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Abstract :

In Barcelona Conference in 1995, twelve mediterranean countries had signed a free Trade Agreement with European Union (EU). Ten years after Barcelona agreements, its important to know the impacts of the new european politics on South mediterranean countries. Tunisia was the first country which implemented a free trade agreement with EU in 1996. After ten years of implementation, Tunisia becomes adanced in this issue. Indeed it is interesting to evaluate the implications of the agreement and to show how other mediterranean countries, which are recently involved in the same association with EU, draw lessons from tunisian case.

This paper provides a quantitative assessment of impacts of EU-Tunisian partnership on trade flows and this in terms of trade creation and trade diversion. The main result of the empirical investigation indicates that regional agreement between Tunisia and EU had globally generated a creation trade. However, because of some structural economic problems and  liberalization timetable fixed by partners, the creation effect which came belatedly after AAEU implementation is weak. 

INTRODUCTION :

The growth of Regional Agreements between developed and developing countries is one of the major international relation developments of recent years. Hence it seems necessary to adopt a new analysis of the issue of RI. First, most of developing countries today are oriented towards (RI) to secure their development.Therefore it is useful to evaluate the efficiency of this economic strategy. Second, RI is now a important compenent of the international environment and its impacts on south countries should be well understood. 

In Barcelona Conference in 1995, twelve mediterranean countries had signed a free Trade Agreement with European Union EU. Tunisia was the first country to signe an Association Agreement with EU AAEU. Soon after, other countries, like Morocco (1996), Jordan (1998), Egypt (2001), Lebanon and Algeria (2002) took the same initiatives, whereas Syria is still in negociation. 

South Mediterranean Countries SMC are particularly subject of hight tensions and structural economic problems: Growth in these countries has remained below its potenial and the demographic growth is permanently rising. As a result, unemployment has  incresead from an average of 12% in 1990 to 18,8% in 2000 (IMF 2003). Moreover, bilateral trade between them is limited and well below potential. In addition, the SMC are constantly threatened and competed by the adhesion of new eastern european countries to the EU. In the high economic tension, a regional associations of SMC with is a way to integrate in the world system and improve their growth. 

Ten years after Barcelona agreements, its important to know the impacts of the new european politics on  SMC. To answer this question we will evaluate the case of the Association Agreement between Tunisia and EU. 

Tunisia was the first country which implemented the AAEU in 1996. After ten years of implementation, Tunisia becomes adanced in this issue. Indeed it is interesting to evaluate the implications of AAEU and to show how other mediterranean countries, which are recently involved in the same association with EU, draw lessons from tunisian case.

This paper provides a quantitative assessment of impacts of EU-Tunisian partnership on trade flows and this in terms of trade creation and trade diversion .

Since Viner’s works, the literature on RI had widely insisted on creation and diversion effects. According to his defenition, when an adherent country reduces or moves barriers tariffs from other countries, it increases its imports. Thus we can talk about creation trade. This growth is beneficial and improves the country member welfare. However, there is trade diversion when a country which usually imports from non-members but competitive partners changes for the benefit of members countries which are less competitive. In other word this member buys its imports more expensively. The diversion effect creates economics distortions and the welfare of this country member is worse off. 

In the first part of this paper we will analyse some aspects of trade policy in Tunisia under AAEU.  The second part will focus on the assessment of EU-Tunisia free trade agreement on trade.Through a gravity model, we will determine whether AAEU had generated a creation or diversion effects. The main result of the empirical investigation indicates that regional agreement between Tunisia and EU had globally generated a creation trade. However, because of some structural economic problems and  liberalization timetable fixed by partners, the creation effect which came belatedly after AAEU implementation is weak. 

i- Trade liberalisation policy of Tunisia under AAEU

Tunisia is a small country with export oriented policy. The most of its trade is with EU:  73% of its imports come from Europe and 80% of its exports are destinated to european countries (Commission européenne 2001). The trade balance is structurally negatif and trade exchange is highly umbalaced  with Europe (Chevalier 2001). 

Since 1990 Tunisia has accelerated its trade liberalization by signing two important agreements. The first in 1994, was a multilateral agreement with World Trade Organisation (OMC). The second one in 1995, under Barcelona Conference, was an AAEU. According to this agreement the average of import tariffs which was significantly hight, 32%, should be progressively reduced and totally eliminated in 2008. The liberalization should be done according to a timetable and imports goods classified in mainly four categories.

· The first category called List 1 includes capital and investment goods. The imports of these manufactured products represent 12% of total imports coming from EU.  

· The second category called List 2 includes intermediate goods and raw materials and represent  28% of total imports.The liberalization will have been accomplished in five years.

· The third list, contains final goods which do not directly compete with tunisian products. This list represents 30% of total imports. Tariffs will have been be eliminated in twelve years.

