curelnesco N. 20

Policy Study

POST-COVID-19
EU-SOUTHERN NEIGHBOURHOOD
TRADE RELATIONS

Katarzyna W. Sid o
Coordinator

Esmat Mostafa Kamel

Hussein Suleiman

Guillaume Van der Loo

IEMed.

European Institute of the Mediterranean




curelnesco N. 20

Policy Study

POST-COVID-19
EU-SOUTHERN
NEIGHBOURHOOD
TRADE RELATIONS

Katarzyna W. Sid o
Coordinator

Esmat Mostafa Kamel
Hussein Suleiman

Guillaume Van der Loo

nnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnn



curellescCo

research dialogue advocacy

EuroMeSCo has become a benchmark for policy-oriented research on issues
related to Euro-Mediterranean cooperation, in particular economic development,
security and migration. With 104 af liated think tanks and institutions and about
500 experts from 29 different countries, the network has developed impactful tools
for the bene t of its members and a larger community of stakeholders in the Euro-
Mediterranean region.

Through a wide range of publications, surveys, events, training activities, audio-
visual materials and a strong footprint on social media, the network reaches
thousands of experts, think tankers, researchers, policy-makers and civil society and
business stakeholders every year. While doing so, EuroMeSCo is strongly engaged
in streamlining genuine joint research involving both European and Southern
Mediterranean experts, encouraging exchanges between them and ultimately
promoting Euro-Mediterranean integration. All the activities share an overall
commitment to fostering youth participation and ensuring gender equality in the
Euro-Mediterranean experts community.

EuroMesCo: Connecting the Dots is a project co-funded by the European Union
(EV) and the European Institute of the Mediterranean (IEMed) that is implemented
in the framework of the EuroMeSCo network.

As part of this project, ve Joint Study Groups are assembled each year to carry out
evidence-based and policy-oriented research. The topics of the ve study groups
are de ned through a thorough process of policy consultations designed to
identify policy-relevant themes. Each Study Group involves a Coordinator and a
team of authors who work towards the publication of a Policy Study which is
printed, disseminated through different channels and events, and accompanied by
audio-visual materials.

POLICY STUDY
Published by the European Institute of the Mediterranean

Peer Review
Academic Peer Reviewer: anonymous

Policy Peer Reviewer: P@ter Balkzs, Professor Emeritus, Central European
University

Editing

Karina Melkonian

Design layout Maurin.studio

Proofreading Neil Charlton

Layout Neria Esparza

Print ISSN 2462-4500

Digital ISSN 2462-4519

May 2021

Arabic version available

This publication has been produced with the assistance of the European Union. The contents of this

publication are the sole responsibility of the authors and can in no way be taken to re ect the views
of the European Union or the European Institute of the Mediterranean.



IEMed.

European Institute of the Mediterranean

The European Institute of the Mediterranean (IEMed), founded in 1989, is a
think and do tank specialised in Euro-Mediterranean relations. It provides
policy-oriented and evidence-based research underpinned by a genuine
Euromed multidimensional and inclusive approach.

The aim of the IEMed, in accordance with the principles of the Euro-
Mediterranean Partnership (EMP), the European Neighbourhood Policy (ENP)
and the Union for the Mediterranean (UfM), is to stimulate re ection and action
that contribute to mutual understanding, exchange and cooperation between
the different Mediterranean countries, societies and cultures, and to promote
the progressive construction of a space of peace and stability, shared prosperity
and dialogue between cultures and civilisations in the Mediterranean.

The IEMed is a consortium comprising the Catalan Government, the Spanish
Ministry of Foreign Affairs, European Union and Cooperation, the European
Union and Barcelona City Council. It also incorporates civil society through its
Board of Trustees and its Advisory Council.

)

-
S~

CASE - Centrum Analiz S
CASE - Center for Social

The Center for Social and Economic Research (CASE) is an independent, non-
pro tresearch institute founded on the idea that research-based policy-making
is vital for the economic welfare of societies. CASE carries out policy-oriented
research and development assistance projects, specialising in the areas of:

+ Fiscal, monetary and nancial policies
+ Sustainable development policies
+ Trade, innovation and productivity policies
Drawing on an experienced in-house staff, a network of fellows, and a database

of approximately 1,000 experts, CASE provides rigorous quantitative and
qualitative analyses, innovative methodologies, and sound recommendations.



Content

Executive Summary

Introduction
Katarzyna W. Sid o

EU-MENA Trade Relations After COVID-19: State of
Play and Scenarios for Modernising the EU-MENA
Free Trade Areas

Guillaume Van der Loo

Will the Merchandise Trade and Regional Value Chains
Landscape Change for the Euro-Mediterranean Free
Trade Area during COVID-197?

Esmat Mostafa Kamel

Trade in Services in Southern Neighbourhood
Countries: Potential, Complications and the COVID-
19 Crisis

Hussein Suleiman
Impact of COVID-19-Induced Trade Disruptions on
Food Security in Southern Neighbourhood Countries

Katarzyna W. Sid o

List of acronyms and abbreviations

10

14

32

56

78

100



Executive Summary

The European Union (EU) is a key trade partner, both in terms of goods and
services, for the countries in its Southern Neighbourhood (SN): Morocco,
Algeria, Tunisia, Egypt, Israel, Palestine,* Jordan and Lebanon.? The economic
(and otherwise) relationship between the two partners is governed by the Euro-
Mediterranean Association Agreements (EMAASs), which came into force from
the early to mid-2000s. The ongoing COVID-19 pandemic has, however,
affected the trade exchange between the two, just as it has an adverse impact
on trade globally.

As pointed out in the second chapter of this policy study, one of the sectors of
great importance to both the EU and the SN is agri-foods. Despite a general
drop in merchandise trade, the agri-food exports from the EU actually increased
globally by 0.5% during the rst 10 months of the pandemic compared to the
same period the year before, up to 151.8 billion. In the case of the SN, exports
of agri-foods during the rst three quarters of 2020 (year-on-year) grew
particularly strongly in the case of Morocco (27.2%) and Algeria (20.3%) and
decreased most visibly in the case of Lebanon (-37.9%). As for exports from the
EU to the SN, during the same period a particularly impressive growth was
witnessed in the case of Tunisia (40.3%) but the value of agri-food imports of
Morocco also went up (8.4%).

Trade in services, as analysed in chapter three, was hit more severely than trade
in goods and declined signi cantly in all countries in the region during the rst
months of the pandemic. For Morocco, for instance, during the rst three
quarters of 2020 it plummeted by almost 60% (year-on-year). Because of
lockdowns and travel bans, the tourism sector was among the hardest hit, even
though the countries in the SN are mostly visited by travellers from nearby
markets: the SN region or Europe in 2019 the latter constituted between
29.4% (Tunisia) and 68.2% (Morocco) of all arrivals (after excluding nationals of
SN countries who live abroad). As a result, tourism revenues plummeted (in
Palestine, for instance, by an estimated 68%) and a signi cant number of people
were made redundant; before the pandemic, between just under 6% (Algeria
and Israel) and nearly 20% (Lebanon) of all (formally employed) workers were
employed in the travel and tourism sector.

The disturbances outlined above have adversely impacted food security in the
region, as initial data presented in chapter four suggests. While isolating the

! This designation should not be construed as recognition of a State of Palestine and is without
prejudice to the individual positions of EU member states on this issue.

2 Libya and Syria were excluded as states with which Association Agreements (AAs) are presently
not in force. For more information on the AAs between the EU and the SN, see Van der Loos
chapter in this study.
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impact of the COVID-19 pandemic on food security is dif cult, as many other
factors such as bad harvest due to weather conditions in Morocco were in
play in 2020, the pandemic clearly affected both supply of and demand for
foodstuffs. Some countries were more affected than others, as has already been
mentioned above in the case of agri-food trade with the EU. At the same time,
the impact on food security within the countries was also far from homogenous,
with refugees (e.g., due to loss of work in informal sector) and poorer
households spending a bigger share of domestic budget on increasingly more
expensive food products more often forced to adopt emergency livelihood
coping strategies, such as limitation of daily calory intake.

Looking towards the post-COVID-19 trade relations, as outlined in chapter one
of this study, the EU s post-pandemic recovery plans and trade strategy review
offer a new momentum for the SN countries to strengthen and modernise their
framework for trade relations with the EU, to capitalise on potential re-shoring
and near-shoring trends in EU and global value chains, and to promote (intra-)
regional economic integration. However, the envisaged Deep and
Comprehensive Free Trade Areas (DCFTAs) currently under negotiation with
Tunisia and Morocco may not be the most realistic option at this stage. A more
gradual approach based on sectoral agreements could be adopted in the short-
to medium-term instead, leading to a DCFTA-like model of trade integration.
Moreover, in order to strengthen the (intra-)regional economic and value chain
integration, modernisation of the Pan-Euro-Mediterranean Convention should
remain a priority. Finally, the modernisation of EU-SN trade relations should be
linked and integrated into the broader (and longer-term) plans for EU-Africa
trade relations, with an eye on the continent-to-continent Free Trade Area in
the long run.

Internally, governments in the SN should prioritise development of high
productivity service sectors and work towards curbing their reliance on tourism
and transportation. In order to achieve that goal, improving the quality of their
institutions is as important as upgrading telecommunications infrastructure or
adopting incentives such as tax breaks. More broadly, speeding up digital
transformation would both facilitate servici cation and reduce costs associated
with merchandise trade.

euremesco IEMed.
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The global COVID-19 pandemic has
profoundly affected the daily function-
ing of societies and their economies all
over the globe. While its impact on in-
ternational trade may fortunately be
less severe than initially expected, the
decline is still palpable, with the latest
estimations of 5.6% and 15.4% drop in
value of trade in goods and services re-
spectively in 2020 compared to the
year before (UNCTAD, 2020). For
countries in the Middle East and North
Africa (MENA) region, where trade in
goods accounts for up to 85.6% of
gross domestic product (GDP) in the
case of Egypt, and 65.3% of GDP for
trade in services in the case of Jordan
(2009-2017 averages; World Bank,
2020), decline in revenue from trade
creates a serious risk for their econ-
omies. Equally importantly, due to high
dependence on merchandise imports
including those of staple goods
trade disruptions imperil their security
and stability.

