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This is the first conference to be held according to the
“Protocol of Cooperation in Legislative Sciences” signed
between the Italian Cooperation - Italian Embassy in Cairo,
and the Faculty of Law - Alexandria University, where many

other activities will be financed by the Protocol.

The choice of “The Economic Integration” to be the
subject of this conference is not arbitrary. The success of the
European economic integration is widely acknowledged, while
the experience of the arab integration process has shown that
there are significant challenges to be overcome. The Euro-
Arab cooperation raises many issues that need to be
reevaluated in this highly competitive and turbulent global
economy. Hence this conference is structured to explore some
of these issues from the institutidna.l, legal, economic, and

political aspects.
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“Economic Integration in the Mediterranean and the

European Areas: the Political Context”

- Ambassador Fathi El Shazly, The Assistant of
Minister of Foreign Affairs for European Affairs.

“Euro-Mediterranean Partnership, the political

and security aspects”




- Prof. Hassan Nafaa Professor and Chairman of the
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and Political Sciences, Cairo University.
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- Respondent; Prof. Andrea Gioia, University of Modena
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4:00 Second Session Institutional Framework
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- Prof. Natalino Ronzitti, University Luiss “Guido

Carli”, Rome.

“The EU as an Integrated Economic Area:
Policies and Perspectives”

P

- Prof. Mohammed Dowidar, Professor of Economics-
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ECONOMIC INTEGRATION ON THE MEDITERRANEAN ANDEUROPE:
THE POLITICAL CONTEXT

paper presented by Roberto Aliboni
Director of Studies, International Affairs Institute, Rome
to the Conference on
The Experience of Economic Integration in the Arab World
' and Western Europe
organised by the Faculty of Law of the Alexandria University
& the Cairo Office of the Italian Development Co-operation
Alexandria 22-23 February 1999




After the Second World War, international economic integration has successfully emerged within
the non-communist world as a strong and diffuse trend steered by the International Economic
Organisations, namely the International Monetary Fund, the Bank for International Reconstruction
and Development (which later on became the present World Bank), and the tiny but important
Secretariat of the General Agreement on Tariffs and Trade (GATT) in Geneva. In the following
decades, this process of integration has been implemented most essentially in two fields: (a) the
Iiberalisqtion of trade relations, international direct investments and technology transfers; (b) the
integration of financial markets. Integration in these varying dimensions reflects different levels of
intensity and geographical diffusion. While financial integration is extremely intense and diffuse,
commercial integration is somewhat less important and unevenly distributed geographically (very
intense in some areas and extremely modest in other areas). International direct investments and
technology transfers are very diffuse among industrialised countries and much less so towards
undeveloped areas. Still, there is no doubt, especially after the demise of Communism and the
disintegration of the Soviet Union, that integrative tendencies in the international economy have
increased and enlarged to a tremendous extent and that “globalism” is a dominating trends in

today’s international economic relations.

[t should be noted that globalism is not only extending its reach by gradually including areas and
countries previously belonging to the realm of command and state economy. Globalism is also a
process of intensification of economic relations thanks to the extension of liberalisation to new
fields, like services and intellectual properties (in tune with the de-materialisation of advanced

economies).

In the years after the Second World War as well as during the Cold War era, trends towards
economic Internationalisation were not linear in their chardcter, nor so are trends related to today’s
globalisation. The general rule of thumb since the GATT’s inception, i.¢. the Most Favoured Nation
clause, has - so to speak - suffered important “regional” exceptions. In fact, in the GATT regime,
international economic integration is provided by the interplay of a broad and uniform processes of
liberalisation, on one hand, and particular preferential regimes geographically limited, like the
regime of preferences for the less developed countries and, more significantly, free trade areas and
common markets. Appropriate preferential regimes have been included in the GATT as legitimate
and helpful processes of liberalisation, complementary to the general process. This two tracks
process 1s going on even today: the advent of globalism being accompanied by the advent of so

called “open regionalism”.



The economic rationale for this two-tracks process is the argument that preferential regional regimes
bring about effects of trade creation that are more important than those of trade diversion. For this
reason, a particular and local discrimination may be regarded as conducive to an increase in global
liberalisation. This argument has been contested on many grounds from the point of view of theory.
Nevertheless, it remains a comnerstone of the process of economic international integration started
after the end of the Second World War within the GATT and pursued today within the World Trade
Organisation (WTO).

One important reason for adopting the “regional exception”, despite it may be controversial among
economists, is that economic regional integration must be considered as a strategic factor in
bringing about and solidifying political alliances and coalitions. Without going into a historical
overview, the post-Second World War experience shows in a fairly clear way that successful
processes of economic regional integration or co-operation have strongly backed up the existence of
successful political alliances or coalitions, be they the looser EFTA or the more intimate North

Atlantic and Western European brands of integration.

One can assume that regional trends of integration and co-operation are fundamentally sustained by
political factors. Hardly can nations accept to integrate significantly their economic relations, unless

they have some special political motive to do so.

The topic of this paper concerns the political context of the economic integration and co-operation
processes going on today in Western Europe and the Arab World/Middle East as well between
them. The broad topic of the paper is thus whether the political processes presently backing up
ongoing or planned agendas for regional economic integration can sustain these very agendas (or to
what extent). In other words, the question is whether ongoing agendas for regional economic

integration are politically sustainable.
The global context

In his book on the post-Cold War’s geopolitics, Zbignew Brzezinski' points out that, despite the
fundamental changes that took place in the last decade of the 20th century, the central challenge of
world politics to the US remains Eurasia. He says that the US can retain its world power only
contingent to its ability to dominate the Eurasian balance of power and prevent Eurasian powers
from establishing coalitions against the US. In order to control the Eurasian balance of power, the

United States must control the three key-arcas in which, in fact, they have already established their

' The Great Chessboard, Basic Books, New York, 1997.



principal alliances: Western Europe, the Middle East (i.e. the Levant plus the Gulf) and a set of

countries in the Far East, like Japan and South Korea.

