordan 2.9 1.4 

 

0.3 0.3 1.1 3.9 0.5 14.8 1.3 4.8 18.5 

Morocco 63.5 1.2 0.1 

 

0.5 0.9 0.1 0.3 0.6 3.1 0.3 3.5 

Tunisia 74.6 0.5 0.1 1.3 

 

4.0 0.1 3.8 0.2 0.7 0.5 2.5 

4 SM 46.6 0.7 0.9 0.8 0.4 2.0 1.2 1.8 5.1 3.3 2.4 5.8 

Source: Comtrade, 2016 

 

Trade dynamics 

World Bank data shows that, over the past two decades (goods and services), trade growth 

kept pace with economic growth in the four SM countries. All countries experienced a steady rise in 

openness up to 2008, but thereafter trade, as a percentage of GDP, shrank back to previous levels of 

the 90s, with exception of Morocco, which managed to maintain its level of openness at around 80% 

(up from only 50% during the 90s). For the other three countries, the financial crisis, combined with 

the Arab Uprising, triggered a massive decline of openness in the order of 23 (Tunisia), over 37 (Egypt) 

to 47 (Jordan) percentage points. After 2008, decreased trade flows were present with regard to all 

major bilateral trade partners and across sectors, including both service and merchandise trade with 

the EU. 

Egyptian trade with the EU15 has historically been light (below 20% of GDP) and it has 

experienced some volatility (Figure 3). Between 1995 and the financial crisis, the merchandise trade 

deficit shrank, mostly due to decreasing imports in the late 90s and, thereafter, there was a substantial 

parallel rise of exports along with imports. However, after the financial crisis and moreover following 

the Arab Spring, exports collapsed while the shrink in imports was less pronounced and thereafter the 

gap widened. The signing of the Association Agreement coincided with a period of rapid improvement 

but other factors will also have contributed to this development as well the Agreements themselves.   

Jordanian trade with the EU15 has been in decline over the past decades, as trade intensified 

with the Arab world rather than the EU15.  
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Following the signing of the Association Agreement, Tunisia saw a closing of its merchandise 

trade deficit while Morocco witnessed a steady rise in imports, far exceeding rather stagnant export 

flows. 

Overall, none of the four SM countries truly experienced a trade boom, vis-à-vis the EU15, 

which could be related to the Association Agreements, at least not related to merchandise products. 

If one expresses  trade flow not only as GDP of domestic GDP but also allows  for  GDP growth in the 

partner market, then  the AA still did not herald stronger trade relations but, rather, a decline (see 

Annex 1). This also matches the finding that the relative importance of the EU to all four countries has  

been declining until 2012 (see Annex 2). 

 

Figure 3: Merchandise trade vis-à-vis the EU15, in percent GDP 

 

 

  

Source: UNCTAD 

Note: The vertical bar represents the time of the Association Agreements coming into effect. 
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According to Eurostat data, service trade between the SM countries and the EU has been 

relatively stable over the past three years. However, looking at the trend since the Arab Spring 2010, 

Egypt for example experienced a decline in service exports of 20%12, almost exclusively driven by a 

collapse of tourism receipts to the order of 40%. This trend is unlikely to be reversed due to safety 

concerns, thus giving rise to a more pessimistic outlook. Morocco is once again the exception, with 

service exports vis-à-vis the EU actually increasing over the past five years, relying both on the travel 

and the transport sectors.  

Foreign direct investment 

As with other developing economies, FDI is a crucial component in the development strategy 

of the SM countries in accessing new technologies, know-how and becoming part of supply chains. 

High growth rates in the region attracted flows from the EU prior to the financial crisis but since 2010 

(real) growth rates have halved, to around 2-4%, and political instability has reduced the attractiveness 

of FDI. Inflows have been stagnating, or even drastically declining, over the past years. Stock 13 has 

even been  slightly decreasing  in both Morocco and Tunisia since 2013 (the decline in the value of  

stock might be explained by the effect of a strong exchange rate, induced by the devaluation of the 

local currency, vis-à-vis the USD), while Egypt and Jordan continued to attract more FDI each year and 

thus sustained an increasing FDI stock. 

Overall, the stock of FDI in Egypt is relatively low, less than 30% GDP, compared to the other 

three countries, which range from 50% to 80% GDP (Table 5). 

 

Table 5: FDI stocks and flows in percent GDP, 2015 

 
Outward 
stock 
(total) 

Outward 
stock (in 
EU) 

Inward 
stock 
(total) 

Inward 
stock 
(from EU) 

Outflows 
(total) 

Inflows 
(total) 

Main recipient 
sector of inflow 
(share) 

Egypt 2.1 0.0 28.6 13.9 0.1 2.1 53% Oil 

Jordan 1.6 1.5 79.7 7.7 0.0 3.4 NA 

Morocco 4.5 0.8 49.4 16.8 0.7 3.2 51% Real Estate 

Tunisia 0.6 0.8 69.2 8.2 0.0 2.2 49% Energy 

Source: IMF database, WEO and DG trade 

Note: FDI data from the IMF and DG trade does not necessarily match. 

                                                      
12 Up to most recent Eurostat data of 2015. 
13 .ŀǎŜŘ ƻƴ LaCΩǎ LƴǘŜǊƴŀǘƛƻƴŀƭ LƴǾŜǎǘƳŜƴǘ position database. 
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Despite having the lowest stock in FDI as a percent of GDP, in absolute terms Egypt is currently 

the largest recipient of EU FDI among the four countries.  This is partly because its GDP is larger than 

that of the other three countries combined but is also due to the fact that most of the FDI into Egypt 

stems from the EU (around 48%). For Jordan, Morocco and Tunisia, on the other hand, merely 10%, 

34% and 12% of their FDI stock respectively stems from the EU.  This is in stark contrast to trade 

patterns where Morocco and Tunisia are the most connected to the EU, though it must be mentioned 

that, in the case of Egypt and Tunisia, around 50% of FDI respectively is channelled into the oil and 

energy sectors. 14 In Morocco, on the other hand, FDI is mostly invested in the real estate sector (over 

50%)15.  

FDI inflows from the EU, as well as from the rest of the world, have stabilized and have even 

recovered slightly over the past years (Figure 4)16. Nevertheless, they are still far below the inflows 

achieved during the upswing period of 2005-2007. 

 

Figure 4: FDI inflow, as % of GDP since 2005 

 
Source: UNCTAD 

 

Remittances 
The majority of North African countries have experienced large emigration waves to the rest of 

the world over past decades, Europe being among the most popular destinations. Migrant populations 

from the Morocco and Tunisia residing in the EU are estimated to be 2.5 million and 0.6 million 

                                                      
14 Santander (2017a & 2017b) 
15 Santander (2017c) 
16 With the exception of Jordan, where FDI inflows  stabilized momentarily in 2015. 
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respectively ς which constitutes 88% of their global diaspora17. Jordan and Egypt also have large 

migrant populations abroad, mostly centred in the Arab world and far less in the EU (below 10% of the 

diaspora).  

Expatriates are known to send some share of their income back home to family members and 

communities in the form of remittances. Remittances are substantial for all four countries. The 

magnitude of such flows can be examined by separating the current account balance and the trade 

balance, in the balance of payments. While the previous section highlighted quite large trade deficits 

for the four SM countries, the current account deficits are much smaller (see  

Figure 5) hinting at large one-directional remittance flows. The deficits in Jordan and Morocco 

more than halve due to net surplus in current transfers. 

The World Bank data shown below suggests that annual remittance transfers equally, on average, are 

around 6% of GDP (even reaching 14% of GDP in the case of Jordan). 

 

Figure 5: Current account deficit, % GDP, by component 

 
Source: World Bank 

 

As illustrated in Table 6, remittances contribute between 20-43 percent of the total credit 

position in the current account. Put in perspective, remittances tend to be around 2.5 times larger than 

the annual inflow of FDI and, thus, are likely to have a larger local impact on consumption.  

                                                      
17 United Nations (2015) 
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Table 6: Annual remittances, 2015 

 
Egypt Jordan Morocco Tunisia 

Remittances (in billion USD) 18.3 5.3 7.1 2.3 

Total remittances %GDP 6% 14% 7% 5% 

Total remittances % CA credit 43% 20% 20% 25% 

Remittances/FDI ratio 2.7 4.2 2.2 2.4 

Share of EU in total remittances received 7% 5% 88% 87% 

Remittances from the EU,  % GDP 0% 1% 7% 5% 

Remittances from the EU, % CA credit 3% 1% 20% 24% 

Source: Eurostat and World Bank  

 

The persistent inflow of remittances has macroeconomic consequences, to the extent that it 

reduces the overall current account deficit to such a degree that it affects exchange rates. Ceteris 

paribus, remittances lead to an appreciation of the domestic currency or, at least, lessen the 

depreciation forces shifting the local currency into a new equilibrium. The increase in domestic prices, 

through high consumption relative to domestic production, is likely to hamper the price 

competitiveness of the export sector.  