The European Union (EU) is a key trade
partner for its Southern Neighbour-
hood (SN): Morocco, Algeria, Tunisia,
Egypt, Israel, Palestine,’ Jordan and
Lebanon,? with which it is linked not
just through geographical proximity
and historical ties but also AAs, which
mostly entered into force in the early
to mid-2000s. Indeed, the EU is
number one merchandise trade
partner for all countries in the region,
with the exception of Palestine as well
as Jordan, where the EU was overtaken
by Saudi Arabia. In 2019, trade be-
tween the EU and the region
amounted to roughly 150 billion in in-
dustrial goods and 15 billion in agri-

cultural goods. It must, however, be
noted that the relationship is highly
asymmetric, with the region account-
ing for just 4% of the EU s trade (Eco-
rys, CASE, & FEMISE, 2020). When it
comes to trade in services, the region
is also an important partner of the EU.
In fact, thanks to their popularity
among European holidaymakers,
Egypt, Morocco and Tunisia enjoy a
positive trade balance in services with
the EU.

Against this background, this policy
study explores the impact of the rst
months of the ongoing pandemic on
trade relations between the EU and
countries in the SN, as well as  when-
ever possible sub-Saharan Africa. The
authors start by reviewing the existing
legislative framework for trade be-
tween the EU, the SN and the African
continent as a whole. Subsequently,
they assess the direct and indirect im-
pact of COVID-19 on intra- and inter-
regional trade in goods and services
between SN countries and the EU. A
particular focus is placed on the tour-
ism and agricultural sectors, both of
crucial importance to the region. The
authors also explore the ways in which
the disruptions identi ed have affected
food security in the SN region. Finally,
based on ndings of the study, the
authors explore different scenarios for
the evolution of intra- and inter-re-
gional trade during the post-pandemic
period and offer policy recommenda-
tions for reinvigorating trade cooper-
ation between the three regions of
interest to the study as well as
strengthening of the economic per-
formance of the SN.

1 This designation should not be construed as recognition of a State of Palestine and is without
prejudice to the individual positions of EU member states on this issue.

2 Libya and Syria were excluded as states with which Association Agreements (AAs) are presently
not in force. For more information on the AAs between the EU and the SN, see Van der Loos

chapter in this study.

euremesco IEMed.
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Introduction

The economies of both the European
Union (EU) and the countries in the
Middle East and North Africa (MENA)
region have been severely hit by the
COVID-19 crisis. Whereas the Euro-
pean Commission (EC)s 2020 Spring
Economic Forecast projected that the
pandemic would cause the EU eco-
nomy to contract by 7.4% in 2020 and
global trade by between 10% and 16%
(EC, 2020b), the combination of a
COVID-19 pandemic and a collapse in
oil prices would contract the eco-
nomies of the MENA countries by 5.2%
in 2020 (World Bank, 2020). This un-
precedented health crisis has also
forced the EU and MENA countries to
take exceptional trade-related
measures such as export restrictions
with regard to essential goods in par-
ticular medical supplies and personal
protective equipment. Moreover, the
COVID-19 crisis disrupted regional and
global supply chains.

In the context of the EU s (and MENA
regions) post-COVID-19 recovery
plans, there are increasing calls to
modernise the bilateral Free Trade
Areas (FTAs) included in the Euro-
Mediterranean Association Agree-
ments (EMAAs) that the EU has
concluded with eight of the MENA
countries (hereinafter: the EMAA
countries ). For example, the EC has
put forward in the context of its Next
Generation EU recovery plan a model
for Open Strategic Autonomy (EC,
2020b) and launched in July 2020 a
consultation on the review of its trade
strategy, which needs to contribute to
a rapid and sustainable socioeconomic
recovery for the Union. One of the ele-
ments considered in the review of the
EUs trade strategy is to strengthen
supply-chain resilience and sustainabi-

lity by, for example, the diversi cation
and shortening of supply chains, i.e.,
bringing these closer to the EUSs
neighbourhood. The Commission in-
deed noted that due to their geo-
graphical proximity, a particular focus
should be put on the EUs closest
partners in its neighbouring region and
Africa [as] these countries offer impor-
tant growth and production markets as
well as a key source for imports of
goods and services and value chain in-
tegration (EC, 2020b). The COVID-19
crisis could indeed offer opportunities
for the MENA countries to capitalise
on potential re-shoring and near-sho-
ring trends in EU and global value
chains (GVCs), which could bring inter-
mediate input production activities
closer to the EU.

In this context, the EU and its MENA
partners emphasised during the ele-
venth Union for the Mediterranean
(UfM) Trade Ministers Conference in
November 2020 the importance of re-
invigorating Euro-Mediterranean trade
and increasing the competitive advan-
tage of the region to attract more
trade and investments. Not only did
the ministers agree to avoid the resur-
gence of protectionism and on a swift
removal of the restrictive trade barriers
in line with the parties World Trade Or-
ganization (WTO) commitments and
regional or bilateral trade agreements,
they also called for the strengthening
of regional value chains (RVCs) in the
context of a post-COVID-19 sustain-
able recovery (UfM, 2020). Therefore,
both the EU and the MENA countries
recognised that the trade provisions
of some of the [EMAASs] should be
modernised to enhance integration
with the EU market, through mutual
market access opportunities and align-
ment of standards, and to extend their
scope by for example strengthening

euremesco IEMed.
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environment-related provisions and con-
sidering a dedicated chapter on trade
and sustainable development, as well as
to deepen the commitments on key
rules governing trade policy (UfM,
2020).

This chapter will therefore analyse how
the EU s FTAs concluded with the EMAA
countries could be deepened and
broadened to provide for a legal frame-
work that integrates these MENA coun-
tries into the EU market and could tap
into the opportunities provided by the
COVID-19 trade-related recovery plans
by strengthening (intra-)regional eco-
nomic and value chain integration. Thus,
this chapter will rst discuss the scope,
evolution and implementation of the
EMAA FTAs. Then, the potential deep
and broad dimension of the envis-
aged Deep and Comprehensive Free
Trade Areas (DCFTASs) with Tunisia and
Morocco, which are currently being ne-
gotiated, are explored. Finally, an alter-
native gradual model for EU-MENA
trade integration is proposed and dis-
cussed.

The EMAA FTAs
Broadening the EMAA FTAs

As noted in the introduction of this
study, the initial EMAA FTAs were mo-
dest trade agreements covering essen-
tially only trade in industrial goods.
However, several of them were grad-
ually updated and broadened to match
them with the revamped political and
economic objectives of the European
Neighbourhood Policy (ENP) and the
UfM.

An important area where the EMAASs
were broadened through sectoral
agreements is agriculture and sheries
products. The EU concluded bilateral
agreements on agricultural, processed
agricultural and sheries products with
several EMAA partners which, once
concluded in the form of an Exchange
of Letters, were added as a protocol to
their respective EMAASs (hereinafter:

the agricultural protocols ). Such ag-
ricultural protocols have been con-
cluded with Israel and Egypt (entered
into force in 2010), Morocco (entered
into force in 2012), Jordan (entered
into force in 2007) and Palestine (en-
tered into force in 2012).* The EU did
not conclude such a protocol with Tuni-
sia, with which further liberalisation of
agricultural products is discussed in the
context of its DCFTA negotiations.
These protocols signi cantly widened
the scope of the EMAASs, but sensitive
agricultural products are still only par-
tially liberalised. For example, the Mo-
roccan Protocol gradually liberalised
70% of imports from the EU in terms of
value over a period of 10 years. The
EU, on the other hand, immediately lib-
eralised 55% of its imports from Mo-
rocco. In the case of Lebanon, 89% of
products enter tariff and quota free.
However, the most sensitive products
are not fully liberalised as these proto-
cols apply tariff rate quotas (TRQs) on
several sensitive agricultural products.
For example, the EU applies TRQs on
seven categories of Moroccan agricul-
tural products, mostly fruits and veg-
etables (e.g., tomatoes) on 27
agricultural products from Lebanon
and on virgin olive oil and cut owers
from Jordan. Only in the agreement

! For the text of these agricultural agreements with the EMAA partners, see Of cial Journal of the
European Union (OJ), 2012, L 241/4 (Morocco); OJ, 2011, L 328/5 (Palestinian Authority of the West
Bank and the Gaza Strip); OJ, 2010, L 106/41 (Egypt); OJ, 2006, L 43/3 (Jordan); and OJ, 2009, L

313/83 (Israel).
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In order to
strengthen
intra-regional
trade in the
MENA region,
the EC has
made speci ¢
proposals to
modernise the
Regional
Convention on
Pan-Euro-
Mediterranean
preferential
rules of origin
(PEM
Convention)

with Palestine does the EU give full
duty-free access to the EU market for
all agricultural products.

The EU and Morocco also concluded
negotiations in January 2015 on an
agreement to mutually protect their
geographical indications (Gls) in the
area of agri-food products.? Also in the
area of agriculture, the EU signed a
Fisheries Partnership Agreement with
Morocco in 2006.° Its protocols gave
EU vessels certain shing rights in Mo-
roccan waters in return for nancial as-
sistance.* Its latest protocol expired in
July 2018 and the EU and Morocco
concluded a new sustainable sheries
partnership agreement (SFPA) in 2019.
Another batch of trade-related proto-
cols negotiated with most of the
EMAA countries update the respective
settlement mechanisms for trade dis-
putes.®

Finally, in order to strengthen intra-re-
gional trade in the MENA region, the

EC has made speci ¢ proposals to
modernise the Regional Convention
on Pan-Euro-Mediterranean preferen-
tial rules of origin (PEM Convention).®
In November 2019, the EC proposed
in the context of the PEM Joint Com-
mittee to modernise the PEM Con-
vention in order to strengthen RVC
integration. However, although most
PEM countries agree with these pro-
posals, several of them had reserva-
tions and asked to postpone the
modernisation. In the meantime, in
order to support (intra-)RVC integra-
tion in the context of post-COVID-19
recovery, the Commission continued
pursuing the PEM modernisation by a
new package of proposals on 24 Au-
gust 2020 (EC, 2020h). This package
would enable the PEM contracting
parties that supported the Commis-
sion s proposed modernisation of the
PEM Convention to begin applying
the updated rules, without the agree-
ment of those countries that oppose
such a revision.

2 Once rati ed, this agreement will provide a higher level of protection than that provided under the
Agreement on Trade-Related Aspects of Intellectual Property Rights as it will protect names against
any direct or indirect commercial use, any misuse, imitation or evocation of the product, any other
false or misleading indication as to the provenance, origin, nature or essential qualities of the
product or any other practice liable to mislead the consumer as to the true origin of the product.
The agreement covers 30 Moroccan Gls and about 3,000 EU Gls.