In this perspective, the United States, as the sole world superpower left, is interested in promoting
political cohesion and economic growth in these three individual areas and making them mutually
supportive. Exceptions to global rules (in the shape of preferential regional economic links) may
well be allowed if they help strengthening the global geopolitical posture of the US and its regional

alliances.

It must be stressed that this has been the constant policy of the US with respect to Western
European integration. For sure, European integration may have not been without costs to the US,
but there is no doubt that the latter have been outweighed by strategic and political benefits. On the
other hand, these costs must have not been that high, because the relations between the
Industrialised allies (the G-Seven) have always been framed by a strong institutional networks in
which they have been able to negotiate and eveniually mitigate such costs, even by making linkages

between political and economic issues.

In principle, the same policy has been envisaged and, whenever possible, carried out towards the
Middle East. In this area, however, regional conflict and international (even inter-Arab) tensions and
differences have prevented the same policy from being conducted and sometime even proposed. A
significant change was introduced by the beginning of the Middle East Peace Process, when the
outlook for a conflictless region made it possible to initiate the Peace-Process-related multilateral
track of negotiations; to set up the Regional Economic Development Working Group; and to start
the process of the MENA Economic Summits, in the perspective of what Shimon Peres had called
the “New Middle East”. Because of the standstill the Middle East Peace Process is suffering, this
perspective is presently on hold, to say the least. Nevertheless, there is no doubt that the coherence
of the global political setting which prevails today would require a more cohesive regional standing

and that the US as well as the EU keep on being interested in pursuing regional integration.

In fact, the European Union has partly taken up the aim of fostering Southern regional integration by
putting forward the Euro-Mediterranean Partnership (EMP). The latter, however, is not coinciding
but only overlapping with the US geopolitical agenda in the south-western approaches of Eurasia.
First, the EMP is not related to the Middle East but to Mediterranean, an area which from a strategic
point of view doesn’t make much sense for the Middle Eastern countries and the US (nor - this
author 1s guessing - for the EU). Second, there are differences between the EU and the US agendas

with respect to Middle Eastern and Mediterranean issues.



To sum up this brief analysis, it must be pointed out that the global political framework, as
dominated as 1t is by the US and its alliances, is favourable and conducive to exceptions to global
economic trends in the form of regional economic integration. For sure, regional economic
integration must comply with the rules and expectations of “open” regionalism and cannot amount
to no-return discrimination. If it complies, regionalism is regarded as complementary to global
trends. Despite this large consistency between global and regional realms, however, the specific
trends of regional co-operation and integration suffer many difficulties and contradictions in the
European and Mediterranean areas as well as in their mutual relations which deserve attention and

concern.
Regional processes of integration around the Mediterranean

The most relevant processes of regional integration presently at work around the Mediterranean
basin are three: (a) the process of European integration which, further to its chances to be deepened,
1s certainly characterised by its enlargement to the countries of Central-eastern Europe; (b) the
attempts and the different projects of co-operation and integration on the Southern and Eastern
shores of the Mediterranean basin; (c) the process initiated by the Euro-Mediterranean Partnership
between the member states of the EU and twelve Arab and non-Arab countries lying on the
Mediterranean sea shores. What is the political dynamics started by these three processes in their

respective interplay?

The process geared to furthering European integration has been designed by a document called
“2000 Agenda”, This document envisages a set of policies and negotiations with respect to three
aims: (1) the deepening of the European integration, especially in the fields of foreign and defence
policy and the freedom of movement inside the European space (and its important political and
institutional implications in relation to immigration, political asylum, citizenship etc.); (ii) the
enlargement of the European Union, primarily to a set of central-eastern European countries and
then to some countries in the Balkans; (iii) the adjustment required as a consequence of the
enlargement to about thirty countries in the political institutions and the basic economic frame of

the Union,

The outlook for this process are good, in the sense that there is no doubt that the area of European
integration will be enlarged and reinforced. This will remain true even if the Agenda will not be
implemented fully. The weakest perspective of implementation concerns the strengthening of the
Common Foreign and Security Policy , that can hardly become stronger than the weak CFSP

currently being implemented in application of the Amsterdam Treaty. Despite this and other



limitations, the results of the process will be impressive, at least in economic terms. [t must also be
stressed that the enlargement of the European integrated area is part of a wider trans-Atlantic
process of integration, for many countries involved in the European enlargement are also involved
in NATO enlargement and in the Partnership for Peace created by the Atlantic Alliance to help
solidifying the Alliance’s links at the western extreme of Eurasia. To conclude on this point, it must
be pointed out that, in the end, the US and the EU may well manage to combine the cohesion of the
Alliance with the emergence of the so-called European Security and Defence Identity within the
Alliance. In this case, the result will be a stronger and considerably compact Euro-Atlantic area of

integration.

These European developments are confirming the Eastern bias of the European Union after the end
of the Cold War. There is no doubt that the EU, within or without the wider framework of the
Atlantic Alliance, is concentrating its political destiny on the reinforcement and enlargement of

Europe itself and becoming somehow narcissistic and inward-looking.

Thus trend is not completely and satisfactorily consistent with the requirements of the global setting
the US and the constellation of US-led alliances are pursuing. The geopolitics so well described by
Brzezinski demands for the reinforcement of the Gulf area, and the Gulf area cannot in turn be
reinforced unless it is backed by a stronger a viable Levant. Despite differences between the US and
Europe, there is a fundamental agreement on the necessity to strengthen the Middle East/Gulf area
by making it more economically viable and politically stable (disagreements are about ways and

means to do it; not about goals). But to that purpose the EU must grow less isolanist.

The Euro-Mediterranean Partnership was born at the end of 1995 to balance the exceedingly eastern

orientation of the European Union. How did it work?
The Euro-Mediterrancan Partnership

In its three years of existence, the Euro-Mediterranean Partnership has duly progressed in
implementing its agenda of economic co-operation. Less so in fleshing out the various aspects of the
security co-operation envisaged by the first and third chapter of the Barcelona Declaration, that is,

"hard" and "soft" security, respectively?