Secondly, remittances raise the average domestic income but, in particular, for low-income 

households. If a large share of this income is used for consumption of non-tradable goods, this could 

lead to higher wages and prices without raising productivity, thus further diverting resources (labour 

and capital) from the tradable sector and overall hampering export competitiveness, due to spill-over 

effects on wages and prices of the tradable sector. Remittances may also reduce the incentive of its 

recipients to seek employment, thereby decreasing the active workforce overall (Amuedo-Dorantes 

and Pozo, 2004). Moreover, since part of the increased consumption is met by imported goods and 

services, the trade deficit deteriorates further. Farzanegan and Hassan (2016) analysed remittance 

flows of the MENA region over a period of 20 years up to 2012 and found  that the magnitude of 

remittances and trade deficits is  highly correlated and that the key driver for the MENA is  increased 

domestic consumption which is, to a large part, satisfied by imports. Owusu-Sekyere et al. (2014) 

analysed this negative impact of remittance inflows on the real exchange rate of sub-Saharan countries 

and found that remittances tend to harm export competitiveness, though empirical monetary policy 

responses combined with fiscal spending focussing on the tradable sector, often alleviate the effect of 

appreciation  due to the curse of remittances.   
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Conversely, aside from the benefits of remittances to the local recipients, re-investing 

remittances into education, entrepreneurship and technological prowess could offset some of this 

downside for the economy and the export sector. However, it has been shown that remittances tend 

to be used for consumption purposes rather than investment. Another benefit from remittances stems 

from the fact that they are more resilient to shocks and serve as a safety-valve e.g. during the Arab 

spring (European Parliament, 2017). 

Overall, the economic literature has produced mixed results on the impact of remittances on 

the trade balance (depending on the country selection, time period and control variables), 

nevertheless most findings point to evidence of an appreciation effect resulting from remittances.18 

The exact impact is difficult to assess, particularly due to potential (long-term) offsetting factors 

discussed before. Nonetheless, the sheer magnitude of remittances for the SM economies suggests 

there is a substantial competitive disadvantage for the export sector.  

¢ƘŜ 9¦Ωǎ ǊƻƭŜ ƛƴ ǘƘŜ Ŧƭƻǿ ƻŦ ǊŜƳƛǘǘŀƴŎŜǎ ǘƻ ǘƘŜ four SM countries is very heterogeneous. Given 

the comparatively low population from Egypt and Jordan in the EU, it is not surprising that only around 

5% of remittance inflows originate in the EU. The primary sending countries, accounting for two-thirds 

of all transfers, are Saudi Arabia, United Arab Emirates and Kuwait. Morocco and Tunisia have large 

diaspora in Europe, which is also reflected in the remittances data, from where nearly 90% of all inflows 

stem.   

In conclusion, in all metrics, Morocco and Tunisia are much more linked to the European market 

than Egypt and Jordan, be it trade, FDI or remittances. This can explain why deeper trade agreements 

with the EU are more important and are more advanced for those two countries.  

 

1.3. Ex-ante and ex-post impact assessment 

The economic impact of liberalisation between the EU and the SM on trade patterns, growth 

and job creation has been the subject of a number of analyses in recent years. These estimates rely 

mostly on gravity models and computable general equilibrium (CGE) models, which will be highlighted 

in the following section. Impact assessment is usually first done ex-ante, in order to set expectation 

and to identify sectors, regions and policy domain for policy intervention and regulation. It is then done 

ex-post, after liberalization measures and policies have been implemented in order to verify the actual 

outcome and, possibly, to recalibrate interventions.   

                                                      
18 See e.g. Opoku-Afari et al. (2004), Bayangos and Jansen (2010), Owusu-Sekyere et al. (2014) or Jayaraman et al. (2014). 
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1.3.1. Gravity models 

Gravity models are one of the instruments used in the ex-ante assessment of trade 

ƭƛōŜǊŀƭƛȊŀǘƛƻƴΦ ¢ƘŜȅ ŀǊŜ ƘŜƭǇŦǳƭ ǘƻ ǉǳŀƴǘƛŦȅ ŀ ŎƻǳƴǘǊȅΩǎ ōƛƭŀǘŜǊŀƭ άǘǊŀŘŜ ǇƻǘŜƴǘƛŀƭέ ŀƴŘ ǘƻ ŎƻƳǇŀǊŜ ƛǘ ǘƻ 

the actual level of trade. In such models, trade flows are a function of country-specific determinants 

όŀƭƭ ǾŀǊƛŀōƭŜǎ ŀŦŦŜŎǘƛƴƎ ŀ ŎƻǳƴǘǊȅΩǎ ƎŜƴŜǊŀƭ capacity to trade, such as GDP, infrastructure, administrative 

costs, quality of institutions) as well as bilateral variables (e.g. trade cost, multilateral tariffs). This helps 

identify the contributions of each factor to observed trade flows and to make projections about the 

trade creation that would result from changes in the determinants of the flows, including in trade 

barriers. Thus, they are valuable to provide ex-ante projections and to elaborate the ex-post 

assessment of the effect of past trade liberalisation (Jarreau, 2011 and Hoekman and Sekkat, 2010)   

Several studies have tried to investigate the effect of EU-SM integration using gravity models. 

Results from Bensassi et al. (2010) and Hagemejer and Ciselik (2009) suggest an increase in EU exports 

towards SM countries following the Association Agreements and point to an insignificant effect on SM 

countries exports towards Europe. However, in another study Bensassi et al. (2012) find a significant 

impact of tariff reduction on specific sectors, when they use highly disaggregated sector level data. 

Still, the overall impact on total exports to the EU has been limited. 

Another possible explanation for the insignificance of trade liberalisation on overall SM exports 

to Europe may be that integration has essentially been limited to manufacturing products and has 

progressed slowly. Jarreau (2011) further argues that this reflects the asymmetry of the trade 

agreements in favour of the larger bloc. Non-tariff barriers (NTBs) are still substantial and have been 

far less addressed in the past. Eradication of these barriers will likely come in the form of harmonisation 

of SM standards towards the EU, once again favouring the EU starting position.  

Another explanation for the relatively weak export and investment boost in the SM countries 

can be found in studies such as Meon and Sekkat (2004) who have found that the quality of institutions 

(such as corruption, government stability and rule of law standards) of SM countries tends to restrain 

their ability to integrate with the rest of the world. Longon and Sekkat (2004) also identify weak 

infrastructure, as well as poor macroeconomic management and political tensions, as factors having a 

negative impact on trade integration with the rest of the world as well as among SM countries 

themselves.  

Additional research suggests that policy measures which address high trade costs, particularly 

via lower non-tariff measures (NTMs), have the greatest potential. Along this line, recent findings by 

Ghoneim et al. (2012), show that the tariff ad volorem equivalents (AVE) of the NTBs are larger than 

the tariffs themselves. Tackling this issue is key because it restricts exports, however it is also very 

challenging since NTBs require major structural and institutional reforms. Similar to the case of intra-
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trade obstacles, improvement in logistics performance and governance are found to have significant 

potential to bolster exports to the EU (Peridy, 2012).  

1.3.2. Computable general equilibrium  

As explained above, gravity models can be useful to estimate the trade creation resulting from 

reductions in trade costs and to compare levels of intra-regional trade with those observed among 

similar groups of countries. By contrast, CGE modelling has the advantages that it can be used to 

foresee how trade agreements are likely to impact production structures in each country, in particular 

at the sector level,  and to compare the effects of different channels of trade costs reduction (e.g. trade 

agreements versus unilateral changes in trade and trŀƴǎǇƻǊǘ ŎƻǎǘǎΤ ŀƴŘ ΨŘŜŜǇΩ ǾŜǊǎǳǎ ΨǎƘŀƭƭƻǿΩ 

agreements). This modelling approach also allows for the identification of the sources of gains/losses 

from liberalisation by decomposing welfare variation into terms of trade effects, changes in allocation 

efficiency and, possibly, other sources of variation depending on modelling hypotheses. In the case of 

the SM region, an important limitation of such studies stems from the limited availability of data, which 

causes the vast majority of existing studies to be focused on a few countries where data is readily 

available. 