3 For the text of the agreement, see OJ, 2006, L 141.

4 The latest protocol (which expired in 2018) addressed concerns of the European Parliament with

regard to the cost-bene t ratio through increased shing opportunities for a reduced EU nancial

contribution ( 30 million per year, of which 16 million was for access rights and 14 million for

developing Moroccan sheries policy) and it also undertook to promote sustainable and responsible
shing.

5 For the texts, see OJ, 2010, L 40/75 (Tunisia); OJ, 2011, L 177/1 (Jordan); OJ, 2011, L 138/2
(Egypt); OJ, 2011, L 176/2 (Morocco); and OJ, 2010, L 238/20 (Lebanon).

6 The PEM Convention between the EU, EFTA States, Turkey, the countries which signed the
Barcelona Declaration and the Western Balkans aims to replace the network of about 60 bilateral
protocols on rules of origin (RoO) in force in the Pan-Euro-Mediterranean zone with a single legal
instrument. Contracting Parties to the PEM Convention (currently 24 in total) which have rati ed the
Convention and have an FTA between them can replace the protocol on RoO to that FTA with the
PEM Convention s protocol on RoO. One of the key elements of the PEM Convention that aims to
support RVC integration is its system for diagonal cumulation. This means that materials which have
obtained originating status in one of the Contracting Parties may be incorporated in products
manufactured in another Contracting Party without those products losing their originating status
when exported to a third Contracting Party within the Pan-Euro-Mediterranean zone. However,
diagonal cumulation only applies if an FTA is in place between all parties concerned.

euremesco IEMed.
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The EU-Morocco Agricultural
Protocol and Fishery
Partnership Agreement

and the Western Sahara

The deepening and widening of EU-
Morocco (trade) relations have over
the last few years been stalled by the

Western Sahara cases before the
Court of Justice of the European
Union (CJEU). Although the EU and
its member states have never recog-
nised Moroccan sovereignty over
Western Sahara,’ the EU has de facto
been applying the EU-Morocco agri-
cultural protocol and Fisheries Part-
nership Agreement to (the waters
adjacent to) Western Sahara. This
practice has been challenged by
Front Polisario (the National Liber-
ation Movement of Western Sahara)
in several cases before the CJEU,
leading to strong diplomatic tensions
between the EU and Morocco and
questioning the legality of the legal
framework for EU-Morocco trade re-
lations.

In Council v. Front Polisario (Case C-
104/16), the CJEU basically concluded
that in view of the separate and dis-
tinct status guaranteed to the terri-
tory of Western Sahara under
international law (e.g., the Charter of
the United Nations and the principle of
self-determination), it cannot be held
that the term territory of the Kingdom
of Morocco , which de nes the terri-
torial scope of the EMAA and the agri-

cultural protocol, encompasses West-
ern Sahara and, therefore, that those
agreements are applicable to that ter-
ritory. This ruling upset the Moroccan
government as it undermined its long-
standing territorial claim over Western
Sahara. The EU proceeded swiftly after
this judgment to extend the applica-
tion of these agreements to Western
Sahara and in July 2019 the EU and
Morocco concluded an agreement that
amends the EMAA to provide that
products originating in Western Sahara
subject to controls by customs autho-
rities of Morocco could bene t from
the same trade preferences as those
granted by the EU to products covered
by the FTA (Council of the EU, 2019a).8
However, Front Polisario also chal-
lenged (again) in April 2019 the legality
of this agreement (i.e., of the extension
of the preferences to Western Sahara)
by challenging the Council s Decision
approving the amendment of the As-
sociation Agreement, arguing, inter
alia, that the Council lacks the com-
petence to conclude agreements that
apply to Western Sahara and that the
agreement violates international law
and the rights of the people of West-
ern Sahara. This case (Case T-279/19),
which is still pending before the Ge-
neral Court, can again put the legal
framework for EU-Morocco trade rela-
tions in limbo.

In line with its reasoning in Council v.
Front Polisario, the Court also argued
in Case C-266/16 Western Sahara

7 Western Sahara is recognised as a non-self-governing territory in accordance with Article 73 of the
United Nations (UN) Charter, and the right to self-determination for such territories, Western Sahara
in particular, has been stressed several times by different UN Resolutions and the International Court
of Justice (e.g., its Advisory Opinion of 1975 on Western Sahara).

8 The Council and European Parliament were suf ciently reassured by a report drafted by the EC
and Council of the EU which concluded, after a consultation process in Morocco and Western
Sahara, that the agreement complies with the outcome of the Courts judgement; bene ts the
people of Western Sahara and received their consent (as required by the CJEU s ruling) (EC, 2018).
Moreover, the European Parliament insisted on speci ¢ monitoring procedures.
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Campaign UK on 27 February 2018
that the (waters adjacent to the) ter-
ritory of Western Sahara is not in-
cluded within the scope of the 2006
Fisheries Partnership Agreement.
Also in this case the EU proceeded
swiftly to avoid disruption and agreed
on 8 October 2018 with Morocco on
a new SFPA and a four-year Imple-
mentation Protocol, now explicitly
covering the waters adjacent to the
territory of Western Sahara.® The new
SFPA and its four-year protocol allo-
cate fishing opportunities for the EU
in exchange for an overall financial
contribution of 208 million. The
agreement entered into force in July
2019.10

Implementation of the
EMAA FTAs

The EUs trade relations with the
EMAA partners are very asymmetric,
in favour of the former: whereas the
EU is the number one trading partner
for all countries (except for Jordan
and Palestine), and for the region as
a whole, the EMAA region only repre-
sents 4% of EU external trade (see the
introduction and Mostafa Kamels
chapter in this report). Nevertheless,
the EMAA region remains an impor-
tant market for specific EU exports
such as textiles and ceramics and im-
ports, especially in the energy and
agri-food sectors (EC, 2020a).

In 2019, trade between the EU and the
region amounted to roughly 150 billion
in industrial goods and 15 billion in ag-
ricultural goods (EC, 2020a). Morocco,
Israel and Algeria remained the EU s lar-
gest trading partners in the region. In
2019, Morocco was the regions main
market for EU exports, followed by Is-
rael and Egypt. With regard to trade by
sector, 90% of EU trade with the region
is in industrial goods (energy sector and
manufactured goods) and only 6.2% in
agri-food products (EC, 2020a). This can
be partially attributed to the more li-
mited liberalisation of agri-food pro-
ducts, in particular in the case of Tunisia
and Algeria, which have not concluded
an additional agricultural protocol. Alge-
ria and Israel are the EU s biggest agri-
food destinations in the region. Among
the EU s EMAA partners, Morocco is the
largest supplier of agricultural products

Morocco is the EUs rst supplier in
vegetables and second in fruits and olive
oil (EC, 2020e). Morocco even has a
trade surplus on agricultural products
with the EU, while the EU has a surplus
on processed agricultural products.
The EU is also the largest investor in many
of these countries, representing more
than half of foreign direct investment (FDI)
in Morocco and 85% in Tunisia.

In general, trade between the EU and
the EMAAs has grown signi cantly
since the entry into force of the FTAs. In
January, the EC launched an ex-post

® Also in this case a consultation report by the EC demonstrated that the agreement is bene cial for
the people of Western Sahara and received their consent. See EC (2018, October 8). Document de
Travail des Services de la Commission accompagnant le document: Proposition de d@cision du
Conseil relative la signature, au nom de | Union, de | accord de partenariat dans le domaine de la
pEche durable entre | Union europ@enne et le Royaume du Maroc, de son protocole de mise en

uvre ainsi que d un @change de lettres accompagnant ledit accord (SWD(2018) 433 nal). Brussels:
EC.

10 In June 2019 Front Polisario again brought the approval of this SFPA before the CJEU by
challenging the legality of the Council Decision approving the SFPA (similar to its procedure against
the Council Decision approving the extension of the FTA to Western Sahara). This case (Case T-
344/19 and T-356/19) is still pending and could also have important repercussions for the legality of
the new SFPA.
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evaluation of six of the trade agree-
ments. The interim report concluded
that although the EU has bene ted
more, all EMAA partners seem to have
obtained some welfare and income
gains from this trade liberalisation (EC,
2019b). These gains are, however,
rather small in absolute terms ran-
ging from 0.4% of gross domestic
product (GDP) in Jordan to 1.5% of
GDP in Tunisia. These limited results
can be partially attributed to the
EMAA FTAs preference erosion, as in
the meantime the EU has concluded
numerous FTAs with several other
neighbouring (and other) countries.

A speci ¢ concern shared by several
MENA countries is their negative trade
balance for goods with the EU and
which often grew under the EMAA
FTAs, in particular with Morocco, Israel,
Jordan, Lebanon and Egypt but
slightly diminished in recent years with
the latter two (EC, 2020a). For
example, the EU s trade surplus with
Morocco reached 7 billion in 2019

4.6 times compared to 2002 and up by
1.2 times in the past ve years. How-
ever, Morocco s trade de cit with the
EU represents 34% of Morocco s over-
all trade de cit and does not re ect
Morocco s positive services trade bal-
ance with the EU (mainly tourism) (EC,
2020e). The trade de cit with other
MENA countries is more limited, such
as with Tunisias in 2019, Tunisias
trade de cit with the EU was as low as
1.4% of the country s total de cit (EC,
2020f). Because of the absolute domi-
nance of oil and gas in Algerias ex-
ports, Algeria has mostly recorded a
trade surplus with the EU, but the de-
cline in oil and gas prices led in 2016
to an EU surplus for the rst time in
2019 Algeria had a small negative
trade balance with the EU (EC, 2020d).
It has to be agged that the MENA re-

Policy Study n. 20

gion saw rising trends of protectionism
driven by economic instability or struc-
tural problems, in particular in Algeria,
and to a lesser extent also in Lebanon
and Morocco (EC, 20209). These forms
of protectionism are often incompat-
ible with the EMAA FTAs.