· The fourth list, called list 4, concerns sensitive products because it includes final goods which are directly competing tunisian products. The removal of barriers is delayed to 2000.

Today almost of these lists are liberalized. List 1 and 2 are totally liberalized. List 3 and 4 are respectively reduced by half and quarter in 2002 (Lahouel and Marouani 2003).

At the same time in 1996, the barriers tariffs on capital goods imported by countries out of Europe is reduced. According to WTO rules, the imports tariffs should be reduced by 2,4% per year during a period of ten years (IMF 2003). In this way, the gap between european tariffs and those of the rest of the world is going to increase as we see it in table1. Regarding to the progress of trade liberalization it is interesting to see whether it generates positive gains and improves welfare of  tunisian economy. 

Table 1                                Tunisia : rate of  protection 2000-2002

	
	Non preferential Tariffs
	Preferential Tariffs 

	
	2000
	2001
	2002
	2000
	2001
	2002

	Average
	35,9
	35,9
	34,5
	28,5
	25,6
	24,3

	   Agriculture sectors
	77,1
	77,1
	71,6
	77,2
	76,7
	76,6

	   Manufactured sectors
	25,0
	25,0
	22,8
	16,0
	12,5
	10,9

	Maximum
	220
	220
	215
	n.d.
	n.d.
	n.d.


Source : IMF 2003

II- The EU-Tunisia regional experience: an econometric assessment

Althought there is an extensive literature concerning the evaluation of RI, few researchs have be done on (AAEU) by using gravity model.

Our model used here combines a new theory initated by Helpman and Krugman (1985) and recent theorical development related to trade costs as descibe in Anderson and Wincoop (2004).     

We propose the following functional form:
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The first  five variables correspond to a generalized gravity equation (Bergstrand 1989, Winters 1999).

IMPij represents imports from country i to j. yi and yj represent GDP of exporting and importing countries. ni and nj  are respectively the population of country i and country j.These two variables reveal the degree of opening markets. Distij is the first trade cost, it represents geographical distance between country i and country j. 
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and
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j essentially accounts for multilateral trade costs as theorically justified by  Anderson and Wincoop(2004).
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 measures any specific importer country whatever the export origin countries.
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j measures any specific exporter country regarding all imports destinations. In our quation, we add a set of dummies to measure regional integration. Eurotun is a dummy that equals unity if i and j are currently members of EU and else zero. This coefficient measures the trade creation. Imptrm is a dummy that takes 1 if j are not a member of EU. This parameter measures the trade diversion. Exptrm represents the diversion of exports to the rest of the world, as used by Winters(1999). 

The time period is 1990-2002 with 31 selected partner countries. Our equation is estimated in sub-periods of five years. Our main interest is to see the evolution of estimated coefficients Eurotun, Imptrm, Exptrm before and after the implementation of AAEU. The data set contains about 3920 observations
.

Results of our estimations are represented in table2. Standard parameters of our model (population, GDP, distance) are generally significant with expected sign. The country size coefficients are positive whereas population, when is significant, provides a negative sign. This supports the HOS theorical framework, since our data mainly includes South-North bilateral trade flows.

Table2  Estimed coefficients of gravity equation

	
	[90-94]
	[91-95]
	[92-96]
	[93-97]
	[94-98]
	[95-99]
	[96-2000]
	[97-2001]
	[98-2002]

	 R2
	0,72
	0,75
	0,75
	0,77
	0,76
	0,76
	0,75
	0,75
	0,74

	 DW
	0,72
	1.66
	1.77
	1.85
	1.86
	1.87
	1.86
	1.86
	1.87

	PIBi
	0.88
	0.83
	0.78
	0.75
	0.76
	0.78
	1.12
	0.81
	0.88

	 
	(22.1)
	(21.08)
	(20.00)
	(18.82)
	(18.44)
	(19.91)
	(18.44)
	(20.27)
	(22.03)

	PIBj
	1.17
	1.13
	1.12
	1.12
	1.15
	1.11
	0.80
	1.10
	1.17

	 
	(30.1)
	(29.64)
	(29.45)
	(29.38)
	(29.25)
	(30.04)
	(29.56)
	(29.00)
	(29.05)

	 Ni
	-0.07
	-0.07
	-0.11
	-0.13
	-0.11
	-0.07
	-0.07
	-0.06
	-0.12

	 
	(-O.36)
	(-1.58)
	(-2.50)
	(-2.96)
	(-2.26)
	(-2.01)
	(-2.01)
	(-1.51)
	(-2.30)

	 Nj
	-0.16
	-0.14
	-0.14
	-0.17
	-0.23
	-0.19
	-0.20
	-0.19
	-0.11

	 
	-(2.14)
	(-1.63)
	(-1.77)
	(-0.23)
	(-4.68)
	(-4.49)
	(-4.43)
	(-4.51)
	(-4.39)