The balance sheet, after the second ministerial meeting in Malta (15-16 April 1997) and the ad hoc

ministerial meeting in Palermo (4-5 June 1998) is somehow disappointing. Co-operation in the field

2 Hard secunity includes co-operation in a number of political, military and military-eelated ficlds aimed at preventing conflict, establishing confidence-building measures (CBMs),
limiting and controlling conventional armaments as well as weapons of mass destruction (WMD) and inhumanc weapons. Soft security refers to co-operation in the struggle against

terrorism. international organised crime, drug trafficking and illegal migration



of soft security has not seen any significant progress. As for hard security, only few CBMs have
been approved. At the Palermo meeting, the Presidency's concluding remarks pointed out the
parties’ intention to pursue talks on the Charter, the instrument that is meant to regulate security
relations, but no significant change in the South's negative or reluctant attitudes to the approval of

such an instrument seems in sight.

Apparently, the factor that hinders progress in the EMP's “area of peace and stability” is the
standstill in the Middle East Peace Process. The connection was very clear and obvious at the time
of the Malta ministerial meeting. Though there can be no doubt that a success in the MEPP would
allow the EMP to proceed towards a more or less significant implementation of its “area of peace
and stability”, it must be pointed out that the Middle East Peace Process standstill is but a proximate
cause of EMP difficulties, notably in relation to *hard security” co-operation. In fact, there are
structural causes hindering EMP's implementation above and beyond the fact that a final resolution

of the conflict in the Middle East still is slow in coming.

The EMP's ambition to establish an “area of peace and stability” based on co-operation 1s exposed
to a number of challenges of a strategic as well as of a political and institutional character. From a
strategic point of view, the “Mediterranean” area is fragmented into a number of diverse disputes
and conflicts which are only loosely or not at all linked to one another. On the other hand, it does
not make sense to talk about a “Mediterranean” Islamism or a “Mediterranean” arms proliferation.
Furthermore, South-South threats come from a range of countries that lie beyond the area
contemplated by the EMP (e.g. threats from Iran and Iraqg). With respect to this fragmented reality,

the multilateral co-operative security scheme put forward by the EMP may look incongruous.

From a political perspective, it must be pointed out that the Arab countries see the EMP primarily as
an instrument for upgrading their political and, above all, economic relations with the European
Union. They do not conceive of it as a tool for solving the most important outstanding disputes in
the area, such as the Arab-Israeli conflict or the Western Sahara issue. This limitation is embedded
in the Barcelona Declaration, which states that the EMP as a security initiative “is not intended to

replace the other activities or initiatives undertaken in the interest of the peace” in the area.

Finally, there are institutional challenges to EMP's congruity with Mediterranean security: do EMP
institutions fit with its security agenda? The first such challenge concerns the EU-centric character
of EMP. The EMP has not been endowed with its own secretariat; it is the Commission that acts as
the de facto secretariat of the EMP. Besides, the Senior Officials’ Committee is chaired by the six-

month revolving EU presidency. Such arrangements exacerbate the southern partners’ sense of



estrangement from EMP by confirming that it is less attuned to their security needs than to those of

the EU.

Another crucial institutional challenge concerns the EU institutional capacities themselves, rather
than EMP. The EU is not regarded by its southern Mediterranean partners as a credible political and
military power. It is perceived mostly as a “civilian power”, with no inclination and means to get
involved in “hard” security policies in the area. The southern partners are fully aware of the
weaknesses of the CEFSP as well as of the weaknesses and ambiguities of the role of the Western
European Union (WEU) as the EU's military arm. Political power still resides in the European
national capitals; as for military power, it 1s shared by the European capitals, the United States and

NATO.

In conclusion, EMP’s difficulties may be ascribed less to its broad goals of co-operation than to the
European insistence on developing a security partnership inside the EMP which objective
circumstances cannot allow. There are indications that the EMP is going to adopt a less security-
and more developmental orientation, like the positive attitude of the Partners to enlarge the EMP to
the Balkan countries lying on the Adriatic. This move, by diluting the Euro-Middle Eastern
character of today’s EMP, would bring about a more workable format. If European insistence on
security will be dropped at next Ministerial EMP’s Council in Stuttgart (April 1999), the
Partnership will thus have an opportunity to work. This would ease regional economic co-operation

across the Mediterranean Sea and reinforce the global trends at work.

Would a more effective Euro-Mediterranean Partnership be consistent with political and economic

processes at work on the Southern and Eastern sides of the Mediterranean?
Integration and fragmentation in the Middle East and North Africa

Trends of integration in the Middie East and North Africa are rather weak, both politically and
economically. Stitl, the issue is presently tabled in many quarters and lively debated. What political
pulling force may foster more integration in these areas? Three scenarios have been set out in recent
times: economic integration and co-operation (i) driven by pan-Arabism; (ii) pursued within the
framework of what has been called “New-Middle-Easternism™; (iii) or supported by

“Mediterraneanism”, i.e. the Euro-Mediterranean PartnershipB.

7 See Mohammed El-Sayed Selim, Mediterraneanism: A New Dimension in Egypt’s Foreign Policy, Al-Ahram Centre
for Political and Strategic Studies, Strategic Papers No 27, March 1995, Cairo; Saad Eddin Ibrahim, “Future Visions of
the Arab Middle East”, Security Dialogue, Vol. 27, No. 4, December 1996, pp. 425-436.

8



First of all, it must be pointed out that Mediterraneanism is not an alternative to pan-Arabism or
New Middle-Easternism. In principle, it can cohabit with both of them. In fact, one can aptly argue
that the EMP, by including both Arab countries and Israel, has superseded the Euro-Arab Dialogue
scenario, in which the Europeans seemed to envisage separated approaches to the Arab World, on
one hand (De Gaulle’s “politique arabe™), and to Israel, on the other hand. There is no doubt that the
EU and a number of European countries proved annoyed by the MENA Economic Summits process
(which can be considered as the implementation of the “New Middle East” ideology). But this was
due mostly to European fears about the likelihood of a competition between the MENA process and
the incipient Barcelona process. It was not due to a EU perception that the two processes were

mutually opposed.