Modernisation of the
EMAA FTAs

The envisaged DCFTAs with
Tunisia and Morocco

State of play

The EU is currently envisaging deepen-
ing and broadening the EMAAs with
Tunisia and Morocco by negotiating
DCFTAs, which, once concluded,
would replace the current FTAs in-
cluded in their respective EMAAs. The
objective to conclude such ambitious
DCFTAs was developed in the frame-
work of the ENP. The key objective of
such DCFTAs is not only to liberalise
most goods and services and to cover
all other relevant trade-related areas
(e.g., public procurement, competition,
technical barriers to trade [TBT], intel-
lectual property rights [IPR], invest-
ment, sanitary and phytosanitary [SPS]
measures, sustainable development
and trade facilitation and trade-related
energy), but to also gradually and par-
tially integrate these countries into the
EU Internal Market on the basis of
legislative approximation.

Whereas DCFTAs were rst offered in
2008 to the EU s eastern neighbours
(Ukraine, Moldova and Georgia) as
part of broader Association Agree-
ments (signed in 2013), DCFTAs were
also proposed to the Mediterranean
partners after the Arab Spring as an
economic and trade answer to the rev-
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The Joint
Declaration
adopted by the
EU and Morocco
during the
Association
Council of 27
June 2019 states
that both
parties aim to
develop an area
of economic
convergence
and social
cohesion

olutionary developments in the region.
The Council adopted negotiating di-
rectives for DCFTAs with Morocco, Jor-
dan, Egypt and Tunisia in December
2011. These countries were considered
eligible for DCFTAs as they are all
WTO members and made progress in
sub-regional economic integration
(e.g., they are all parties to the 2004
Agadir Agreement). Moreover, the
Commission considered at that time

that these countries implemented in
suf cient terms the economic and
political priorities enshrined in the bi-
lateral ENP Action Plans.

However, the concept of these DCFTAs
has met signi cant resistance in these
four MENA countries, and negotiations
were only launched with Morocco in
2013 and with Tunisia in 2015. Whereas
Egypt expressed again in 2019 its in-
terest in enhancing trade and invest-
ment relations and exploring the
possibilities of modernising its EMAA
FTA, it has shown limited interest in a
fully- edged DCFTA so far. A dialogue
with Egypt was launched in 2019 to
jointly consider other suitable ap-
proaches to enhanced trade relations.
At this stage Egypt mainly aims to re-
duce its negative trade balance and to
attract EU investment (EC, 2020c).
Also, Jordan has so far shown no inter-
est in launching DCFTA negotiations
with the EU even if this perspective
was again mentioned in the 2016 Part-
nership Priorities. Both Jordanian pub-
lic and private sectors have expressed
their reservations on a future DCFTA
claiming that trade gures between
the EU and Jordan do not support a
further extension of the ongoing FTA
(EC, 2020q9).

However, negotiations were launched
with Morocco in March 2013 but, de-
spite considerable progress on most

chapters during the rst four negotiation
rounds, Morocco insisted on introducing
a break in July 2014. Before continuing
the trade talks, the Moroccan govern-
ment wanted rst to evaluate the results
of its own new sectoral impact assess-
ments, which were called for by Moroc-
can civil society, fearing increased
competition from EU imports in key sec-
tors of their economy and the govern-
ment s ability to regulate economic and
social sectors. Moreover, the relaunch of
the negotiations was further compli-
cated by the CJEUs Western Sahara
cases (and the implications). It was only
after the EU and Morocco brought the
EMAA in line with the case law of the
CJEU by extending its preferences to
Western Sahara and by concluding the
new SFPA, that a d@tente was possible.
The Joint Declaration adopted by the
EU and Morocco during the Association
Council of 27 June 2019 states that both
parties aim to develop an area of eco-
nomic convergence and social cohe-
sion , including by relaunching
negotiations for a DCFTA on the
basis of the expected benefits for
both parties, the gradual move to-
wards regulatory convergence, close
bilateral cooperation regarding cus-
toms, good fiscal governance, the
protection of personal data and a
strengthening of the connectivity of
physical and digital infrastructures
(Council of the EU, 2019b). However,
this renewed ambition did not yet
lead to a new DCFTA negotiation
round, although technical meetings
have taken place, including a meeting
between the EU Trade Commissioner
and Mr Moulay Hafid Elalamy, Min-
ister of Industry, Trade and New Tech-
nologies of Morocco in February 2020.
A visit from the EU Trade Commissioner
to Morocco was planned in the spring of
2020 but has been postponed due to
the COVID-19 crisis.
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Negotiations with Tunisia were launched
in October 2015 and, during the rst
round in April 2016, both parties con-

rmed the guiding principles: (i) asym-
metry, taking into account the different
level of development between the two
parties; (ii) a progressive liberalisation
accompanied by the necessary support
to strengthen the competitiveness of
the Tunisian economy; and (iii) regula-
tory and legislative approximation in the
priority areas identi ed by Tunisia. At
the fourth (and so far last) round of ne-
gotiations in May 2019, the EU and Tuni-
sia reaf rmed their commitment for
reciprocal but asymmetric and progres-
sive market opening and gradual legis-
lative approximation in priority areas
identi ed by Tunisia (EC, 2019a). More-
over, Tunisia insisted on urgent
measures for their strategic sectors such
as olive oil and textiles and on improving
the competitiveness of Tunisian exports.
Progress was made in several areas (e.g.,
Gls and most of the IPR text, sustainable
development, competition and digital
trade), but remained limited in relation
to TBT, SPS and public procurement and
issues related to market access, notably
on agriculture and services. Tunisia has

National Treatment and Market Access
for Goods

therefore tabled some alternative texts
and stressed the need for trade-related
assistance and differential treatment.
However, negotiations have been effec-
tively brought to a standstill due to a
change of government in Tunisia (which
took of ce in late February 2020) as well
as to strong civil society protest.

Potential scope and contents
of DCFTAs

As explained above, the comprehensive
dimension of the DCFTAs implies that,
in line with the EU s approach on its new
generation of broad FTAs, this trade
deal would not only cover trade in
goods but also tackle all other relevant
trade-related areas which are important
for the EU s (and global) trade agenda,
including trade in services, public pro-
curement, competition, IPR and sustain-
able development. Looking at the draft
negotiation texts and EU proposals for
the EU-Tunisia DCFTA that falls under
the same negotiation directives as the
Morocco DCFTAM  the broad dimen-
sion of these agreements can be re-
vealed, covering, inter alia, the following
chapters:

Public Procurement

Trade Remedies

Intellectual Property

Trade in Agricultural and Fisheries Products

Competition and State Aid

Technical Barriers to Trade

Trade-Related Energy and Raw Materials

Sanitary and Phytosanitary Measures

Transparency

Customs and Trade Facilitation

Trade and Sustainable Development

Trade in Services and Investment

Small and Medium-Sized Enterprises

Investment Protection and Investment Court
System*

Digital Trade

Current Payments and Movement of Capital

*Potentially included in a separate agreement to avoid mixity

11 For the draft EU negotiations texts of the Tunisia DCFTA, see EC (2019). Les textes propos@s par
| UE pour un accord de libre-@change complet et approfondi (ALECA) avec la Tunisie disponibles en
ligne. Retrieved from http://trade.ec.europa.eu/doclib/press/index.cfm?id=1489
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The potential scope and depth of each
of these chapters cannot be analysed
in detail in this contribution. However,
several chapters identi ed by Morocco
and Tunisia as priorities deserve a few
comments.

With regard to trade in goods, it has to
be noted that industrial goods are al-
ready liberalised under the current
EMAA FTA. However, a chapter on Na-
tional Treatment and Market Access for
Goods could include (WTO-like or
plus) rules on import and export re-
strictions, import and export licensing
procedures and export duties. With re-
gard to agricultural and sheries pro-
ducts, contrary to the other EMAA
countries, Tunisia did not conclude an
additional protocol on these products.
Therefore, there is ample room to
further liberalise agricultural, pro-
cessed agricultural and sheries pro-
ducts on a reciprocal but asymmetric
basis, including speci c treatment for
sensitive products (e.g., TRQs), similar
to the other agricultural protocols. In
the case of Morocco, the agricultural
protocol already signi cantly liber-al-
ised agri-food products. As noted
above, Morocco is the most important
partner in the region for agricultural
products. However, it must be noted
that Morocco is not able to fully exploit
the bene ts of this protocol as, for
example, in 2019 only the TRQs for
tomatoes were fully used. The utilisa-
tion rate is high for courgettes (70%)
but remains rather low for clementines
(56%) and strawberries (EC, 2020g). A
crucial DCFTA component that could
improve and facilitate trade in agricul-
tural products for Tunisia and Morocco
is the SPS chapter. Complying with the
EUs SPS standards is a burdensome
procedure for Moroccan exports and is
an important non-tariff barrier for trade
in agricultural products. For example,

although Morocco is allowed by the EC
to export eight categories of food of
animal origin (e.g., sheries products,
frogs legs and snails), the number of
exporters listed as approved estab-
lishments remains limited. The DCFTA
SPS chapters aim to go beyond the
WTO s SPS agreement by including
provisions on transparency and label-
ling of products, bilateral consultations
and veri cation and certi cation proce-
dures. The agreement would also pro-
vide for the possibility of

determination of equivalence , which
means that the EU can accept Tunisian
and Moroccan SPS measures as equiv-
alent (and vice versa) if they can objec-
tively demonstrate that they achieve
the same level of protection. There-
fore, the EU s proposal foresees that
the EU and Tunisia agree on an SPS
programme that identi es the priority
areas where Tunisia will align with the
relevant EU acquis.

Another crucial chapter that aims to fa-
cilitate trade is the one on TBT. This
chapter would include provisions on
the af rmation of the TBT Agreement
of the WTO, rules on marking and la-
belling of products and cooperation in
the eld of technical regulations, stan-
dards, metrology, market surveillance,
accreditation and conformity assess-
ment procedures, as well as cooper-
ation and consultation procedures. An
important element of this chapter
would be approximation to the EUs
TBT-related acquis in order to conclude
an Agreement on Conformity Assess-
ment and Acceptance of Industrial
Products (ACAA). An ACAA is a kind of
agreement that foresees mutual recog-
nition of regulatory and veri cation
procedures for industrial products. By
concluding an ACAA, the parties agree
that industrial products listed in the an-
nexes of an ACAA, ful lling the
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requirements for being lawfully placed
on the market of one party, may be
placed in the market of the other party
without additional testing and con-
formity assessment procedures, thus
leading to a partial integration into
the EU Internal Market. However, be-
fore concluding an ACAA, the EU
requires that the partner countries im-
plement a selection of the relevant
EU legislation (such as the sectoral and
horizontal New Approach Directives).
This is a demanding exercise for the
partner countries, but a gradual or par-
tial approach is possible because an
ACAA would include a framework
agreement, providing for the recogni-
tion of equivalence of the conformity
assessment and accreditation proce-
dures, and one or more annexes set-
ting out the different product areas
covered. Tunisia has already identi ed
electronic and electrical products and
construction materials as priority sec-
tors, whereas Morocco pursues an
ACAA covering low voltage equip-
ment, construction materials, toys and
electronic products.