Although the CGE modelling is commonly considered the state-of-the-art way to assess the 

impact of free trade agreements, standard models  are usually unable to estimate changes in level of 

unemployment (or the creation of new jobs) but only job reallocation adjustments in the short to 

medium term, that is between sectors and between different skill-level jobs.  The inability to model 

changes in unemployment, together with the lack of incorporating foreign direct investments, makes 

it difficult to provide precise policy recommendations at sectoral level. This is an important limitation 

because policy makers are generally keen to find out whether a trade agreement could create 

additional employment without jeopardising a substantial number of jobs in those sectors, which are 

likely to be negatively affected by the intensified competition.  

A second drawback is due to the regulatory nature of the majority of the current trade 

agreements negotiated by the EU, given the already low level of tariffs achieved by previous 

Association Agreements. Indeed, estimation methods have to face the considerable challenge of 

quantifying the costs of NTMs, both in goods and services, and translate them into ad valorem 

equivalents (see Jarreau, (2011) or Hoekman and Sekkat (2012)). 

Despite the limitations, CGE has been widely used to assess the impact of trade liberalization. 

Research by Konan (2003) focuses on different types of trade liberalisation reforms in the case of 

Tunisia and Egypt. Their research looks into different types of liberalisation agreements involving a 

range of combination of tariffs, goods NTBs and service liberalisation arrangements. Results point to 

the great benefits of deeper integration scenarios.  This is when they involve the elimination both of 
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tariffs and non-tariff barriers for goods for both countries.  Findings also suggest that benefits are 

doubled when deep commodity trade integration is coupled with service trade integration. Results 

also stress that while Tunisia would benefit significantly from tariff reduction with the EU, the effect 

on Egypt is insignificant. Behir et al. (2007) evaluates the impact of moving from a preferential trade 

agreement to a custom union and single market for the Maghreb area, testing different scenarios of 

varying levels of integration depth. Their findings indicate that a custom union would increase GDP by 

about 6% and 4.5% for Tunisia and Morocco respectively, to which would be added an extra 2.5% in 

the case of the creation of a deep single market (similar to the deep integration scenario from Konan, 

2003).  

Dennis (2006) seeks to estimate the potential gains from trade facilitation in the region, going 

beyond the simple tariffs. His findings suggest that potential gains associated with a reduction in trade 

costs, also involving indirect trade costs, are at their greatest when they involve the reduction of trade 

cost with the EU, rather than intra-regional trade within SM countries. He also finds that reducing trade 

cost associated with non-tariff barriers could generate more than twice the welfare gains than would 

result from only removing all tariffs.  

Using input from trade gravity models, Ghoneim et al. (2012) considers different scenarios of 

shallow versus deep integration between Mediterranean countries and their partners in the EU. 

Shallow integration relates to tariff barriers, while NTBs are used as proxy for deep trade integration. 

They find that tariff removal is expected to provide moderate or limited gains, except in Algeria and to 

a lesser extent Tunisia, because both countries still had higher tariffs than other Mediterranean 

countries. Conversely, eliminating NTBs would yield strong trade gains, but only if reduction in NTB is 

large enough. Finally, they indicate that trade gains due to deep integration, can also be reinforced 

further via a further reduction in trade and logistic costs, particularly for countries such as Algeria, 

Egypt and Morocco that perform worse than their peers. 

1.3.3. Assessment of intra-regional trade liberalisation of the Mediterranean 

countries 

Bilateral trade agreements between SM states and the EU can have positive spill-over effects 

on their neighbouring countries. For one, supply chain linkages between one country and the EU often 

require inputs from another SM country during the production process. For this mechanism to work, 

trade integration between the SM is crucial. Lower barriers to trade facilitate intra-regional supply 

chains which render them more attractive for European partners. Secondly, more homogenous 

regulations and practises in the region will ease harmonisation efforts with the EU and could improve 

the negotiation position of the Mediterranean bloc.  
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While international trade is of high importance to most SM countries, intra-regional trade takes 

a rather inferior role. Many authors (e.g. Hoekman and Zarrouk, 2009) have observed for long that 

intra-regional trade in the MENA region appeared to be low compared to other regions of similar 

geographical, historical and cultural backgrounds. Indeed only 3.8% (2015) of the SM countries 

combined trade in goods occurs within the region (UNCTAD, 2016), which is the lowest rate compared 

with other regions of the world; by comparison, intra-Asian trade takes a share of above 30% (DG 

Trade, PPT). 

Despite the generally low level of trade flows among the SM countries, significant progress in 

removing tariff-related barrier to intra-pan-Arab-FTA19 trade in goods has been made. However, many 

important factors continue to affect the transport and logistics related costs of trade in the region.  The 

lack of regional trade institutions has been identified by Kheir-El-Din and Ghoneim (2005), as a major 

obstacle to further intra-regional trade integration. In particular, studies (Rosotto et al., 2005 and Harb, 

2007) have stressed the negative effects of public monopolies, the high cost for shipping and handling 

containers due to port inefficiencies, as well as weaknesses in telecommunication, services and air 

transportations services. In addition to this, in terms of non-tariffs costs, bureaucratic red tape and 

tedious customs clearance procedures seem to be a major hurdle to regional trade. 

The empirical evidence seems to suggest that, until now, export gains for the SM were rather 

limited while the EU reaped larger benefits in terms of bilateral exports. At the same time, potential 

gains from trade liberalisation between the two blocs remain substantial, particularly with regard to 

NTB. Removing NTBs between the EU and the SM countries seems to offer the largest potential gains 

for the SM regions and the EU. However, this requires much deeper integrations. The idea of great 

ǇƻǎƛǘƛǾŜ ŜŦŦŜŎǘǎ ƛǎ ǊŜŦƭŜŎǘŜŘ ƛƴ ǘƘŜ 9¦Ωǎ ǎƘƛŦǘ ƛƴ ƭƛōŜǊŀƭƛǎŀǘƛƻƴ ŀǇǇǊƻŀŎƘΣ Ǿƛǎ-à-vis away from targeted or 

sectoral agreements towards (DCFTAs). 

1.3.4. Sustainability Impact Assessments 

After DCFTA negotiations were launched, the European Commission commissioned two 

Sustainability Impact Assessments (SIAs), in 2013 and 2014. Ecorys executed the analysis which aimed 

at evaluating the economic, social and environmental impacts of the trade and investment facilitation 

under negotiation. For every SIA, the methodology adopted is based on the twofold approach as 

described in the Trade SIA handbook (European Commission (2016c) and it consists of quantitative and 

qualitative tools to assess the affectŜŘ ŀǊŜŀǎ ƛƴ ŀŘŘƛǘƛƻƴ ǘƻ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ŎƻƴǎǳƭǘŀǘƛƻƴΦ  

The economic assessment is mainly based on CGE models which, as highlighted previously, 

suffer from the limitations of not providing pure figures on the creation/destruction of new/old jobs. 

                                                      
19 Also referred to as Greater Arab Free Trade Area (GAFTA) 
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The underlying neo-classical assumption that the economy is able to immediately adjust in the short 

term, owing to full flexibility of prices and wages, is one of the vulnerabilities of these exercises. The 

SIAs, however, do assess that the reallocation process among different sectors of the economy works 

ŀŦǘŜǊ ŀ ǎƘƻŎƪ ŎŀǳǎŜŘ ōȅ ǘƘŜ ǊŜƳƻǾŀƭ ƻŦ ǘŀǊƛŦŦǎΦ ¢ƘŜ ƳƻŘŜƭǎ ŀǊŜ ŜǉǳƛǇǇŜŘ ǘƻ ŘŜŀƭ ǿƛǘƘ ǎƻ ŎŀƭƭŜŘ ΨƴŜǿ-

ƎŜƴŜǊŀǘƛƻƴΩ ǘǊŀŘŜ ŀƎǊŜŜƳŜƴǘǎ ǿƘƻǎŜ ŘŜƎǊŜŜ ƻŦ ŀƳōƛǘƛƻƴ ƎƻŜǎ ǿŜƭƭ ōŜȅƻƴŘ ǘƘŜ ǇǳǊŜ ǊŜƳƻǾŀƭ ƻŦ ǘŀǊƛŦŦǎΦ 

Tariffs are, on average, already low and mainly concern sensitive products for both parties, like 

agriculture and fisheries. The main bulk of the negotiations and the main source of economic gains 

derive from the often difficult exercise of reducing non-tariff barriers in goods and services by aligning 

regulatory framework and, in this way, removing unnecessary barriers to trade. Quantifying those 

barriers, often non-quantitative by definition, implies strong reliance on trade cost equivalents being 

able to proxy the removal of non-tariff barriers ς a challenging task.  