With the standstill in the Middle East Peace Process, more and more most Arab countries are
rejecting “New-Middle -Easternism™ and supporting inter-Arab economic integration predicated on
pan-Arabism or whichever “Arab-first” option. In fact, one can distinguish between two different
attitudes: one is sharply against co-operation with Israel; another recognises the strong limits (that
have been pointed out even by the international economic community*) but is arguing in favour of a
fair and expedient policy of “proximity”. The political evolution, after the Netanyahu government
has been sworn in, is making even a policy of “proximity” (e.g. some common infrastructure)
impossible. However, no progress seems in sight on the pan-Arab or Arab side either. The Arab
Maghreb Union (which was the heir of a Comité Consultatif du Maghreb, disrupted by the
Algerians’ decision to go their way at the end of the sixties) is in a sort of recess due to the political
crisis in Algeria and to the international isolation imposed on Libya. The Damascus Pact has not
worked the way it was supposed to. The Arab League has never been provided by its members with

a modicum of independence and cannot be the political driver of Arab integration.

The EMP cannot be a substitute for Arab or New Middle Eastern political will. In the middie-long
term, 1t can help gradually modifying the political landscape. Most of all, it can influence economic
co-operation and integration in a positive way. A greater degree of economic integration might in
turn help political cohesion to emerge. In the shorter term, however, the EMP"is an mmportant
political factor for it secures across the Mediterranean a stroﬂg link between the Middle East, North
Africa and the important integration trend at work in Europe and in the trans-Atlantic circle. By
securing this link it prevents the Middle East and North Africa from being marginalised with respect

to global political and economic tendencies.

* Stanley Fischer, Dani Rodrick, Elias Tuma (eds.), The Economics of Middle East Peace. Views from the Region, London
& Cambridge (Ma): MIT Press, 1993.



Conclusions

The global political context, despite limitations, is conducive to regional economic integration in the
European and Mediterranean/Middle Eastern areas, for such integration is consistent with the global
geopolitical project pursued by the constellation of alliances between the US and varying regional

powers in Europe and the Middle East/Gulf.

Local political conditions vary considerably, however. The European context is developing apt
conditions for an enlarged and strengthened integration, within the Eropean as well within the

Atlantic framework, by including Central-eastern European countries.

This European trend towards Central-eastern Europe and a broad focus on Europe itself can be
compensated by the reinforcement of the Euro-Mediterranean Partnership. The latter, however, has
been misdirected by the European Partners by attempting tot attain a security partnership that seems
not ripe in the present political context. The resetting of the EMP towards its broad co-operative
alms in the social, economic and cultural fields might put te Partnership again on track and provide
the Euro-Mediterranean regions with positive political stimuli towards regional economic

integration.

In North Africa and the Middle East -comprising the Gulf - trends towards political cohesion are
very weak and, as a consequence, trends towards economic integration are weak as well. The
alternative between Arab integration and New Middle Easternism is not really there. Even if peace
will be established in the region, there will be no integration between Arab countries and Israel.
Though, a reasonable neighbourhood should become possible and act as a developmental catalyzer.
Meanwhile, the development of Mediterraneanism cannot replace regional integration in the Arab

World. It can, however, be helpful.
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THE EU AS AN INTEGRATELD ECONOMIC AREA: POQLICIES AND
PERSPECTIVES
by
Natalino Ronpzitti

Professor of International Law, University LUISS G.
Carli, Rome; Scientific Advisar, IAI

EURQPE AS AN AREA OF CO-QPERATION AND SECURITY

The only paneuropean organization currently present on
the Continent is the Organization for European Security
and Co-operation(Osce), Osce ha two main features:

is an organization grouping not only European States but
also Canada and. the United States, on one hand, and the
Central Asia Republics, on the other (they have been

congidered Eurcopean since are successors of the Soviet

- Union, a founding member of the former CSCE);

is a security organization based on cooperative security

The economic d;mension'is part of the OSCE architecture,
but. has never become & characteristic of that
organization.‘

OSCE has an human dimension and this qualification is
relevant for the ecconomic integration of the Continentc.
For instance the free movement of the persons is linked
to the economic integration as well as the right of
migrant workers that since long time have become part of

OSCE human damengion.

WESTERN EUROPE AS AN INTEGRATED AREA

EU is not the only organization in Western Burope. This

part of the European Coptinent 14 aankavad around a




number of institutions which have at the same time
gimilar and different tasks. This raises problems of
coordination. The similarity of functions ghould
strengthen complementarity and diviseion of 1labor.
Institutions should interlock and not interblock.

A guick perusal shows that, in additien to EU, the
following organizations concur in integrating Western

Europe:

Council of Europe
- Weo

Nato

t

Efca (European free trade association).

The importance of the latter organization is decreasing,
since mogt of its members become part of EU. Currently,
only Iceland, Liechtenstein, Norway and Switzerland are
Efta members. EU and Efta concluded, in 1992, a treaty to
get up the EEA {(Buropean seconomic space). ﬁowevar,
Switzerland is not part of the EEA, gince it was
repudiated by a referendum.

Efta is the only economic organization belonging to the
above nmentioned category (leaving aside the Paris based
QOECD) , However, the organization, here listed, influence
EU or are influenced by EU.

The Council of EBurxope and ics Convention on Human Rights
is responsible for the development o basic rights within
EU. Weo. ig linked to EU, in the sense that it should
become part of & process aimed at giving EU a defence and

security policy.




It is worth noting that all tthe organizations here
mentioned, but Efta, are "going East", gince after the
end of cold war they are open to membership of countries

once belonging to the Soviet Union sphere of influence.

THE PROCESS OF EUROPEAN INTEGRATION

Nowadays, EU is facing two challenges: enlargement and
deepening.

Enlargement is possible, since EU is an open organization
{(with qualification). A final <c¢lause in the treaties
establishing Buropean Communities and after in the Treaty
egtablishing EU sets out that every Buropean State can
become a member. The procedure for becoming member is
complex and & number of phases should be exarted,
including the ratification of the treaty of adhesion by
member Statesg,

Deepening requires a formal modification of constituent
treaties. However, more simple and less time consuming
procedures could be activated, such as that covered by

Article 235 of the EC,

THE TREE PILLARS OF THE EUROPEAN UNION

At its origin, BC was wainly an economic community. After
the entry into force of the 1992 Maastricht Treaty, EC
hag become part of a peolitical process aiming at unifying
Europe and trangforming it in a body close to a federal
State. The current structure of the EU is made of three

Pillars:.