Considering the increasing importance
of services in EU-Morocco and EU-
Tunisia trade relations and the services
sector within these countries, the
DCFTA chapter on services and invest-
ment will be crucial. This chapter will
aim to create a better climate for busi-
ness development and to achieve pro-
gressive liberalisation of trade in
services and investment between the
EU and these two MENA countries. At
the same time, it will explicitly reaf rm
the right of each party to regulate for
legitimate public policy objectives
(e.g., protection of public health, envi-
ronmental protection and consumer
protection). With regard to investment
liberalisation, the agreement would
cover market access (e.g., restrictions
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on the number of investors) and the
principle of national treatment and

most-favoured-nation treatment . The
section on cross-border supply of ser-
vices will cover the supply of a service
(i) from the territory of a party into the
territory of the other party (General
Agreement on Trade in Services or
GATS Mode 1) and (ii) in the territory
of a party to a service consumer of the
other party (GATS Mode 2). Signi -
cantly, the proposed text for Tunisia
also envisages legislative approxima-
tion in the area of postal and courier
services, nancial services, electronic
communications services and maritime
services. In the case of the eastern ENP
DCFTAs, implementation of these ap-
proximation commitments is coupled
with additional market access (i.e., In-
ternal Market Treatment ), but this is
at this stage not foreseen for the envis-
aged DCFTAs with Tunisia and Mo-
rocco. A sensitive issue with regard to
services relates to the temporary
movement of professionals for busi-
ness purposes (GATS Mode 4). The fa-
cilitation and liberalisation of the right
of individuals to enter and stay tem-
porarily in the territory of the other
party with a view to supplying a service
is a key demand by Tunisia and Mo-
rocco, which aim to increase mobility
to the EU. However, the EU is tradi-
tionally reluctant to make strong con-
cessions in this area in trade
agreements. The draft provisions pre-
sented by the EU for this chapter leave
each party free to regulate the entry of
natural persons to their territory (e.g.,
visas, work permits, residence, social
rights) as long as measures are not ap-
plied in such a manner as to impair
concessions. EU FTAs  services
chapters typically are limited in terms
of personal scope (e.g., mobility only
for highly skilled professionals and
businesspersons, such as key person-

Before
concluding an
ACAA, the EU
requires that the
partner
countries
implement a
selection of

the relevant EU
legislation (such
as the sectoral
and horizontal
New Approach
Directives)
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nel, graduate trainees, short-term busi-
ness visitors and contractual service
suppliers) and these mobility rights are
temporary (e.g., from 90 days up to
three years). Moreover, mobility is li-
mited to those activities that are
covered by the agreement. However,
both Morocco and Tunisia insist on
negotiating this issue in synergy
with the negotiations that are also
on-going on a Visa Facilitation Agree-
ment (EC, 2019a). Although it is
highly unlikely that the EU will inte-
grate visa facilitation commitments in
the DCFTA (mainly due to opposition
from the member states), the EC has
agreed to organise a meeting with
representatives of the member states
to discuss the linkage between GATS
Mode 4 and visa facilitation and has
proposed simplifying the visa applica-
tion procedure for Tunisian service
suppliers in the envisaged Visa Facili-
tation Agreement. Finally, it has to be
noted that the EU has proposed using
its new Investment Court System for
investor-state disputes. However, in
line with its new approach to invest-
ment protection, the EC has pro-
posed including this in a separate
agreement to avoid mixity of the
DCFTA.

Finally, a crucial chapter on the EU s
side, in particular for the European
Parliament, will be the one relating to
Trade and Sustainable Development.
This  chapter would Dbasically
strengthen (or even broaden) the
parties international commitments in
the field of environmental protection
(e.g., more recently the Paris Climate
Agreement) and labour (e.g., the In-
ternational Labour Organizations
Fundamental Conventions) and in-
clude provisions that aim to maintain
a level-playing field on environmental
and social standards.

The potential deep dimension
of the DCFTAs

The deep dimension of the DCFTAS
relates to the potential gradual and
partial integration of Morocco and
Tunisia into the EU Internal Market by
approximating to a selection of EU
legislation. Such approximation provi-
sions were also included in the DCFTAs
concluded with Ukraine, Moldova and
Georgia and are also envisaged in the
Tunisia DCFTA (Van der Loo, 2016).
The eastern DCFTAs, for example,
include binding legislative approxima-
tion provisions that oblige the partner
country to approximate to a predeter-
mined selection of EU legislation, an-
nexed to the agreement. Moreover, in
several chapters of these DCFTASs, im-
plementation of these legislative ap-
proximation commitments is linked to
increased market access. This market
access conditionality implies that the
partner countries have to rst imple-
ment the annexed EU acquis within a
certain time span. The implementation
of these approximation commitments
will be monitored by the EC and, fol-
lowing a positive assessment, the EU
will grant a speci c type of additional
market access by way of a decision of
the Association Council or another
joint body. This is for example the case
in the area of TBT envisaging further
market access through an ACAA  SPS,
services and public procurement (Van
der Loo, 2016). The deep dimension
of the DCFTAs poses one of the key
challenges for Tunisia and Morocco.
Both countries will have to nd a bal-
ance between, on the one hand, ap-
proximating to the EU acquis in order
to integrate into a section of the EU In-
ternal Market and to modernise their
economy and attract FDI and, on the
other, maintaining the right to regulate
and not overburden their economy
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with EU legislation that will not directly
result in additional market access or is
not useful for their domestic reform
agenda. It will be crucial that Morocco
and Tunisia match their DCFTA com-
mitments with their broader domestic
economic policies. This is a two-way
process. On the one hand, Morocco s
and Tunisias economic and social re-
forms should be re ected and incor-
porated into the DCFTA and, on the
other, the DCFTA will have to become
part of the overall economic reform
policies of both countries. The EU will
have to continue to support this pro-
cess with tailored assistance. In order
to properly assist Morocco and Tunisia
with their legislative approximation
commitments, the EC should develop,
jointly with Morocco, detailed and real-
istic implementation strategies.

Conclusion and
recommendations

An alternative gradual
approach for EU-MENA
trade liberalisation

Whereas DCFTAs offer a model to
modernise the EU s trade relations with
Tunisia and Morocco, this ambitious
type of updating of the EMAA FTAs
has been rejected by Jordan and Egypt
and is not considered a realistic sce-
nario for the other EMAA partners.
Moreover, it remains to be seen if the
EU will manage to nalise the negoti-
ations with Tunisia and Morocco, con-
sidering that both countries remain
critical of this type of market liberalisa-
tion and integration.

Therefore, an alternative approach
could be to gradually expand (or mod-
ernise) the existing EMAA FTAs with
speci ¢ sectoral protocols or agree-
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ments (which could be integrated into
the EMAAs by, for example, an Ex-
change of Letters) in those areas where
there is already at this stage a shared
interest and will to move forward.
However, this approach would also
face significant challenges. The cur-
rent EMAA FTAs and different sec-
toral agreements have already
liberalised the easiest sectors (e.g.,
trade in industrial goods and most
non-sensitive agricultural products)
and the difficult leftovers now remain,
such as services and establishment
(e.g., GATS Mode 4 and its link with
visa facilitation), further liberalisation
of sensitive agricultural products, and
regulatory alignment in the area of
SPS. Moreover, this approach would
make it more difficult to link different
interests and issues in the form of
broader package deals (e.g., libe-
ralisation of GATS Mode 4 [MENA de-
mand] in return for an ambitious
chapter on Trade and Sustainable De-
velopment [EU demand]).

However, by rst gradually agreeing on
speci ¢ sectoral issues, trust can be
built between the EU and the EMAA
countries and domestic policies can be
developed to gradually accommodate
further liberalisation, making a more
ambitious DCFTA-like form of liberal-
isation in the longer term possible. For
example, the EU could rst conclude
with Tunisia a protocol on reciprocal
but asymmetric and progressive lib-
eralisation of agricultural products.
Also, the existing agricultural protocol
concluded with the other EMAA coun-
tries could be deepened, for example
by eliminating or reducing some of the
remaining restrictions and exceptions
(e.g., TRQs) on sensitive products that
are economically or politically impor-
tant for these countries. However, the
implementation reports illustrate that

By rst gradually
agreeing on
speci c sectoral
issues, trust can
be built
between the EU
and the EMAA
countries and
domestic
policies can be
developed to
gradually
accommodate
further
liberalisation,
making a more
ambitious
DCFTA-like form
of liberalisation
in the longer
term possible
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so far only a few of the TRQs included
in these protocols are (almost) fully
used by the EMAA countries (e.g.,
olive oil [Tunisia]; garlic, strawberries,
and oranges [Egypt]; and new pota-
toes, wine and sweet peppers [Israel]).
For other countries the Il rate of all
TRQs remained low (e.g., Algeria). Co-
operation and technical assistance in
the area of SPS could therefore be
strengthened in a sectoral agreement
to reduce non-tariff barriers for agricul-
tural products.

The EU could also conclude ACAAs
with interested MENA countries, al-
though the requirements for this are
demanding. In addition to Tunisia and
Morocco, several other EMAA coun-
tries have cautiously shown interest.
For example, the EU supports Algeria
in preparation of negotiations on an
ACAA in sectors identi ed as key prio-
rities by Algerian authorities such as
construction materials, domestic ap-
pliances and low voltage electric
goods through Technical Assistance
and Information Exchange missions
and twinning programmes. The EU and
Israel have already concluded a speci ¢
ACAA on pharmaceuticals (2013) and
Israel has expressed interest in expan-
ding its Good Manufacturing Practice
annex by adding medicinal products
derived from human blood and plasma
and an ACAA on cosmetics. The EU
also supported with technical assis-
tance projects with focus on regulatory
approximation with Egypt and Jordan
in preparation for the possible launch
of an ACAA. With regard to those
countries that are not interested in the
conclusion of an ACAA, the latest UfM
Trade Ministers Conference stated that
these countries could engage in a pro-
cess of domestic regulatory reforms in-
cluding elements of legislative
alignment between different regula-

tory systems in the region, and which
would help further strengthen their
quality infrastructure and increase their
export potential (UfM, 2020).