In the trade SIA, the economic impact of the DCFTA is calculated by assuming different 

ΨŜŎƻƴƻƳƛŎ ǎƘƻŎƪǎΩ ŀŎŎƻǊŘƛƴƎ ǘƻ ŘŜƎǊŜŜ ƻŦ ŀƳōƛǘƛƻƴ ƻŦ ǘƘŜ ƴŜƎƻǘƛŀǘƛƻƴǎΦ .ȅ ŘŜŦƛƴƛǘƛƻƴΣ ǘƘŜ ƳƻǊŜ 

ambitious the scenario is, especially in terms of non-tariff barriers removal, the higher the aggregated 

economic gains (and potential sectoral loss) are. Each trade SIA follows a different calibration, since 

the extent of remaining tariff barriers and the envisaged regulatory harmonisation and elimination of 

non-trade barriers differs from country to country. In the case of Morocco, there are three scenarios, 

one continuing the trends which serve as a baseline, or pessimistic scenario, one which assumes the 

full implementation  of a recently concluded trade deal20 and the optimistic scenario which envisages 

an ambitious DCFTA implementation. The measures included in this potential DCFTA are21: 

¶ No tariff reductions as all tariffs between the EU and Morocco were (with the exceptions) 
removed by the October 2012 agreement and the Association Agreement;  

¶ Non-Tariff Measures in services as expressed in Trade Costs Equivalents are assumed to be 
reduced by three per cent for Moroccan services entering the EU market, and 13 per cent for 
EU services entering the Moroccan market;  

¶ Non-Tariff Measures in goods are modelled either with a limited or ambitious level of 
regulatory approximation or no approximation at all, depending on the sector.  

¶ Spill-over effects (25% percent)22 and trade facilitations are also taken into account, if 
Morocco complies with EU rules and regulatory approximation. 

 

                                                      
20 A 2012 trade agreement on the agricultural sector. 

21 See Ecorys (2013c).   
22 The regulatory approximation process that DCFTA can stimulate by removing NTMs can, due to the compliance of the signatories to 
some EU regulation, create spill-overs in third party countries that already have established trade links, most likely with neighbours. As 
happens for other trade agreements that involve bigger economies (see TTIP) spill-over effects to third countries can, in turn, improve 
the total estimated gains. Direct spill-over effects are an automatic result, without requiring any further action on the part of third party 
countries. This should enlarge third party ŎƻǳƴǘǊƛŜǎΩ ǘǊŀŘŜ ǇƻǎǎƛōƛƭƛǘƛŜǎΦ 
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The trade SIA reports separate the potential gains into short-term and long-term effects for the 

SM country and the EU for several key indicators (see Table 7).  

 
Table 7: CGE exercice on EU-Med FTA 

Variable Morocco Tunisia Jordan Egypt EU23 Morocco Tunisia Jordan Egypt EU24 

Short-term Long-term25 

National 

income 

(mil Euro) 

1,145 1,834 283 2,343 2,163 1,300 2,498 442 3,374 3,437 

GDP, % 

change 
1.3 4.1 1.4 1.2 0.0 1.6 7.4 2.1 1.8 0.0 

Consumer 

prices, % 

change 

0.4 2.6 -0.7 -1.4 0.0 0.4 2.3 -0.5 2.7 0.0 

Wages, 

less skilled 

% 

1.4 7.0 1.7 1.9 0.0 1.5 9.9 2.4 -2.0 0.0 

Wages, 

medium 

skilled % 26 

1.6 7.6 2.5 4.8 0.0 1.9 10.5 2.9 3.2 0.0 

Wages, 

high 

skilled % 

N.A. N.A. 2.4 0.1 0.0 N.A. N.A. 2.8 0.1 0.0 

Total 

Imports, % 

change 

8.0 13.9 3.7 7.7 0.1 8.4 17.7 4.8 24.8 0.1 

Total 

Exports, % 

change 

15.3 17.7 4.4 8.3 0.1 15.3 20.4 5.3 26.7 0.1 

SourceΥ !ǳǘƘƻǊΩǎ ŜƭŀōƻǊŀǘƛƻƴ ƻƴ 5D ¢ǊŀŘŜΣ {L! ǊŜǇƻǊǘǎ 

Note: The calibration of the CGE model is towards an ambitious DCFTA (as exemplified by Morocco above). 

 

The collective estimates of the SIA reports substantiate that in the EU, economic growth and 

wages will not be affected even if all liberalisation efforts (as exemplified above for Morocco) are 

                                                      
23 GDP-weighted average, except total exports and total imports which are trade-weighted. 
24 GDP-weighted average, except total exports and total imports which are trade-weighted. 
25 ά¢ƘŜ ƭƻƴƎ Ǌǳƴ ƛǎ ŘŜŦƛƴŜŘ ώΧϐ ŀǎ ǘƘŜ ǘƛƳŜ needed for dynamic investment effects to work through the economy, while in the short-
ǊǳƴΣ ƛƴǾŜǎǘƳŜƴǘǎ ŀǊŜ ŀǎǎǳƳŜŘ ŦƛȄŜŘΦέ ό9ŎƻǊȅǎΣ нлмоŎΣ ǇΦтуύΦ   
26 ¢ƘŜ {L! ŦƻǊ aƻǊƻŎŎƻ ŀƴŘ ¢ǳƴƛǎƛŀ ŘƻŜǎ ƴƻǘ ŘƛǎǘƛƴƎǳƛǎƘ ƳŜŘƛǳƳ ŀƴŘ ƘƛƎƘ ǎƪƛƭƭŜŘ ōǳǘ ƳŜǊŜƭȅ ƭƛǎǘǎ άƳƻǊŜ ǎƪƛƭƭŜŘέΣ ǿƘƛŎƘ Ƙŀǎ ōŜŜƴ 

allocated into this group for visualization purposes.   
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carried out. Trade vis-vis the region would be boosted by 0.1% and, as illustrated in the table, the broad 

economic impact on the economy will be negligible.  

Given the high trade dependence of the four SM countries on the EU, the impact on their 

economies is much larger. GDP is predicted to increase by up to between 1-4% over the short-term 

(cumulative) and trade is predicted to increase by 4-18%. Notably, the SIA reports indicate a stronger 

boost from exports than imports for all four countries, thus shifting the trade deficits with the EU closer 

to a balanced position. 

The moderate aggregate gains to the EU, however, hide the fact that the trade patterns are 

adjusting to the new competition and opportunities. Specialisation can have a profound impact on 

certain economic sectors and professions. Once again, the impact on the four SM countries is sizeable. 

For example, Tunisia is expected to experience a shift in employment share away from grains, crops, 

textiles and air transport towards vegetable oil production, other machinery, trade, vegetables and 

fruits (see Figure 6 below). 

 

Figure 6: Expected sectoral shift in Tunisia  

 
Source: Ecorys (2013d). 

Note: The changes are expressed as the DCFTA (long-term) scenario over the baseline scenario. 

 

The same argument is theoretically valid for the EU but on a much smaller scale. Indeed, the 

SIA reports show that most bilateral DCFTAs have an insignificant effect on all EU sectors. With the 

ŜȄŎŜǇǘƛƻƴ ƻŦ ǾŜƎŜǘŀōƭŜ ƻƛƭΣ ƻŦ ǿƘƛŎƘ 9¦ ƻǳǘǇǳǘ ǿƻǳƭŘ ŘŜŎƭƛƴŜ ōȅ нΦн҈Σ ŀƴŘ ΨƻǘƘŜǊ ƳŀŎƘƛƴŜǊȅ ŀƴŘ 
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ŜǉǳƛǇƳŜƴǘΩΣ ǿƘƛŎh is estimated to decline by 0.7%, no sectoral output would shrink or grow by more 

than 0.5% - even in the longer term view. Likewise, exports and imports would only be marginally 

affected, with the exception of a few sectors that do not make up a noteworthy share of overall EU 

export volumes. Labour allocation across sectors is expected to witness small shifts, both for high-

skilled and low-skilled workers, in the order of less than 1% of employment in the respective sectors. 

The SIA estimations clearly point to only a marginal impact of the DCFTAs on the EU but the 

overall gain is positive, nonetheless.  One can thus argue that political considerations are the driving 

force behind efforts to establish DCFTAs with the SM countries rather than pure economic benefits. 