	 DIST
	-1.37
	-1.37
	-1.37
	-1.38
	-1.34
	-1.35
	-1.35
	-1.34
	-1.06

	 
	(25.5)
	(25.8)
	(26.00)
	(26.27)
	(26,23)
	(25.80)
	(25.80)
	(25.85)
	(33.45)

	 EUROTUN
	1.96
	1.01
	1.92
	1.12
	1.10
	1.17
	2.26
	2.16
	2 .15

	 
	(2.96)
	(1.72)
	(2.99)
	(2.04)
	(2.01)
	(2.16)
	(4.08)
	 (3.91)
	(3.84)

	 IMPTRM
	2.43
	1.04
	2.39
	1.18
	1.16
	1.52
	2.65
	2.47
	2.43

	 
	(3.44)
	(1.65)
	(3.37)
	(2.02)
	(1.98)
	(2.62) 
	(4.50)
	(4.18)
	(4.05)

	 EXPTRM
	-0.48
	-0.46
	-0.53
	-0.62
	-0.65
	-0.75
	-0.70
	-0.71
	-0.66

	
	(2.19)
	(2.36)
	(2.41)
	(3.40)
	(3.60)
	(4.18)
	(3.87)
	(3.89)
	(3.57)

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Source: calculation of author

With regards to trade cost, distance also generate negative sign and is always significant. This shows that the proximity plays a key role to explain trade. Specific effects estimated 
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j are generally significant for many countries and generate a positive sign except small countries where we note a negatif sign. This indicates that specificity of countries have played a positive role in trade beween partners.

Looking at regional variables, we note that they are significant and have the expected sign. How to interpret these numbers? The dummy eurotun measures the potential trade increase. If we analyse the evolution of regional coefficient before and after EU-Tunisian agreements we remark that it increases and get more higher after implementation period as we saw in graphic 1. In fact, the coefficient increases from 1,10 in period [94-98] to 2,15 in [98-2000]. More precisely, the potential trade were about three (exp(1,17)) times more the actual trade predicted by gravity model. After the implementation of agreements, the potential trade increases more then eight (exp(2,15)) times than the norm predicted by the model.
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Examining the estimated coefficient imptrm and exptrm, we note that these coefficients didn’t show a significant change in the direction of trade between Tunisia and the rest of the world. That means that agreement didn’t generate until now a diversion trade. Nevertheless, the diversion could be more important in the end the timetable period which start in 2000.

In spite of this positive effect on free trade agreement, we remark that  trade creation is weak. According to previous preferential agreement established in 1974, Tunisia had already free acess to european markets.Then we don’t exept any increase of tunisian exports. If there is creation effect it may certainly come from import side. We remark that even if capital and investment goods (list1) and intermediate goods (list2) are totally liberalized there is no increase in potential trade after the implementation of AAEU. The increase of coefficients which measure trade creation actually had happenened only in the three last years of our study period.Then we can suppose that trade creation has  taken effect since the reduction of tariffs from list 3 and list 4. Consequently, one of the reasons of late and weak effect of trade creation comes from the fact that liberalization was for a long time limited to capital and intermediate goods. These goods had few substitutes with local products so we couldn’t wait for any increase until 2000. Another important reason of the weakness of gains is mainly due to impediments: highly continued trade protection and customs procedures which remain cumbersome. The rate of protection remains high and can reach 215% and the system of taxes is still heavy with a high number of rates (52 rates) (IMF 2003). 

Another important reason of the weakness of gains comes from the distortions generated by the timetable of liberalization. Indeed the implementation of  AAEU had  occured an increase of effective protection in Tunisia ( IEQ 1999, OCDE 2001). The growth of effective protection get higher from 56% in 1995 to 88% in 1999 in protected sectors like agriculture or manufactured sectors (steel products) where Tunisia had no comparative advantage (Lahouel and Marouani (2003). This encourage private investors to invest in sectors which are not  competitive instead of investing in export oriented sectors.

The policy of progressive liberaliation seems therefore responsible for bad allocation of resources and inefficiency.

CONCLUSION:          

Our results show that AAEU had generated a trade creation. Gains are small but positive. These static gains could be higher if they are compagnied by deep suplementary customs reforms and if we reconsider the timetable of liberalization fixed by the two partnership.

Tunisian experience is very interesting for other mediterranean countries which signed recently similar agreements with Europe.These countries may wait for years trade creation. They may wait for an increase of their effective protection as well. To avoid  significant economic distortions, it would be better for these countries to reconsider their timetable. Nevertheless, our results confirmed that mediteranean countries tend to be more and more oriented towards their natural trade area: the EU.    
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