This approach could also be applied to
other areas such as services and invest-
ment (e.g., under the EMAAs rendez-
vous clauses and in synergy with Visa
Liberalisation Action Plan negotiations,
Gls as in the case of Morocco or

energy).
Outlook

This chapter gave an overview of the
state of play of the legal framework for
EU-MENA trade relations and dis-
cussed several options for its moderni-
sation in the context of post-COVID-19
recovery, focusing on the EUs EMAA
partner countries. The paper demon-
strated that the scope and contents of
the EMAA FTAs are limited, despite
the fact that several of them were
broadened by sectoral protocols.
Moreover, the economic gains of
these trade agreements for the EU s
partner countries proved to be rather
small and their implementation is
being challenged by (EMAA FTA-in-
compatible) trade barriers and restric-
tions.

However, the EU s post-COVID-19 re-
covery plans and trade strategy review
offer a new momentum for the MENA
countries to strengthen and modernise
their framework for trade relations with
the EU, to capitalise on potential re-
shoring and near-shoring trends in EU
and GVCs, and to promote (intra-)re-
gional economic integration.

The envisaged DCFTAs currently under
negotiation with Tunisia and Morocco
provide an ambitious model to deepen
and widen trade liberalisation and in-
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tegration with the EU. However, this
DCFTA-model poses several chal-
lenges. The current EMAA FTAs and
different sectoral agreements have al-
ready liberalised the easiest sectors
(e.g., trade in industrial goods and
most non-sensitive agricultural prod-
ucts) and the dif cult leftovers now re-
main, such as services and
establishment and regulatory align-
ment in the area of SPS. Moreover, the

deep dimension of the DCFTAs (i.e.,
gradual and partial integration into the
EU Internal Market on the basis of
legislative approximation) requires a
careful and balanced consideration of
legislative approximation efforts and
integration into domestic economic re-
form policies, anked by supporting
measures by the EU.

This DCFTA model is therefore at this
stage not a realistic option for the EU s
trade relations with the other MENA
countries and even Morocco and
Tunisia remain reluctant to nalise the
negotiations. Therefore, for these
countries this chapter proposes a more
gradual approach on the basis of sec-
toral agreements, which could in the
longer term lead to a DCFTA-like
model of trade integration. Finally, the
EUs recent proposals to strengthen
(intra-)regional economic and value
chain integration by the proposed
modernisation of the PEM Convention
have been discussed. It was argued

that the EU s recent bilateral approach
to the modernisation of the PEM Con-
vention is a step forward but that the
overall modernisation of the PEM Con-
vention should remain the priority.

It is important to note that the moder-
nisation of EU-MENA trade relations
should be linked and integrated into
the broader (and longer-term) plans for
EU-Africa trade relations. The EU sup-
ports the establishment of the 2019 Af-
rican Continental Free Trade Area
(AfCFTA) and is exploring in the long
terma continent-to-continent FTA .2
The trade-related priorities for the EU
during the ongoing negotiations on
the successor of the Cotonou Agree-
ment remain focused on the imple-
mentation of the regional and/or
interim Economic Partnership Agree-
ments with the sub-Saharan African
countries. However, in order to enable
the modernised framework for the EU s
trade relations with the MENA coun-
tries to exploit the opportunities pro-
vided for by the AfCFTA, and the
modernised EMAA FTAs to function as

a stepping stone for economic and
value chain integration between the
EU and sub-Saharan Africa, it will be
crucial that the EU s new trade strategy
and envisaged new Communication

on a renewed partnership for the
Southern Neighbourhood streamline
the EU s MENA and sub-Saharan trade
policies and instruments.

2 See, for example, EC (2018, September 12). State of the Union 2018: towards a new Africa-
Europe Alliance to deepen economic relations and boost investment and jobs.
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Introduction

There is no doubt that the COVID-19
pandemic has severely hit merchandise
trade ows between the eight South-
ern Neighbourhood (SN) countries

Algeria, Egypt, Israel, Jordan, Leba-
non, Morocco, Palestine! and Tunisia

and the European Union (EU)s 27
member states. In addition to having
caused a global health crisis, border
closures and containment measures,
the pandemic has exacerbated the toll
on trade and has led to unprecedented
disruptions in global movements and
exchange. Moreover, the collapse of oll
prices has accentuated the dual supply
and demand shocks in the Arab region
and, to a lesser extent, in SN countries.
This was re ected in the sharp fall in
consumer demand and soaring trans-
portation costs, having a direct impact
on the regions exporters and im-
porters and an indirect one on for-
eign direct investment (FDI)  which
caused increased unemployment rates.
The latest gures issued by the Euro-
pean Commission in November 2020
projected that EU countries merchan-
dise trade volume to SN countries is
forecasted to contract on average by
12% for exports and 12.5% for imports.
Growth in this sector had already been
hindered by various factors even be-
fore the COVID-19 pandemic. In this
context, the EU has been working to
modernise the framework of the Euro-
Mediterranean Association Agree-
ments (EMAAs) into a Deep and
Comprehensive Free Trade Area
(DCFTA) in order to encompass addi-

tional sectors other than manufactur-
ing (see Van der Loo s chapter in this
study for more details). Based on this,
a more comprehensive assessment of
merchandise trade ows between the
EU and SN countries within the context
of the EMAAs has become crucial.

Historically, SN and EU countries suf-
fered from mutually imposed asym-
metrical tariff rates that were affecting
highly protected sectors such as agri-
culture. They also imposed numerous
procedural, sanitary and phytosanitary
and non-tariff measures (NTMs). NTMs
set by SN countries reached up to
25% of the world average barriers
and further complicated regulatory
aspects for cross-border trade. Those
barriers led to a slowdown in the in-
tegration of the SN into the regional
value chains (RVCs)? of their European
counterparts, particularly when con-
sidering their merchandise trade.
Therefore, the growth of RVCs in the
SN exports to the EU barely ex-
ceeded 8% over the last five years
(Arezki et al., 2020). Consequently,
this hampered the growth in inter-
mediate flows, and diminished the
economic complexity of their exports
and the possibility to attract higher
FDIs. When adding the COVID-19 crisis
to the picture, the repercussions were
aggravated: a negative growth rate of
trade balance from the SN to the EU
was recorded across many sectors for
the rst nine months of 2020. The
same occurred to exports from the EU
to the SN during the second and third
quarters of 2020.

1 This designation should not be construed as recognition of a State of Palestine and is without
prejudice to the individual positions of EU member states on this issue.

2 Global and regional value chains are based on the fragmentation of the production process that
encompasses several stages of design, production, marketing and packaging. Each stage of
production is bound to a speci ¢ country and conditioned by the percentage of processing, which
takes place in two or more countries (Geref , 2019; Antr s, 2020).
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Hence, this chapter aims to evaluate
the impact of the COVID-19 pandemic
on the bilateral merchandise trade

ows between SN countries and the
EU. It seeks to demonstrate to what
extent the pandemic can be held ac-
countable for causing further disinte-
gration in RVCs for merchandise trade
between the EU and the SN. Further, it
investigates whether RVCs were al-
ready not agile enough before the
pandemic struck, due to the presence
of inherent tariff and NTMs between
the SN and the EU. Moreover, it re-

ects on some of the key merchandise
trade strategies that the EMAA FTAs
should consider, given that there are
ongoing negotiations to modernise the
framework of the DCFTA. One of the
recommendations proposed would be
the possibility of shortening and near-
shoring value chains towards neigh-
bouring regions of greater proximity.
Another recommendation would be to
introduce digitalisation into trade and
its role in identifying RVC risks and
bottlenecks that might arise during the
pandemic.

This methodological approach is sup-
ported by evidence from the literature
and the analysis of statistical data on
bilateral merchandise ows between
the eight SN countries and the EU be-
fore and during the pandemic, supple-
mented by interviews.® Additionally, a
sector speci ¢ case study on food
products and another on automotive
spare parts are introduced to reinforce
the analysis of the COVID-19 impact
on their RVCs. The chapter begins by
introducing the topic and presenting

stylised facts about the SN and the EU
sector speci ¢ merchandise ows,
trade barriers and RVC dynamics. It
then adds the impact of COVID-19 on
merchandise trade. Finally, the chapter
ends by proposing a number of key
takeaways on the possible direction of
trade strategies to be considered by
the EMAA FTAs during the COVID-19
crisis.

SN merchandise trade
and sector speci ¢
exports and imports

Even before COVID-19, numerous
challenges had been slowing the inte-
gration pace of the SN into RVCs as
well as global value chains (GVCs). SN
countries have a great untapped po-
tential of a market size that accounts
for 35% of the Middle East and North
Africa (MENA) region s market. They
are characterised by a diversity of
countries classi ed as resource-poor la-
bour-abundant as opposed to re-
source-rich labour-abundant. Further,
the SN s geographical proximity to Eu-
rope and its location as a gateway to
Africa provides access to around two
billion citizens in the European and Af-
rican continents. However, there are
still many barriers that slow down their
integration efforts. These obstacles
were generated by historical con icts,
institutional de ciencies, and the tur-
moil that took place during the Arab
Spring (Behar & Freund, 2011). In fact,
political tensions have undermined the
SN's trade ows by nearly 8% from
2013 to 2016. Scholars have estimated

3 Two in-depth interviews were held with a high-ranking executive from a SN private sector
economic think tank, Mr. Ashraf Naguib, CEO of the Global Trade Matters in Egypt, as well as a
high-ranking former founder of the EU Association Agreement with SN countries, H.E. Ambassador
Gamal Bayoumi, Secretary-General of the Arab Investors Union. The author would like to thank

them both for their inputs.
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that this had the equivalent effect of a
5% tariff imposed on the trade ows for
all Arab countries (Arezki et al., 2020;
Behar & Freund, 2011; Karam & Zaki,
2016; Saidi & Prasad, 2018).