- European Community
- Common security and defence policy

- Justice and home affairs

From an institutional point of view, EU encompasses three
commmunities (structures): the EBuropean Coal and Steel
Community, the EBuropean Economic Community and the
Buropean Energy Community (Euratom). This institutional
complexity does not help the lawyer. Suffice to say that
the economic integration rotates around the European
Economic Community, which has been named European

Community atter the Maastricht Treaty.

THE EUROPEAN COMMUNITY AS AN INTEGRATED ECONOMIC AREA

EC is not a simple free trade area. On the contrary, it
is a space governed by a complex of institutions, endowed
with the power to enact legislative acts. Moreover, EC is
governed by a number of principles and rules enshrined in
the constitutive treaties.

The EC, asg an integrated economic area, is based on the
internal wmarket., This is defined by the Single EBuropean
Act, later transposed in the Maastricht Treaty, as an
area without intcernal frontiers, where the free wmovement
of goods, persons, services and capitals is ensured. The
provigsion adds a caveat, in the sense that the movement
is ensured according the provisions of the Treéty {Single
European Act and after the Maastricht Treaty).

The transition from the common warket (the original

notion of  the. constitutive. treaties) to that of the




internal wmarket has required a number of legislative
acts, mainly directives, in order to eliminate barriers
and obstacles to free movement.

The functioning of the internal market is strengthened by
a number of basic principles which constitute the
fundamental of the EC economic policy. I will indicate
three of them: :
EC prohibits any discrimination based on nationality. For
instance, as far as goods are concerned, c¢ontingents and
quantitative restrictions are forbidden (art. 20 EC).
haxmonization

Free movement regquires that legislative provisionas be
gimilar in mewmber countries, Radleal disparities in
legiglation are obstacles to exchanges. Hence
harmonization is_a prerequisite for the good functioning
of the internal market.

mutual recoguition

Obstacles to free mwmovements of goods derive £from
technical barriers and legislation imposing rules on the
quality of goods (for instance, in Italy, pasta should be
made with a particular quality of wet)., According to the
jurisprudence of the EC Court of Justice, goods are
admitted to £free movement if they are made in conformity
with the legislation of the country of origin. The
implementation of this principle renders less necessary
the. enactment. of directives for. harmonization.

The principle of mutual recognition has been applied aleo

to services and. ingtitutions, for ingtance banks. Here,




"

)

however, a minimum of harmonization is required (for
instance for prudential, as far a8 banking law is
concerned) .

In addition to the above principles, I will indicate
other tools ensuring the good functioning of the internal
market.

the competition policy

Internal market could not function without a real
competition policy. Articles 85 and &6 of the EC Treaty
are the foundation of cthis policy, which has been
entrusted with the Buropean Commission and is borne with
the establishment of the EEC in 1958.

Litigation in c¢ivil and commercial matters requires a
prompt solution of disputes and the enforcement of
judgments in  another country. The 1968 Brussels
Convention allows a simplified form of exequatur and is
one of the pillar of the Eurcpean judicial space.

market economy v. interventionism

Lastly let wus consider whether market economy is a
necessary ingredient of the internal market. As has been
illustrated by J. Pelkmans, the EC Treaty does not
exclude interventionism. Property rights still falls
under the domesti¢ jurisdiction of the wmember countries
and State aid is not ex¢luded {art. 92 EC). Moreover
interventionism and subsidies in agriculture ig a well
known phenomenon. Privatisation, which is rconvergent
process in the EU" (Pelkmang)}, seems more a policy matter

than an abligation dictated by the. BC.Treatv,




THE EU AS A COMMUNITY OF LAW

The role of the Court of Justice of the Eurcpean
Community should, first of all, be polnted out.

BU is a legal community. BU legislation is the product of
a legislative process and should be consistent with the
constitutive treaties. In case of inconsistency, remedies
are provided and illegal acts rendered void. The Court of
Justice of EC is entrusted with the task of administering
legality. The Court jurisdiction way be triggered hy EC
institutions, member States, individuals and 1legal
persons. National jurisdiction are entitled/obliged to
defer a case before the Court of Justice in order to
ensure the uniformity of application of EC law.

In this connection the implementation of EC law into the
internal legal systems should also be considered. |
Legal order of member States are obliged to apply EC law.
While regulations are binding in ctheir entirety and
directly applicable in all mewber Stateg, directives are
obligatory as to the result to be achieved, but national
authorities are free to choice Lhe form and meéhod to
implement them., The third kind of obligatory acts, i.e.
decisions, are hinding in their entirety to whom they are
addressed,

Is EC law directly applicable?

While regulatione are directly applicable, member:scates
are duty-bound to enact implementing, legiélation for
directives. Usually a time frame of two ye&rs is given.

After the elapse of thig periad, a directive cannot be




deemed obligatory in a member State, unless directly
applicable, i.e. unless it contains self-executing
provipions. In this case, individuals can enforce a
directive before pnational tribunals and a preliminary
ruling by the Court of Justice might or should be asked
in order to see whether the directive is conferring
pubjective rights to individuals. The EC Court of Justice
has stated, &ince the affaire Francavich. (1991), that a
compensation should be paid to individuvals damaged by the
failure to enact legislative measure to implement a
directive.

The supremacy of the EC law is a settle rule.

BC law, both treaty provigions and provisions enacted by
EC sources (i.e. regulations, directives and decisions),
prevails over national law o©of wember States. This
principle has been restated many times by the Court of
Justice, which also has affirmed that national law,

incongistent with the EC law, should be abrogated.

THE EU AS AN AREA OF DEMOCRACY

The EU legislative process is not purely
intergovernmental. Onc¢e centered around the Commission
and the Council (where member States are represented),
the legislative process is now charactergzed by an
expansion of the powers given to the European-Parliament.
This body , which had only an advisory xole, has acquired
more powers and now share a co-decision function with the
Council. Also the budgetary powers of the EP have been

increased. Even. though the balance of. powers ie leaning




towards intergovernmental procedures, the role of EP,
which 4is elected by direct wuniversal suffrage, has
dramatically increased since its foundation.