The economic impacts on the SM countries, on the other hand, are estimated to have been 

substantial (see Table 7) with gains in economic activity and employment for some sectors and losses 

for others. This trade-off, paired with claims that a more specific policy/sectoral approach may be more 

efficient,27 have contributed to a slowing down in the development of DCFTAs. Negotiations with 

Jordan and Egypt have not officially kicked-off while the Moroccan government has proclaimed the 

need to re-assess the DCFTAs with regard to the competitiveness of several key sectors and has put 

the negotiations on hold.  

In conclusion, the DCFTA negotiations have not advanced as fast as expected and the EU 

liberalisation efforts may take a different form in future, unless marked progress is made over the next 

few years. Advancement of the DCFTAs will depend greatly on the national view and perception as to 

how far these deals will benefit their respective economies and society at large. Thus, it merits a  closer 

look at trade relations from a domestic Mediterranean perceptive. 

 

1.4. Summary 

Euro-Med trade liberalisation has made substantial progress over the past 20 years and recent 

efforts via DCFTAs are carrying on that spirit. The Southern Mediterranean region is only of minor trade 

importance to the EU and FDI flows are marginal in the grander picture. Nevertheless, potential 

benefits are still to be reaped if non-tariff barriers can be reduced.  From an EU perspective, political 

stability in the region is the main incentive for strengthening ties with the Southern Mediterranean 

region and providing a suitable economic environment.  

While the potential gains from further liberalisation are very modest from an EU perspective, 

they are likely to have a large impact on the Southern Mediterranean region. The SM region, especially 

certain countries, largely relies on EU markets as a destination for exports. For Morocco and Tunisia, 

                                                      
27 E.g. Hoekman (2016) 
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trade reliance on the EU is particularly high - 60-70% of trade being conducted with the EU. Egypt and 

Jordan are less focussed on the EU as a trade partner, but the effect of the trade agreement could be 

potentially high exactly because it could open up new opportunities. The TSIA reports have estimated 

the economic gains from further trade liberalisation, including non-tariff barriers, to reach between 

1.6 and 7.2% of GDP in the long-term if ambitious DCFTAs were concluded between the EU and the SM 

countries.  

The EU continues to emphasize the importance of the agreement based on the TSIA reports 

and that deeper trade integration with the Meds can deliver economic growth and job creation for the 

region. However, recent slowdowns in the development and advancement of the DCFTAs have cast 

doubt over this ambition. Southern Mediterranean countries are reassessing the added-value of such 

agreements and the cost entailed with complying with the requirements of the agreements.  The 

following four country case studies will shed light on the EU-Mediterranean relationship from the 

perspective of the individual countries and offer new insights into their assessment of past successes 

and future prospects for growth and job creation. 

http://www.emnes.org/


 

 

TRADE AND INVESTMENT IN THE MEDITERRANEAN: COUNTRY AND REGIONAL PERSPECTIVES 

 

 

 
EMNES Studies No 2 / November, 2017 
EMNES Studies disseminate economic policy research to explore and assess the socio-economic drivers of the innovative, 
sustainable and inclusive development and growth models in the Mediterranean region.   
Available for free downloading from the EMNES website www.emnes.org © EMNES 2017  Page 38 of 168 

2. Country report: Egypt 
Chahir Zaki and Nora AbouShady 
 

2.1. Introduction 

he Egyptian economy has experienced several waves of liberalisation that 

has led to a significant boost in both exports and imports. Moreover, it has 

signed several trade agreements that helped reduce  trade barriers (both 

tariffs and non-tariffs). With exports being among those macro-economic 

variables with a significant impact on employment, the objective of this report, therefore, is  

ǘƻ ǇǊƻǾƛŘŜ ŀ ŘŜǎŎǊƛǇǘƛǾŜ ŀƴŀƭȅǎƛǎ ƻŦ 9ƎȅǇǘΩǎ ǘǊŀŘŜ Ŧƭƻǿǎ ŀƴŘ ǘǊŀŘŜ ǇƻƭƛŎȅΣ ŀƴŘ ǘƻ ǇǊƻǾƛŘŜ ƛƴƛǘƛŀƭ 

insights into the effect of trade on employment.  

 

The empirical literature on trade and employment in Egypt, at both the micro and the 

macro levels, is rather scant since  most of the studies examined the impact of trade wage 

inequality (Zaki, 2013). For instance, Said and El Azzawi (2014) show that tariffs do not seem 

to have a significant impact on wages and job quality. By contrast, while a better export 

performance has a significantly positive impact on wages, all job quality indices are negatively 

affected. Hence, there is a trade-off between higher wages and improvement in job quality. 

Furthermore, using a microsimulation, Hendy and Zaki (2013) find that the effect of trade 

liberalisation policies is dependent on two factors: individual and sectoral characteristics. This 

is why employment increases in the following sectors: textiles, garments (especially for 

women), chemical and services sectors. They also show that the effect of wage inequality is 

variable among different groups, as it decreases for urban and rural skilled men and for skilled 

and unskilled women working in urban areas. Yet, inequality among unskilled men and skilled 

women in rural areas is likely to decrease. These effects are highly correlated with the 

comparative advantage of Egypt and the abundance factor  within each sector. Zaki (2016) 

shows that, at the macro-economic level, exports had  a significant and positive effect on 

employment over the period from 1960 to 2009. The elasticity of employment with respect to 

exports is 4.3% during the period 1960-2009. Following the reforms that were launched in the 

мффлΩǎ ŀƴŘ ǊŜǎǳƳŜŘ ƛƴ нллпΣ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ŜȄǇƻǊǘǎ ƻƴ ŜƳǇƭƻȅƳŜƴǘ ƛƴŎǊŜŀǎŜŘ ōȅ ол҈ ǘƻ ǊŜŀŎƘ 

5.6% over the period 1990-нллфΦ Lƴ ǘƘŜ ƳŜŀƴǘƛƳŜΣ ŀǘ ŀƴ  ƛƴŘƛǾƛŘǳŀƭ ƭŜǾŜƭΣ ŜȄǇƻǊǘǎ ŀŦŦŜŎǘ ƳŜƴΩǎ 

ǿŀƎŜǎ ŀƴŘ ǿƻƳŜƴΩǎ probability of working. In other words, adjustments in the female labour 

T 
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market are reflected in quantities, while adjustments in the male labour market are reflected 

in prices. 

In Section 3.2, we provide an overview of trade and investment patterns. Trade has 

significantly increased after successive episodes of liberalisation and reform  starting in the 

early nineties, reaching 60% of GDP in 2008. However, trade and overall figures of economic 

performance dropped sharply in the aftermath of the 2011 uprising. Trade remains generally 

lower than in middle income countries, Arab countries and the MENA region. This is not true, 

however, for the manufacturing sector, where Egyptian exports account for nearly 50% of 

total merchandise exports , higher than exports of manufacturing products in both Arab 

ŎƻǳƴǘǊƛŜǎ ŀƴŘ a9b!Φ 9ƎȅǇǘΩǎ ǇǊƛƳŀǊȅ ǘǊŀŘŜ ǇŀǊǘƴŜǊ ƛǎ ǘƘŜ 9¦Σ ǿƛǘƘ ŀƴ ŀǾŜǊŀƎŜ ƻŦ ор҈ ƻŦ ǘƻǘŀƭ 

ǘǊŀŘŜΦ {ƛƴŎŜ нллпΣ ōƛƭŀǘŜǊŀƭ ǘǊŀŘŜ ƛƴ ƎƻƻŘǎ Ƙŀǎ ƳƻǊŜ ǘƘŀƴ ŘƻǳōƭŜŘΣ ǊŜŀŎƘƛƴƎ ϵнтΦт ōƛƭƭƛƻƴ ǿƛǘƘ  

ŜȄǇƻǊǘǎ ŦǊƻƳ 9ƎȅǇǘ ŀǘ ϵтΦн billion in 2015. There is an upward trend in trade with Asia, where 

ƛƳǇƻǊǘǎ ŦǊƻƳ !ǎƛŀ ǊŜŀŎƘŜŘ ŀ ǎƘŀǊŜ ƻŦ нм҈ ƻŦ  9ƎȅǇǘΩǎ ƛƳǇƻǊǘǎ ƛƴ нлмлΦ  Trade in services 

ŀŎŎƻǳƴǘǎ ŦƻǊ ƴŜŀǊƭȅ рл҈ ƻŦ D5tΦ 9ƎȅǇǘΩǎ ǎŜǊǾƛŎŜ ŜȄǇƻǊǘǎ ŀǊŜ ŎƻƴŎŜƴǘǊŀǘŜŘ ƛƴ ǘǊŀƴǎǇƻǊǘ ǎŜǊǾƛŎŜǎ 

(Suez Canal) and tourism, the latter witnessing a sharp drop since the 2011 uprising. FDI in 

Egypt increased substantially between 2005 and 2008. thanks to reforms and incentives 

offered to investors, before declining in the aftermath of the financial crisis, and, later, the 

revolution. FDI remains concentrated in capital-intensive sectors, such as petroleum, leaving 

a modest impact on job creation. The Egyptian government has, therefore, recently carried 

out additional reform measures to attract investments, particularly in labour-intensive 

projects and export-oriented activities.  