Even though exports and imports of the
SN to the EU have recorded uctu-
ations, they managed to increase on
average by 2% and 3%, respectively,
over the ve years ending in 2019. On
the one hand, SN countries have re-
corded trade de cits with the EU across
all merchandise, with a few categories
witnessing this situation for more than
10 years. On the other hand, EU exports
to the SN experienced a modest aver-
age growth of 7%. A historical overview
of the integration efforts between most
of the SN countries and the EU indicates
that the consolidation of Association
Agreements (AAs) between the EU and
Algeria, Egypt, Jordan, Lebanon, Mo-
rocco, Syria and Tunisia took place even
before the 1995 Barcelona Process. AAs
granted access to industrial goods and
preferential market access to agricultural
products on a reciprocal basis. In 1995,
the Barcelona Process ampli ed the
scope of political and economic cooper-

ation between most SN countries and
the EU. This was the same objective for
the successively endorsed FTAs and
EMAAs enacted between both partners
between 1995 and 2002. These efforts
sought to liberalise trade ows in goods
and services between SN countries and
the EU. Based on the Ecorys, CASE and
FEMISE interim report on the ex-post
evaluation of the impact of the AA trade
chapters (2020), SN countries were al-
ready exporting 2,100 products and en-
joying duty-free access to the EU for
industrial products. Despite this, AA
trade chapters expanded the base of
further industrial and agricultural prod-
ucts subject to zero tariffs and duties in
the EU markets on a reciprocal basis (for
more discussion on the AA trade
chapters, refer to Van der Loo s chapter
in this study as well as to Ecorys, CASE,
& FEMISE, 2020).

As illustrated in gure 1, bilateral mer-
chandise trade values* between the SN
and the EU, as well as between the SN
and the rest of the world (RoW), regis-
tered a steady growth of 7% and 6%, re-
spectively, after 2016, whereas SN trade

Figure 1. Merchandise trade value in millions of USD for SN countries to the EU
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Source: Author s compilation based on data from Eurostat (2020).

4 Merchandise trade value is calculated by the total sum of exports and imports in millions of USD.
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with other MENA countries did not sur-
pass 5% in 2018 (Arezki et al., 2020).
From 2016 to 2019, Algeria and Mo-
rocco contributed with the most sub-
stantial shares in merchandise trade to
the EU, which stood on average at 21%
and 25%, respectively. It is apparent that
Israel s merchandise trade value to the
RoW accounted for a substantial share
of 30% of the SN's merchandise trade
value to the RoW compared to other
countries.

In parallel, gure 2 provides an overview
of the average merchandise trade value
as a percentage of gross domestic prod-

uct (GDP) for the EU, the SN, sub-Saha-
ran Africa and the MENA region. SN
countries average merchandise trade as
of GDP reached 45% over the 19 years
covered (from 2000 to 2019). This value
is considered one of the highest re-
corded percentages without the inclu-
sion of Israel,® especially when
comparing it with the benchmark for
sub-Saharan Africa, which did not ex-
ceed a threshold of 40%. In gure 2, the
merchandise trade to GDP ratio re-
ported for the SN is far lower than that
of the EU and the MENA region, which
both stood on average at 70% and 55%,
respectively, at the end of 2019.

Figure 2. Merchandise trade as a % of GDP across SN neighbouring regions
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Source: Author s compilation based on data from the World Bank (2019).

The composition of sector
speci c exports and imports
for the SN and the EU

Figures 3 and 4 provide a detailed de-
scription of sector speci ¢ merchan-
dise exports and imports from the SN
to the EU in 2019. The breakdown of
sectors by standard international trade
classi cation® codes indicates that
most SN exports to the EU were domi-
nated by primary raw materials as well
as low value-added and volatile sectors

such as minerals and fuels. These sec-
tors grabbed up to 32% of total mer-
chandise exports to the SN and Algeria
provided 95% of minerals and fuels ex-
port to the EU. Likewise, nearly 54% of
Egypt s exports breakdown to the EU
was composed of fuels, minerals and
chemicals. In second position came
machinery and transport equipment at
21% of the SN exports category to the
EU. The SN has also specialised in
petrochemical goods, which formed
13% of its total exports. Finally, agri-

5 The standard international trade classi cation is a product classi cation of the United Nations and
is used to compare trade in manufactured goods.
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cultural food products and textiles ac-
counted for the lowest portion of total
exports, at 8% and 6%, respectively
(Eurostat, 2020; World Bank, 2019).

Historically, the reliance of SN coun-
tries on exporting products of similar
composition and low and medium
technology manufactured goods has

suppressed their trade complemen-
tarity index” and eroded their intra-re-
gional ows (Abedini & P@ridy, 2008).
Comparatively, most of the SN s sector
speci ¢ imports from the EU were
based on higher value-added manufac-
tured goods, machinery and transport
equipment, forming nearly 64% of
their imports.

Figure 3. Sector speci ¢ SN merchandise exports to the EU in millions of USD for

2019
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Source: Author s compilation based on data from Eurostat (2020).

Figure 4. Sector speci ¢ SN merchandise imports from the EU in millions of

USD for 2019
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"The trade complementarity index shows the degree of overlap between the exports and imports
categories of two countries. It measures the prospects of intra-regional trade (World Bank, 2019).
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In reference to gure 4, agricultural
products and textiles of low value-
added made up 8% of the SN s imports
from the EU. There is evidence that
some SN countries like Tunisia and Mo-
rocco specialised later on in new prod-
ucts such as components of the
aeronautical sector and photovoltaic
panels.® A country specialised in trad-
ing component parts of a product
rather than a complete product follows
the pattern of intra-industry trade. The
intra-industry trade model does not
limit trade ows to be concentrated in
one category of a product, but it ex-
pands the possibilities for countries to
specialise and trade in components of
a product (Ait Ali et al., 2019; ECA-NA,
2018; Thies & Peterson, 2015).

Sub-Saharan Africa as an
opportunity for the EU
and the SN

The African Continental Free Trade
Area (AfCFTA), which came into effect
at the start of 2021 and includes 55
African countries, has the potential to
boost trade and build investment
bridges between African countries,
the SN and the EU. The AfCFTA
grants access to 1.3 billion individuals
at an estimated GDP of $3.4 trillion.
One of the main objectives of the
AfCFTA is the elimination of tariff and
NTMs on an equivalent and reciprocal
basis, especially for protected sectors
such as agriculture. It also seeks to
adopt comprehensive trade policies
and mechanisms that will enable the
integration of Africa s trade flows into
RVCs for manufactured goods with
North African countries such as Mo-
rocco, Algeria, Tunisia, Egypt and Eu-

rope. For example, Moroccan banks
have injected up to 52% of their total
investment funds in 25 African coun-
tries during the last 10 years and
mega infrastructural projects have
been established between North Af-
rica and sub-Saharan Africa. One of
these projects developed the con-
struction of a long trans-Saharan
highway between Algiers and Lagos,
which is expected to minimise trade
costs and accelerate mutual invest-
ment flows between the SN and sub-
Saharan Africa (Arezki et al., 2020).

Asymmetrical trade barriers
impeding merchandise ows
between the SN and the EU

One of the main ideas brought for-
ward in the literature relates to the
mechanism of ad valorem equivalent
tariff dismantlement schemes set for
merchandise trade between the SN
and the EU. In the framework of the
European Neighbourhood Policy
adopted in 2004, tariff liberalisation
schemes were implemented on the
basis of reciprocity. However, when
applied practically, they were not
symmetrically adopted across all
countries (Ait Ali et al., 2020). Fur-
thermore, based on the Ecorys, CASE
and FEMISE interim report on the ex-
post evaluation of the impact of the
AA trade chapters (2020), SN coun-
tries prioritised mutual tariff liberalisa-
tion on manufacturing products more
than on fisheries, agricultural and
food products. Table 1 illustrates the
stark contrast between weighted
most-favoured-nation (MFN) tariff
rates set until 2019 by the SN on EU
exports and vice versa for nine sectors.

8 The aeronautical sector and photovoltaic panels are components and spare parts for aircrafts
simulation, navigation and control, in addition to solar energy panels (ECA-NA, 2018).
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The
discrepancies in
the MFN tariffs
imposed by the
SN on EU
exports were
more
pronounced
across all
sectors with the
exception of
chemical
products.
Similarly,
agricultural
exports for both
were subject to
exorbitantly high
MFN tariffs,
which stood at
44%

The discrepancies in the MFN tariffs im-
posed by the SN on EU exports were
more pronounced across all sectors with
the exception of chemical products.
Similarly, agricultural exports for both
were subject to exorbitantly high MFN
tariffs, which stood at 44%. Even inter-

mediate goods were subject to MFN
tariffs of up to 6.5% imposed by SN
countries, which prevented the prolifer-
ation of intermediate exports and mini-
mised the regional value-added content
(MErquez-Ramos & Mart nez-Zarzoso,
2014; Kowalski et al., 2015).

Tablel. MFN weighted tariff rate on EU exports to the SN and SN exports to

the EU in 2019

EU Exports to SN (%) SN Exports to EU (%)

Food and beverages

Mineral fuels and lubricants
Chemicals and related products
Machinery and transport equipment
Plastic or rubber

Stone and glass

Transportation

Textiles

Intermediate goods

44.98 43.10
8.16 0.61
7.08 4.14
6.61 1.56
7.60 1.83
11.25 0.57
13.79 2.84
12.67 6.83
6.56 3.46

Source: Author s compilation based on data from the World Bank (2019).

The NTMs for SN countries and the EU
remain a stumbling block against the
integration efforts between both
parties (World Bank, 2019). SN NTMs
have more than doubled over the past
20 years and reached an average of
34.29 for the NTM coverage ratio per-
centage.® The Organization for Econ-
omic Cooperation and Development
(OECD, 2020) statistics indicated that
in SN countries the cost of checking a
container s compliance with shipment
procedures would take 53 days and
cost on average $442 compared to 18
days estimated for OECD high-income
countries (OECD, 2016 & 2020). More-
over, today, some SN countries such

as Tunisia and Egypt continue to im-
pose sanitary requirements on beef,
some fruits and poultry on EU exports.
In parallel, other countries like Algeria
and Jordan have import bans on phar-
maceuticals and medicines.

Additional measures applied on mer-
chandise trade between the SN and
the EU include rules of origin (RoO). An
RoO certi cate is registered by the last
country, where a product has acquired
processing and value-added. SN coun-
tries alone have been involved in six re-
gional and bilateral association and
trade agreements,*® with con icting
RoO protocols. The con ict in RoO for

® The NTM coverage ratio is calculated by the value of imports of each commodity subject to NTMs.
It comprises inspections, product registration, special authorisation, sanitary and inspection
requirements of the traded good (World Bank, 2019).