Democracy within the EU is also ensured by other basic
principles.

It 4is to mention, first of all., the principle of
vgubsidiarity” embodied in the Maastricht Treaty. The EU
should not become a wmodern Leviathan choking national
autonomies. Hence, in the fields of its exclusive
competence, intervention by EU 4is related to those
objectives which cannot be sufficiently alchieved by the
member States acting alone and are better pursued by the
Community. The principle of subsidiarity is coupled by
that of *"proportionality™. As stated in the Maastricht
Treaty, action by the Community shall not go beyond what
is necessary to achieve the objectives embodied in the
Treaty.

Democracy is8 also ensured by the respect o©f the
fundamental human rights, Article F of the Maastricht
Treaty 8tates that *The Union 1is founded on the
principles of 1liberty, democracy, respect for human
rights and fundamencal freedoms, and the rule of law...".

Respect for human rights is a copdicio sine qua non for

becoming member of the EU.

THE EURQPEAN CENTRAL: BANK AND THE SINGLE CURRENCY
Economic integration hasg been prompted by the entry into
force of the single Eurcopean currency. Different

currencies are an obpstacle for the complete realization
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of the internal market, Single currency is governed by
the ECB, which has been entrusted with regulatory powers
both wvis a vis member States and institutions and
corporationg. The National Central Banks have become
executive branches of a sgystem highly centralized and
independent. ECB enjoys an independence similar to that
of the German Bundesbank and its powers are not balanced
by the EP or by wmember States. Its main objective, the
gtability of price, should boost intraBC trade. Stability
of price means a clear stand against inflationary
policies. EC institutions have been endowed with powerful
instruments to achieve this objective, such as the Pact

of grow and stability.

THE. CURRENT FEEATURE OF THE BU LEGISLATION

The EC Treaty has been modified twice, in recent times,
in order to pursue integration, establishing new
policies, and ameliorating the decision-making process.
The wmost outstanding wodification relate to the
establishment of the single EBuropean currency, as far as
the EC is concerned, and the policies embodied in the II
and III Pillars of the EU.

After the implementation of the Single Burcpean Act and
the realization of the internal market, the guality and
characteristics of the EC legislation has changed. EC
legislation is nowadays more aimed at abolishing existing
obstacles and establishing a real market economy than at

creating new ruleg, This simplifies the task of national

legqjglateor, wha isg called to abrogate existing rules




i1

rather than enacting new provisions. Abrogation or non-
application of existing national law, inconsistent with
EC law, i8 a task which can be performed by applying the
principle of the supremacy of the EC law over national

law.

VTHE INSTITUTIONAL CONVERGENCE AND THE COMPETITION BETWEEN
LEGAL ORDERS

Institutional convergence should be ensured by the
principle of 1legislative harmonization. Harmonization,
however, is not complete and finds its limits both in the
congtitutive treaties and the economic and adminigtrative
structures of member States. For inatance, taxation falls
within domegtic jurisdiction of member States, except VAT
and excises since EC article 9% only relates to indirect
taxation. Administrative structures vary from member
State to member State and this prompt corporations to
find out the T"better legal order" where to establish
their headquarters. The phenomenon of competition between
legal order is well known. It is still to be assessed
whether this kind of competition is beneficial f£for the
internal wmarket or, in the 1long run, is creating

distortions to its functioning.

THE ENLARGEMENT OF THE EU AND THE PROCESS OF THE TWO
TRACK INTEGRATION

Since its foundation, EU has known a precess of
progresgive enlargement. Ite 6 original wembers have

becoma 15. Until the Maastricht Treaty, enlardqement has
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not been followed by a differentiation in rights and
duties of member States, the transitory measures required
by the adhesion apart. After Maastricht, the practice has
been to permit derogations. The outstanding example is
the single Buropean currency. Denmark, UK and Sweden are
out of the system, having chosen to stay apart. Greece
has not yet the regquisites required by the Treaty to join
the single currency. Consequently, two track integration
is a reality.

This might prove necessary with a Community open to the
adhesion of other countries and becoming a Community of
more than 25 members. However, twa basic rules should be
followed for not endéngering the integration process.

The first is related to the "acquis communautaire". This
should be preserved and embody both Treaty rules and
secondary legislation. In this connection, particular
attention ghould be given to the “acquis' related to the
internal market,

The second rule is connected with the possibility of
having a two track integration. Member States able and
willing to speedily achieve the objective of integration
should not be blocked by those who cannot stand with the
pace established by more virtuous members. Provisions on
enhanced or closer cooperacticn have been set out by the
Amaterdam Treaty and c¢loser cooperation is now a tool
which c¢an be employed within the I and III Pillar,

...... i4~Ad +har an arranlished procedure is followed.
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ARE II AND TIII PILLAR INFLUENTIAL ON  ECONOMIC
INTEGRATION?

The consequences of I1 and III Pillars over economic
integration have not yet been assessed. One can only say,
ag far as II Pillar, that common foreign policy plays a
role in the process of enlargement and the request that
candidate States be respectful of rule of law and human
rights, including economic <freedoms. A dewmocratic
environment should push a sound and free integration,
Moreover, a common defense policy should prompt member
States to establish new rules aimed at building a common
policy for dJdefence industries, which BC Article 223
pregserves from the internal market.

III Pillar undoubtedly has an influence on the I Pillar,
gince it deals with such items as free wmovement of
persons acrogsg the internal borders and immigration. It
is to be noted that a mechanism for transferfing a
particular item from the III to the I Pillar is foreseen
by the Treaty of Maastricht, and that after a period of
five years from the entry into force of the Treaty of
Amsterdam visas, asylum, immigration and other policies
related to free movement of persons shall be regulated
according to a procedure wnicn lu wsel iu wmetion by the

Furopean Commisgion.