{ŜŎǘƛƻƴ оΦо ǎƘƻǿǎ 9ƎȅǇǘΩǎ ŜȄŎƘŀƴƎŜ ǊŀǘŜ ǇƻƭƛŎȅΦ {ƛƴŎŜ ǘƘŜ нлмм ǇƻƭƛǘƛŎŀƭ ǘǳǊƳƻƛƭΣ 9ƎȅǇǘ 

has been suffering from a series of rapid declines in international reserves. This led to a series 

of devaluations, until the Central Bank of Egypt announced its decision to move to a liberalized 

exchange rate regime, leading to a sharp drop in the value of the Egyptian Pound and to 

soaring inflation rates.  

Remittances are discussed in Section 3.4. Remittances provide more than 20% of  hard 

currency in Egypt. Despite their decline, alongside the drop in the number of Egyptian 

migrants since the mid-nineties and later due to political instability in the Arab region, 

remittances continue to originate from the Gulf countries. 

In section 3.5, we present trade barriers and non-ǘŀǊƛŦŦ ƳŜŀǎǳǊŜǎ ŀǇǇƭȅƛƴƎ ǘƻ 9ƎȅǇǘΩǎ 

trade. Nearly 99 per cent of Egypt's tariff lines are bound by  the WTO. Tariffs for non-

agricultural products are generally lower than those applying to agricultural goods. These 

remain higher, however. than those applied by middle-income or high income countries for 
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both sectors. As for non-tariff barriers, Egypt is among the countries with the highest number 

of NTBs imposed on trade, particularly administrative barriers. Egyptian exports are also 

subject to a substansial number of technical barriers and SPS measures imposed by its trade 

partners.  

CƛƴŀƭƭȅΣ ǎŜŎǘƛƻƴ оΦс ōǊƛŜŦƭȅ ŘƛǎŎǳǎǎŜǎ 9ƎȅǇǘΩǎ Ƴŀƛƴ ǘǊŀŘŜ ŀƎǊŜŜƳŜƴǘǎ ǿƛǘƘ ǘƘŜ 9ǳǊƻǇŜŀƴ 

Union and other trade partners, such as the USA, Arab and African countries. In Section 1.7, 

we examine the correlation between different macro-economic variables and employment 

and demonstrate that both exports and FDI are positively and significantly correlated to 

employment. Finally, Section 1.8 presents concluding remarks and policy recommendations.  

 

 

2.2. Overview of trade and investment patterns 
 

2.2.1. Trade in Goods 

Macro and Sectoral Analysis 
{ƛƴŎŜ ǘƘŜ ŜŀǊƭȅ мффлΩǎΣ ŜȄǇƻǊǘǎ ŀƴŘ ƛƳǇƻǊǘǎ ƘŀǾŜ ƛƴŎǊŜŀǎŜŘ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǿƛǘƘ ǘƘŜ 

implementation of the Economic Reform and Structural Adjustment Programme. Moreover, 

with the new reform programme implemented by the government in 2004  aimed at 

liberalizing trade,  exports  increased by an average of 5% before 2004 and 24% after that 

date.  Figures for imports are respectively 2% and 24% (Hendy and Zaki, 2014). It is worth 

ƴƻǘƛƴƎ  ǘƘŀǘ 9ƎȅǇǘΩǎ ǘǊŀŘŜ ōŀƭŀƴŎŜ Ƙŀǎ ōŜŜƴ Ŏƻƴǎǘŀƴǘƭȅ ƛƴ ŘŜŦƛŎƛǘ ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ ǇŜǊƛod of the 

study as raw materials, investment goods or semi-finished products that are used in 

production and exports have the highest share of  total imports.  

At the regional level, trade share to GDP exhibits a similar trend for Egypt and its 

comparative  regions (Figure 7). Indeed, this share increased from 40 percent in 2000 to 60 

percent in 2008, thanks to tariff reductions, as  mentioned above. Yet, since  the financial crisis 

in 2008, a drop in trade has been observed, reaching 40 percent in 2010. Exports also 

experienced a significant decline from 30 percent in 2008 to 15 percent in 2010.  
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Figure 7: Exports and Imports of Goods and Services (% of GDP) 

 

Source: World Development Indicators 

 

Over the same period, merchandise trade as a share of GDP has more than doubled in 

Egypt, as shown in Figure 8. Yet, it is still lower than the middle income group, the MENA 

region and the Arab countries. 

 
Figure 8: Merchandise trade (% of GDP) 

 

Source: World Development Indicators  

 

Nevertheless, when one considers just the manufacturing sector, Figure 9 shows that 

Egyptian exports are actually performing better than both the MENA region and Arab 

countries. Furthermore, while the share of manufacture in merchandise exports  significantly 
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increased to reach 50 percent in 2009, the equivalent  figures were only 10 percent for Arab 

countries and 20 percent for the MENA region. It is important to note that, despite this  

evolution, the manufacturing sector in Egypt is still facing several impediments that hinder its 

competitiveness and make its performance lower than the middle-income countries (Hendy 

and Zaki, 2014). 

 
Figure 9: Manufactures exports (% of merchandise exports) 

 
Source: World Development Indicators 

 

Turning to data from the Central Bank of Egypt, however, one can see that Egypt has 

a moderate level of diversification (see Figure 10). Indeed, fuel, mineral and oil products 

represent around 40 percent of Egyptian exports. Yet, their share increased marginally  by 2% 

between FY06 and FY1028. As per non-oil exports, a significant increase has been observed for 

raw materials that increased by 90.4%, finished goods by 94.7% and semi-finished goods  by 

36.7% (Hendy and Zaki, 2014).  
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Figure 10: Proceeds of Merchandise Exports by Degree of Processing 

 
Source: The Central Bank of Egypt. 

 

Imports have a different emphasis  since the share of fuel and oil products  represents 

less  than 10% of total imports. By contrast, imports of raw materials, investment goods and 

intŜǊƳŜŘƛŀǘŜ ƎƻƻŘǎ ǊŜǇǊŜǎŜƴǘ ŀǊƻǳƴŘ тл҈ ƻŦ 9ƎȅǇǘΩǎ ƛƳǇƻǊǘ ōƛƭƭΦ aƻǊŜƻǾŜǊΣ Figure 11 shows 

that both consumer non-durable and durable goods (especially those coming from China) 

have multipied by three between FY06 and FY10. 

 

Figure 11: Payments for Merchandise Imports by Degree of Use 

 

Source: The Central Bank of Egypt 
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At the geographical level, exports and imports exhibit a ǎƛƳƛƭŀǊ ǇŀǘǘŜǊƴΦ LƴŘŜŜŘΣ 9ƎȅǇǘΩǎ 

primary trade partner is the European Union with an average of 35% of total trade. Since 2004, 

ōƛƭŀǘŜǊŀƭ ǘǊŀŘŜ ƛƴ ƎƻƻŘǎ Ƙŀǎ ƳƻǊŜ ǘƘŀƴ ŘƻǳōƭŜŘ ǊŜŀŎƘƛƴƎ ϵнтΦт ōƛƭƭƛƻƴ ŀƴŘ ŜȄǇƻǊǘǎ ƻŦ ϵтΦн 

billion in 2015 (European Commission, 2017). The main products exported by Egypt to the 

European Union are crude oil and products, cast iron, cotton textiles, cement, iron and steel 

products, pharmaceuticals and aluminum products. Imports from the EU are chiefly 

concentrated in crude oil and products, iron and steel products, organic and inorganic 

chemicals, pharmaceuticals, and electric appliances for telephones and telegraphy. As for the 

United States of America (USA),  its share of  both exports and imports is 33% and 22% 

respectively (Figure 12). While American imports from Egypt are mainly crude oil and 

products, cement, and iron and steel products, Egyptian imports from the USA are crude oil 

and products, iron and steel products, wheat and maize (Zaki, 2013). 