10 |n addition to EU AAs, the SN is part of the Arab Maghreb Union, Agadir Agreement and Pan-
Arab Free Trade Area. The bilateral agreements between the United States of America (USA), Egypt
and Jordan are known as the Quali ed Industrial Zones (Estevadeordal et al., 2009).
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the SN and Arab region has created a
debate in the literature, which is known
as the spaghetti bowl phenomenon
of overlapping bilateral and regional
trade agreements. On the one hand,
some scholars advocated that regime-
wide RoO are permissive and they
allow the processing of higher foreign
value-added into a product in cross-
border trade. On the other hand, other
scholars asserted that the adoption of
con icting RoO might increase the cost
to trade (Augier et al., 2019; Esteva-
deordal et al., 2009; Kamel, 2020).

SN position on RVCs for
merchandise trade

The benchmark to estimate a country s
participation in RVCs is determined by
tariffs, FDIs, political stability, customs
ef ciency and logistics quality (Banga,
2013; Arezki et al., 2020). Indeed,
there is a clear distinction between
backward and forward RVC linkages.
Backward RVCs indicate how a
country s exports acquire foreign

value-added from components pre-
viously imported from other countries.
Forward RVC linkages refer to the do-
mestic value-added exports of a
country that goes into exports of
other countries. The more SN coun-
tries and the EU are intertwined into
forward and backward RVCs, the
higher their intermediate and final ex-
port flows will be (Carril-Caccia & Pav-
lova, 2018; Gasiorek et al.,, 2020).
Table 2 asserts that machinery equip-
ment, chemical and related sectors as
well as textiles attained one of the
highest RVC as a percentage of ex-
ports for the EU, Israel, Jordan and
Tunisia, respectively, during 2016.

Analysis of merchandise
trade landscape for the
SN during COVID-19

Inevitably, the COVID-19 pandemic
has exacerbated disruptions in GVCs
across all countries. The outbreak
began in China, which is considered

Table 2. Percentage of value-added in exports for SN countries to the EU in 2016

Sector Egypt Jordan
Food products 4.90 3.44
Beverages and

tobacco 0.38 0.93
Mineral fuels and

lubricants 2.32 0.60
Chemical products 5.78 22.97
Machinery equipment 2.78 3.13
Textiles 2.78 3.13

Morocco Tunisia Israel EU
9.43 4.28 1.56 7.10
0.17 0.22 0.27 2.92
0.41 0.99 0.70 0.91
11.10 7.78 16.29 | 12.73
9.80 8.98 19.07 | 16.98
9.80 22.45 19.07 | 17.73

Source: Author s compilation** based on data from the World Bank (2019).

1 The calculations of percentages are based on the regional value-added in millions of USD as a

percentage of total exports for the SN and the EU.
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The crisis was
strongly
mirrored by SN
countries
merchandise
imports from
the EU, which
fell by nearly
43% over the
last three
months of 2020
compared to 9%
of same period
in 2019

the world s workshop of GVC creation.
Both China and the USA set up 50% of
the world s GVC (Baldwin & di Mauro,
2020, pp. 15-16). According to the la-
test World Economic Outlook from
the International Monetary Fund
(2020), the most severely impacted
trade flows were merchandise trade
volumes, which tumbled by 11% at
the end of 2020, compared with 0.9%
for the same period of 2019. Figure 5
illustrates the effects of the pandemic
on the merchandise trade activity of

the EU, the SN and sub-Saharan Af-
rica during the first three quarters of
2020 (UNCTAD, 2020). The three re-
gions recorded negative average ex-
ports of -7% for the EU as opposed to
a dive of -62% for the SN and -32%
for sub-Saharan Africa between Janu-
ary and November 2020. One of the
steepest declines was registered by
the SN with -32.2% in the second
quarter of 2020, amid the peak of the
pandemic (Banh et al., 2020; Eurostat,
2020).

Figure 5. Growth rate for merchandise exports during the rst three quarters of

2020

17%

EU 27

Q1 Q2

Source: UNCTAD (2020).

Analysis of the impact of
COVID-19 on merchandise
trade for the EU and the SN
during the rst three quarters
of 2020

COVID-19 has also provoked a new
historic decline in global oil prices,
which lost nearly 60% of their value,
thus setting the price of a barrel at
$26 at the end of March. The oil crisis
led to a collapse of the global aggre-
gate demand. In parallel, lockdowns
and containment measures hindered
the mobility of merchandise by all
forms of transport. This dealt a severe
blow to intermediate and final trade,
as well as investment flows. It further
reduced the capability of firms to out-

-10%
SSA

-7.62%
-32%
-22%

SN
Q3

source the immediate inputs neces-
sary for processing and aggravated
the disruption in value chains. The cri-
sis was strongly mirrored by SN coun-
tries merchandise imports from the
EU, which fell by nearly 43% over the
last three months of 2020 compared
to 9% of same period in 2019 (Euro-
stat, 2020). Egypt, for example, ex-
perienced a delay in importing silicon
and carbon steel used in the produc-
tion of heavy industries. Failure to
outsource inputs led to repetitive pro-
duction halts, fewer hours of oper-
ation and additional layoffs in the
manufacturing sector (Baldwin & di
Mauro, 2020; Baldwin & Tomiura,
2020). Figure 6 provides an overview
of the EUs merchandise trade ex-
ports and imports to the SN. It shows
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that the EU maintained a merchan-
dise surplus*? of around $2 billion to-

wards SN countries from January until
September 2020.

Figure 6. Merchandise trade value in billions of USD from EU-SN

(January-September 2020)

-
o

- N W~ OO N © O

Q1 Q2 Q3 Q4 Q5 Q6 Q7 Q8 Q9

mEU exports to SN countries (January-September 2020)

B EU imports from SN countries (January-September 2020)

Source: Author s compilation based on data from Eurostat (2020).

Sector-speci ¢ mapping of
merchandise trade for the
SN-EU in the rst nine
months of 2020

The COVID-19 pandemic has led to a
high degree of uncertainty. This is re-
flected in the upsurge in transporta-
tion and production costs, evident
after containment measures were put
in place. When monitoring the reper-
cussions of the pandemic on the SN s
merchandise exports to the EU for
first nine months of 2020, it was ob-
served that some sectors were highly
sensitive to COVID-19 in the short
run. This was apparent in the case of
SN countries merchandise exports to
the EU for food and livestock produc-
tion and distribution, ready-made
garments and manufactured products
of higher RVCs. They all underper-

formed and recorded on average
negative growth rates of -23%, -5%
and -2%, respectively, during 2020. In
the meantime, other sectors were
more resilient and contributed to an
incremental growth rate in the SN s
merchandise exports ranging from
0.5% for raw material and 8% for ma-
chinery and transport equipment
(D retal., 2020; Eurostat, 2020).

The sharp downturn in the SN s mer-
chandise exports to the EU during
2020 could have been generated by
additional measures taken by the SN,
such as the partial closure of cargo
traffic, quarantines and the health
certificates required for agricultural
and food products. These measures
led to substantial delays in the pro-
cessing and entry of cargo ship-
ments. Such practices occurred in

When
monitoring the
repercussions of
the pandemic
on the SN s
merchandise
exports to the
EU for rst nine
months of 2020,
it was observed
that some
sectors were
highly sensitive
to COVID-19 in
the short run

12 The merchandise trade surplus of the EU to the SN is calculated as the net trade balance (exports
-imports) value for the EU to the SN over an average over the rst nine months in 2020.
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Algeria, Lebanon and Egypt, as their
policies prioritised substituting im-
ports and banning exports of basic
commodities. During the pandemic,
both Algeria and Egypt banned the
export of basic foods such as
wheat, beans and lentils and medi-
cal goods. On the contrary, one of
the good practices pursued by Leba-
non and Morocco was the reduction
of import tariffs on healthcare and
digital services. Finally, Algeria, Tuni-
sia and Jordan sought to substitute
their pharmaceutical imports domes-
tically, in order to mitigate the risk of
supply shortages and offset the for-
eign exchange drainage (Arezki et
al., 2020; OECD, 2020; Ouhemmou
& Moumine, 2020; Park et al., 2020).

Analysis of food products
during COVID-19

The food products industry has al-
ways been considered the safety
valve for a country s food and nutri-
tion security and sustainability dur-
ing crisis (for more on food security,
see Sid o s chapter in this study). It
is equally one of the most protected
industries in the EU and the SN, as
it has been exposed to a wide range
of tariffs and NTMs and it is a prob-
lematic sector with respect to the
adoption of RoO and has the lowest
regional value-added (refer to Van
der Loo s chapter on the legal as-
pects of AAs in the food products
industry). The EU has sustained the
least import tariff preferences at a
margin of 3% on SN food product
exports, as opposed to the SN,
slowly liberalising tariffs on agricul-

tural products, fish products, olive
oil, fruits, vegetables and beef,
which ranged from 6% to 12% dur-
ing the pandemic (Eurostat, 2020).
Finally, performance indicators,
such as border compliance costs to
export, continued to grow on pro-
tected sectors, as in the case of the
SN's food products in 2020. This
cost of inspections reached an aver-
age of $258 and $480 for Egypt and
Lebanon, respectively, as opposed
to $150 for the EU. The cross-
border costs included strict addi-
tional sanitary and phytosanitary
shipment inspections, which amounted
up to approximately 1,496 measures
set during 2020 (Arezki et al., 2020).

Through the analysis of secondary
data on food products®® exports from
the SN to the EU and vice versa, the
following key ndings were made. As
illustrated in gure 7, food products
exports from the EU to the SN were
at, realising a cumulative value of $1.2
million for the rst 10 months of 2020
benchmarked to $4.3 million recorded
during the same comparative period in
2019. However, EU food products ex-
ports rebounded to their 2019 levels at
$374 thousand registered during the
month of October 2020, benchmarked
to $312.4 thousand for October 2019.
In contrast, gure 8 indicates food
products exports from the SN to the
EU, which experienced a severe blow,
as they were at a zero level and lost
nearly 93% of their value for the rst 10
months of 2020. SN exports started to
pick up and reach $72 thousand, which
is relatively higher than the $67 thou-
sand realised during October 2019.

13 Data for food products encompass 14 sectors: wines, pig meat, cereals, pasta, confectionary,
wheat, cheese, vegetables, meat, poultry products, olive oil, citrus, rice, and tomatoes.
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