CONCLUSTION
The EU is facing ambitious challenges such as the
objectives set out by Commission in the Agenda 2000, the

reform. of. the hudgat and of the CAP {(common agriculture




policy). The most important Lask is represented by the

enlargement and the choice between countries which should
adhere during the first wave and chose which will £ollow.
Enlargement presupposes for certain wember States the
reform of institutions and probably the strengthening of
the two track integration. Aanother major concern is
represented by Euro. The single European currency is a
recent creation and only experience will tell if it has
been a success story.

It is to early to forecast the kind of repercussion thcsé
procesges might have on the internal market and the core
integration policies. A major challenge is represented by
convergence of national economies, regional integration
within EU and an harmonization of £iscal policies, in
order to avoid distorting practises and unhealthy
competition between Llegal orders. One ghould add the
completion of privatisation policies and the insertion of
appropriate rules on market economy into the BC Treaty,
since developments in this context cannot only be left to
the Court of Justice and to the implementation of general

principles.




« [STITUTO AFFARI
1 T tNAZIDONAL -ROMA

nt b Aol
25 FEB.1999

L LIOTECA




©

EMU and the Mediterranean Area

By
Giorgia Giovannetti Universita degli Studi of Firenze and European University Institute*.

1998-10-20
First Version March 1993+

Abstract

This paper analyses the impact of European Monetary Union on outside countries, with emphasis on
countries of the Mediterranean Area (MED12). After discussing the possible "eurization" of bilateral
trades between EMU countries and countries with close economic and geographical links; the possible
"eurization" of existing debts, today denominated in dollars, and the closely connected increase of
direct investment and private capital flows to the area, the paper argues that the advent of EMU is
likely to have a positive, though small, effect on MED12. As a related issue, the paper also discusses
the stability of the demand for euro and some possible implications of EMU for the international
monetary system.

JEL classification numbers: F15, F49

Giorgia Giovannetti

EUI

Via dei Roccettini

San Domenico of Fiesole (Fi)
Errore. Il segnalibro non ¢ definito.

* I would like to acknowledge financial support by MURST.
~ A first draft of this paper was presented at the Conference L'Europa del Trattato di Amsterdam e
dell'euro, EURIT, Firenze, 20 marzo 1998, organized by the European Parliament.



-

D) Introduction:

January 1st 1999 the third phase of the European Monetary Union (EMU) will start. The eleven
participating countries will adopt fixed exchange rates and, from 2002, the euro will completely substitute
domestic currencies. This involves a profound change in international finance and certainly is a very
important change in regime.

The start of EMU will have important consequences not only for participating countries but also
for "outsiders", in particular for all those countries, in Europe and outside, with strong trade and financial
links with EMU participants (namely, countries of the Mediterrancan Area, Central and Eastern European
Countries, Countries of the French CAF zone, as well as UK, Switzerland, Denmark, Greece and
Sweden). These consequences are likely to be stronger, the more the euro will be used as international
currency,

In the following I will not enter the argument of the relationship between EMU participants and
European countries such as Greece, Denmark and UK, which do not participate in this phase of the Union
either because not fulfilling the convergence parameters (Greece) or for choice (UK and Denmark) (cf.
IMF, 1997). T concentrate on the links between EMU and true "outsiders”, with particular emphasis on
countries of the Mediterranean Area which, because of geographical reasons as well as composition of
trade flows, will be particularly sensitive to evolution of EMU (Section 3). In order to do this, however, I
have to deal, briefly, with the issue of the use of euro as internﬁ‘;i;:;nal currency (Section 2) and its
challenging the dollar dominance. The more the euro will be used internationally, the higher are likely to
be the consequences for EMU trade partners.

In the conclusion I shall consider some possible implications for the International Monetary
System of the fact that Europe is, for the first time, considered a big player on the world scene, with a size
and a role similar to that of the US (and Japan). |
II) Euro as international currency and the possible consequences for the International Monetary
System.

The demand of euro as international currency will depend on many different factors: from the
relative size of domestic me;rk:et to the stability of monetary policy of the European Central Bank (ECB),
and will be subject to uncertainty, linked to cyclical ﬂuctuéﬁon’sz in countries of EMU as well as possible
effects of a single monetary policy on countries characterised by different financial structures and with

very different debt level at the start of the union (Cf. Giovannetti, Marimon and Teles, 1998).



Let me start with some data. With 374 millions of population (288 for EU11), European Monetary
Union has more inhabitants of US (268 millions in 1997). European GDP in 1996 is higher than that of
US not only in absolute size but also as share with respect to OECD production: in 1996 EU15 share is
38.2% while the US share 32.5%. Also the share of world trade is higher in Europe than in the US (38.3%
versus 32.5%, Cf. Table 1).

Table 1 here

Hence, Europe (with 15 but also with 11 members) has a dimension that justifies an important role
on the international scene.

Furthermore, while individual European countries are very open to international trade, peaking at
above 50% for Ireland and Belgium, EMU as a whole can be considered "closed”" (Cf. Table 2). If intra-
European trade is excluded, EUIS is even less open to international trade than the US, typically a big
closed economy (in 1995 the share of imports over GDP .was 8.7 for EU15 and 10.2 for US). EU11 stands
more or less at the same level than the US (10.9). Of course this low degree of openness has important
consequences on the one side for monetary policy decisions of the ECB and therefore for the exchange
rate policy and, on the other hand, for the amount of reserves . As for the monetary policy, EMU, being
closer than its members is more likely to put forward internal targets, i.e. price stability, versus external
targets and therefore follow a policy of strong exchange rate without caring too much about
competitiveness problems. Hence, the ECB will target inflation and this represents a big change for most
European countries (in fact, all but Germany), since they were actually monitoring exchange rates, even if
in the attempt to control inflation.