 

Figure 12: Geographical Distribution of Exports 

Source: The Central Bank of Egypt 

 

 

Table 8: Exports by type of product and destination in FY 2010 

Country of Destination {ƘŀǊŜ ƛƴ 9ƎȅǇǘΩǎ ŜȄǇƻǊǘǎ Product type 

European Union 36% ¶ Crude oil and products 
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¶ Cast iron 
¶ Cotton textiles 

¶ Cement 

¶ Iron and steel products 

¶ Pharmaceuticals 

¶ Aluminum products 

Arab countries 20% 

¶ Crude oil and products 

¶ Iron and steel products 
Cast iron 

¶ Cement 

¶ Rice 

United States of America  18% 
¶ Crude oil and products 

¶ Cement 

¶ Iron and steel products 

Source: Constructed by the authors from figure 12 and Zaki (2013). 

 

Figure 13 also shows that since FY09, the share of imports from Asia reached 20%, 

exceeding  those from the USA, putting them in  second place after the EU. Trade with Asia 

has increased more rapidly than trade with the USA. Between FY02 and FY10, the former 

increased five-fold, while the latter  multiplied by a mere 1.7. Imports from Asian countries 

included  car parts and accessories,  animal and vegetable fats, cars, ready-made clothes, and 

iron and steel products. Finally, Arab countries occupy a modest ǎƘŀǊŜ ƻŦ ƻƴƭȅ мл҈ ƻŦ 9ƎȅǇǘΩǎ 

total trade. Egypt mainly exports crude oil and products, iron and steel products, cast iron, 

cement, and rice to the Arab region, and imports crude oil and products, organic and inorganic 

chemicals, and cars.  

Figure 13: Geographical Distribution of Imports 
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Source: The Central Bank of Egypt. 

Table 9: Imports by type of product and origin in FY 2010 

Country of Origin {ƘŀǊŜ ƛƴ 9ƎȅǇǘΩǎ ƛƳǇƻǊǘǎ Product type 

European Union  37% 

¶ Crude oil and products 

¶ Iron and steel products 

¶ Organic and inorganic chemicals 

¶ Pharmaceuticals  

¶ Electric appliances for telephones and telegraphs 

Asia 21% 

¶ Parts and accessories of cars 

¶ Animal and vegetable fats 

¶ Cars 

¶ Ready-made clothes 

¶ Iron and steel products 

United States of 
America 

11% 

¶ Crude oil and products 

¶ Iron and steel products 

¶ Wheat 

¶ Maize 

Arab Countries 11% 
¶ Crude oil and products 

¶ Organic and inorganic chemicals 

¶ Cars 

Source: Constructed by the authors from figure 13 and Zaki (2013). 

 

2.2.2. Firm-level Analysis  
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At a company  level, Figure 14 illustrates a rationalization effect between 2006 and 

2010. Indeed, there has been a significant decrease in the number of exporting firms from 

22.9 to 19.6 thousand,  but with an increase in value of total exports of 65.5% over the same 

period (Elenbaby et al, 2016). Hence, only productive firms are able to compete and stay in 

the market, leading  to more exports by fewer  businesses. .  

As per company dynamics, the number of new entrants as well as  firms ceasing trading 

(together accounted for one third of the market)  decreased at an annual average of 21% 

between 2006 and 2010. Incumbent firms (two thirds of the market) that sustained their 

exports increased by 13.5% throughout the period of interest, from 6,070 firms in 2007 to 

6,887 in 2010 (see Figure 15).  
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Figure 14: Exports and Number of Firms 

 
Source: ElEnbaby et al (2016) using the General Organization for Exports & Imports Control (GOEIC) dataset.  

 
Figure 15Υ CƛǊƳǎΩ 9ƴǘǊȅ ŀƴŘ 9Ȅƛǘ 

 
Source: ElEnbaby et al (2016) using the General Organization for Exports & Imports Control (GOEIC) dataset. 

 

Figure 16 presents the number of new firms in more recent years. Indeed, in the wake 

of the political uprisings in Egypt, the extensive margin measured by the number of new 

exporters has almost disappeared attaining just four new firms in 2012 (panel a). This is in line 

with the significant decline in the 2500 plants that stopped operating after the revolution 

which chiefly belonged to exporting firms. Although the value of exports for new, as well as 

the total number of exporters slightly improved between 2010 and 2011, it dropped from 

1,661 in 2011, recording  157 in 2012 (panel b) (Hendy and Zaki, 2014)29. 

                                                      
29 Although this huge decline might be attributed to a default in the reporting of company export activity, or the 
non-reporting of cross-border customs flows, we do not have data on informal trade or underreporting. Yet, 
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Figure 16: New Exporters (by year) 

(a) Count of New and Total Exporters                   (b) Value of New Exporter 

 
Source:  The Monthly Digest (2012), General Organization for Exports & Imports Control (GOEIC). 

Note: (i) A new exporter is defined as  one who did not export for the previous  three years, provided that 
the value of annual exports is a million LE or more. (ii) In Panel a, the left hand  axis shows the total 

number of exporters and the right hand side  shows  new exporters. In Panel b, the left hand  axis shows 
the total value of exports and the right hand side  shows the export value of new exporters. 
 

2.2.3. Service trade 

The share of services in the Egyptian economy is around 50 percent. This share is lower 

than East Asia and Latin America but higher than the MENA region. Indeed, it has remained at 

around 50 percent of GDP since 2000 thanks to tourism, the Suez Canal and financial services 

(Table 10).  

 
Table 10: Share of Services in GDP (in percent) 

 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

East Asia & Pacific 61.0 62.3 62.9 62.9 62.7 62.9 63.2 63.7 64.7 - 

Europe & Central Asia 68.6 69.3 70.1 70.8 70.7 70.9 70.8 70.8 71.3 73.5 

Latin America & Caribbean 64.6 65.3 63.6 60.9 59.5 60.2 61.0 61.7 61.5 63.3 

Middle East & North Africa 42.8 45.0 44.3 43.2 44.1 42.1 41.4 41.4 - 42.3 

North America 74.6 75.8 76.5 76.5 75.9 75.9 76.0 76.9 77.3 - 

South Asia 50.3 51.3 52.4 52.6 52.7 52.8 52.8 52.7 53.9 54.9 

Sub-Saharan Africa 54.2 54.1 50.5 51.3 51.9 51.7 52.0 52.7 55.5 57.2 

High income 70.4 71.5 72.2 72.4 72.2 72.3 72.4 72.7 73.4 - 

                                                      
there is a clear association between political instability and both the number of plants that stopped operating 
and the number of exporters.   
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Low & middle income 52.8 53.9 53.3 52.4 52.0 52.2 52.5 53.1 53.5 55.3 

Low income 45.2 45.3 46.3 46.7 46.7 47.4 47.5 48.9 49.5 49.9 

Egypt 50.1 50.1 49.1 48.4 48.3 49.2 47.5 49.5 49.2 49.0 

Source: World Bank, World Development Indicators database online. 
Note: Services correspond to the International Standard Industrial Classification (ISIC) divisions 50-99 and they 

include value added in wholesale and retail trade (including hotels and restaurants), transport, and 
government, financial, professional and personal services such as education, health care, and real estate 

services. Also included are estimated bank service charges, import duties, and any statistical discrepancies 
noted by national compilers, as well as discrepancies arising from rescaling. 

 

The current importance of services, as reflected by their contribution to GDP, is also 

mirrored in employment statistics. Figure 17 shows the service sector attracts at least half of 

9ƎȅǇǘΩǎ ǘƻǘŀƭ ŜƳǇƭƻȅƳŜƴǘΦ  hōǾƛƻǳǎƭȅΣ ǘƘŜ ŎƻƳǇƻǎƛǘƛƻƴ ƻŦ ǇǳōƭƛŎ ŀƴŘ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ 

employment indicates that the government service sector is indeed a large employer in Egypt.  

 
Figure 17: Share of Services in Total Employment (in percent) 

 
Source: World Bank, World Development Indicators database online. 

Note: Services correspond to divisions 6-9 (ISIC revision 2) or tabulation categories G-P (ISIC revision 3) and 
include wholesale and retail trade and restaurants and hotels; transport, storage, and communications; 
financing, insurance, real estate, and business services; and community, social, and personal services. 

 

As per trade, Egypt exports goods and service worth 13% of GDP and imports 

merchandise and services equal to 22% of GDP. Merchandise trade with the rest of the world 

is characterized by a large and persistent deficit, however, the overall current account deficit 

ƛǎ ŎƭƻǎŜǊ ǘƻ ŀ ōŀƭŀƴŎŜŘ ǇƻǎƛǘƛƻƴΣ ŘǳŜ ǘƻ 9ƎȅǇǘΩǎ ƭŀǊƎŜ ǎŜǊǾƛŎŜ ǘǊŀŘŜ ǎǳǊǇƭǳǎΣ Ǿƛǎ-à-vis the rest of 

the world. In fact, World Bank data reveals that around 1/3 of all Egyptian trade occurs in the 

service sector. Service exports and imports had reached their peak in 2004/05 with 18% and 

11.7% of GDP, but following the financial crisis both imports and exports collapsed. The service 

trade balance remained in surplus but it shrank from around 5% previously to below 1% GDP. 
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Figure 18: Service Trade pattern 

 
Source: Worldbank and Central Bank of Egypt. 

 

The stark decline in service trade is largely due to the collapse of tourism inflows 

following the Arab Spring, paired with the global transport industry crisis and political turmoil. 

While transport exports grew at a slower pace, tourism receipts dropped by 70% between 

2010 and 2015.  Nevertheless, 33% of service exports are related to travel while transport 

exports make up more than half ς a reversal in their previous shares. .  

Figure 19: Service exports by sector  

Share of service exports by item, 2014        Share of service imports by item, 2014 

 
Source: Worldbank and Central Bank of Egypt 
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Transport exports are mainly sea freight, for which the Suez Canal is vital. The net 

tonnage passing through the canal has remained stable over recent years at around 950 

million tons. The stable income from sea freight has kept the service balance in surplus but 

the Egyptian economy is suffering severely from declining tourism revenue, which has not yet 

shown signs of reversal.   

At the sectoral level, Egypt has a perceived comparative advantage, as measured by 

net exports or exports in transportation (thanks to the Suez Canal), travel, construction 

services, financial services and personal remittances. By contrast, communication services, 

insurance services, computer and information services, other business services, personal, 

cultural and recreational services and finally government services suffer from a comparative 

disadvantage (Figure 20).  

 
 

Figure 20: Revealed Comparative Advantage Index for Egypt, 2008 

 
{ƻǳǊŎŜΥ !ǳǘƘƻǊǎΩ ŎŀƭŎǳƭŀǘƛƻƴǎ ŦǊƻƳ ¢ǊŀŘŜ aŀǇΣ LƴǘŜǊƴŀǘƛƻƴŀƭ ¢ǊŀŘŜ /ŜƴǘǊŜΦ 

Notes: (i) For each sector, the blue bar provides the measure of Perceived Comparative Advantage based on 
export data only and the orange bar provides the same measure based on net exports. To have a comparative 

advantage, the former must be greater than one and the latter should be positive. 
(ii) 205 = Transportation; 236 = Travel; 245 = Communication Services; 249 = Construction Services; 253 = 

Insurance Services; 260 = Financial Services; 262 = Computer and Information Services; 266 = Royalties and 
License Fees; 268 = Other Business Services; 287 = Personal, Cultural and Recreational Services; 291 = 

Government Services; REM = Personal Remittances. 
 

Table 11 presents the number of commitments by sector and by country in the MENA 

region. It is important to note that Egypt, similarly to Jordan, Morocco, Oman and Kuwait have 
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committed their trade in services to several sectors at the WTO. Egypt has specific 

commitments in communications, construction, insurance, financial, travel and transportation 

services. Such commitments are likely to positively increase trade in services and attract 

domestic and foreign investments. Despite liberalisation efforts, trade in services remains 

hampered by barriers to commercial establishment, such as caps on foreign ownership and 

joint venture obligations, restrictions on types of commercial presence and number/type of 

services that can be provided, discriminatory registration requirements and licensing 

procedures, nationality and residency requirements, economic needs tests and discriminatory 

treatment advantaging domestic companies over the foreign ones. More restrictions could be 

identified, such as public monopolies in ports and port services, poor infrastructure for loading 

and storing goods, arbitrary changes in documentary requirements, surcharges and 

discriminatory taxes, and prohibiting the obtaining of cargo in the country of destination to 

take back to the country of origin (Karam and Zaki, 2013). 

 
Table 11: Number of Commitments by Country and by Sector 
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Morocco 1 2 1 5 1 1 
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Tunisia 
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UAE 1 3 1 5 
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Source: WTO dataset. 

 

 

2.2.4. Foreign Direct Investment 

FDI in Egypt increased substantially between 2005 and 2008, as Egypt adopted a series 

of reforms that attracted FDI from European and Arab investors. Indeed, inflow of FDI 
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decreased by 62 per cent from the 1990s until 2003. Following the adoption of reforms, FDI 

multiplied 17-fold from 2003 to 2008. Yet, after the financial crisis and the revolution, FDI 

declined by 72 per cent between 2009 and 2013 (see Figure 21). To restore the economy and 

enhance the investment climate, a number of legislative and regulatory reforms were 

introduced. In March 2014, the overnment re-activated the role of the Egyptian Regulatory 

Reform and Development Activity (ERRADA) to revise and  streamline business-related 

regulations and administrative procedures. In March 2015, new legislation was issued to 

simplify investment procedures, enhance the licensing system, and introduce better 

government-investor dispute settlement mechanisms. Moreover, the new law specifically 

targets labour-intensive projects, export-oriented activities and investments in remote areas 

with a number of incentives, such as reduced sales taxes and tariffs on machinery and 

equipment, free allocation of land, reduced energy tariffs, and increased tax exemptions. 

 
Figure 21: Net FDI in Egypt, million USD 

 
Source: Central Bank of Egypt 

 

Nonetheless, as shown in Figure 22Σ 9ƎȅǇǘΩǎ C5L ƛƴŦƭƻǿǎ όŀǎ ŀ ǎƘŀǊŜ ƻŦ  D5tύ ƘŀǾŜ ōŜŜƴ 

increasing with reforms between 2005 and 2008. Yet, they reached significantly low levels 

with the financial crisis and the political turmoil of  2011, where they dropped  lower than 

those of the MENA region or the middle-income countries. 
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Figure 22: Evolution of FDI inflows, 1970-2013 (share to GDP) 

 
Source: Constructed by the authors using the World Development Indicators 

 

 

Furthermore, a similar observation can be concluded from the capital account 

openness (KAOPEN) index developed by Chinn and Ito (2006). This index is a de jure measure 

of financial openness and liberalisation using four variables: the presence of multiple 

exchange rates, restrictions on current account transactions, restrictions on capital account 

transactions and the degree of commercial openness. The higher the index, the weaker the 

restrictions on capital movements. The index shows that, in general, the MENA region is much 

less integrated in the capital market than other regions (Figure 23).  
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Figure 23: KAOPEN index of developing countries across different regions 

 
Source: Chinn and Ito (2006) 

 

In Egypt, a severe decline in financial openness has been experienced (Figure 24) as the index 

decreased dramatically in recent years, pointing to a reversal of financial integration in the 

wake of the revolution. 

 

 

Figure 24: Evolution of the KAOPEN index in Egypt (1970-2012) 

 

Source: Constructed by the authors using the KAOPEN index 
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Looking at the sectoral distribution of FDI in Egypt, the petroleum sector ranks first, 

followed by the services sector (Figure 25). This explains why most of the FDI inflows in Egypt 

did not generate enough jobs. Indeed, extractive industries are primarily capital intensive 

rather than labour intensive and their added value  is extremely low. For this reason, it is 

strongly  recommended to provide more incentives that attract FDI in the manufacturing 

sector, which is more likely to be conducive to employment generation. 

 
  

Figure 25: Total FDI in Egypt by Economic Sector 2011/2012 

 
Source: Central Bank of Egypt (2012) 
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domestic foreign currency market. By the end of 2016, the Egyptian pound was floated against 

the US dollar to EGP 13.00 per USD. By early 2017, the exchange rate reached 18 EGP/USD 

(Figure 26) leading to soaring inflation rates (Figure 27).  

 
Figure 26: Exchange Rate Developments (EGP/USD) 

 
Source: The Central Bank of Egypt 

 

 
Figure 27: Inflation Rate Development 

 
Source: The Central Bank of Egypt 
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exchange rate movements. Yet, due to the lack of a longer time scale, it is difficult to look at 

the real impact it could have in the medium/long term.  

 
Figure 28: Correlation between Exports and Exchange Rate 

 
Source: The Central Bank of Egypt 

 

2.4. Remittances 

Remittances represent one of the main sources of hard currency in Egypt (see Figure 

29) with export proceeds, FDI, tourism and Suez Canal receipts.  

Figure 29: Sources of Foreign Currency in Egypt  
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