Table 2 here

As for reserves, the 1 January 1999 the EU11 re_serves’_'wj‘ll be very high when compared to
imports. In fact, EMU reserves will be given by the sum of present reserves of EU11 countries, which are
tuned on imports including intra-European imports. I shali go back to this issue later, however it is not
likely that the ECB will reduce drastically its reserves in a short period. If it were to do it, the offer of

dollars would increase (dollar overhang) with f)ossible serious implications for the external value of the

" It must be noted that the lower degree of openess it is not the only source of a lower sensitivity with
respect to exchange rate fluctuations. This will also depends on the fact that there will be no tensions
between European currencies. Traditionally, the dollar developments have affected the intra European
bilateral exchange rates, in particular those between DM on the one side and Italian Lira and UK pound
on the other, which were synchronized to the dollar and were following more closely its developments.
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dollar and a decrease of the value of reserves, mainly in dollars at the moment. On the other hand, there
could even be a shift of reserves into dollars, mainly from countries trading predominantly in dollars (such
as most developing countries) for reasons linked to risk aversion {of course the Swiss Franc, the UK
pound or the yen could also benefit from these developments).

In order to have a complete picture of the present situation, which I believe is a good starting point
for the following analysis, let me examine in detail data on the use of US dollars, yen and European
currencies for different purposes, 1.e.:

e trade invoicing;

e official reserves;

e international assets;
» debt denomination.

Previous studies (Benassy-Quere, 1996, Artus, 1997, Bergsten, 1997), examining changes in
the use of international currencies as payment mean, unit of account and reserve of value, have pointed
to a possible diversification in the adoption of a strong currency from third countries as reserve and
transaction. As we have seen, EMU will create a very large currency area, with a weight similar to that
of the US, with a unique and very large financial market, in fact the largest world financial market.
Euro can therefore be taken as a strong currency. Furthermore, new bond emissions by EMU members
will be quoted in euro, which will further extend the market. These characteristics should induce a
development of the euro as international currency. But let us now examine each issue separately.

Can the Euro become a Vehicle Currency?

The present situation of currency invoicing of international trade is reported in Table 3 (and Table
9 for MED12). As easily seen, the dollar is the main invoicing currency” and effectively the only currency
used to trade between two other countries (strictly speaking vehicle currency). As a result, the share of
world trade invoiced in dollars, about 48% in 1992, is much larger than the share of US exports on world
trade (which was about 12.2% in 1992). So, effectively, the dollar is used to denominate trade about 4
times the value of US trade. European currencies, on the other hand, are used in about 35% of trade,
including the intra-European trade (amongst the European currencies the DM is most used at about 15%

against 6% of the FF). One of the reasons brought about to explain the large use of dollar is that

2 The dollar emerged as international currency after the first world war. Between 1914 and 1931 the
dollar gained space with respect to the British pound, and the process was accelerated when Britain
suspended the convertibility of the pound in 1931, see Tavlas, 1997 on this point.




commodity and energy prices are quoted in dollars. Even the small decline in the use of dollars since
1980 seems due to the decline in the share of oil trade.
Table 3 here ‘

It is interesting to note':lthat the relative situation of invoicing currencies does not seem to have
changed much in the last 20 years, despite large changes iﬁ thié bilateral exchange rates. A more
disaggregated analysis, however, shows slightly different developments. Table 4 indicates that the
share of imports in dollars has decreased in all developed countries but the US (in Germany by 45% in
15 years, in Italy by 38%) in the last two decades. Hence, industrial countries have been able to
increase the use of domestic currencies for their imports (cf. Table 4); most likely, with the advent of
the euro, they will further reduce the use of the dollar. Intra-European trade will have to be netted out,
becoming domestic (so the share of intra-European trade invoiced in dollars will vanish), and EU firms
will have more incentives to invoice their imports in euro. Furthermore, exports of a big country
(EMU) are more likely to be invoiced in euro than exports of individual (small) EU countries. At the
moment, however, it is very difficult to find a common trend for export invoicing in the past. Contrary
to what theory will suggest, in Germany, UK and France ("big" EU countries), exports invoiced in
dollars have increased (respectively by 33.3%, 29.4% and 40.9%) while in Italy and Japan they have
decreased (23.3% and 19.8%). However, only in Japan the share of domestic currency invoicing has
substantially increased, from 29% in 1980 to about 40% in 1992°. Fewer disaggregated data are
available for countries other than industrial countries and they seem to indicate that the dollar is
effectively the most used currency (Cf. Table 9 and the discussion related to sclected countries of the
Mediterranean Area). The low total weight of the yen (around 5% only in 1992) also seems to confirm
this view.

Table 4 here

So far we have considered the current situation (use of European currencies). An issue is whether
euro will be used more than the sum of European currencies. Different views exist with this respect.
According to the European Commission (1997a) the euro willll;é used more than the sum of the European

currencies and will develop in time as an international currency, mostly in those countties having stronger

) apanese exporters have actually succeeded to impose the use of yen as international currency in
emerging countries of the South East Asia which are important trading partners and have increased
their imports from Japan. These developments may be negatively affected by the current South East
Asia crises.



links with the EMU. The underlying explanations is that alrcady now major trade partners of EU countries
(e.g. Eastern European countries) have linked their currencies to the DM (or to baskets including EU
currencies, as most MED12) and they will link them to the euro. At the world level, on the other hand,
despite a long period trend to devaluation of the dollar, it is likely that the use of euro will be only gradual,
due to inertia and hysteresis to use the dollar since the end of the Bretton Woods system, which in turn is
due to the high liquidity of the US financial markets and the low transaction costs of the dollar (Cf.
Benassy-Quer¢, 1996). McCauley (1997) claims that the euro will carry more weight than the DM does
now, but less than the sum of European currencies. Portes and Rey (1998) picture three scenarios and
claim that "the scenario in whié:h the euro shares international currency status more or less equal with the
dollar is plausible" (p.331). This possible development can.hav‘e important consequences for the
International Monetary System, which I shall briefly discuss in the conclusion.

An important point to note when discussing the likelihood that euro will challenge the dollar as
international currency is that if trade flows polarize into regional blocs, there will be more incentive to
have at least three vehicle currencies, one for each area. But in so far as trade is multilateral, the doilar
has the first comer advantage (even if the euro could be favored by the fact of being by constitution a
low inflation currency)4.

Will the Euro be used as Reserve Currency?

It is not only trade to be invoiced in dollars. Central banks reserves are presently mainly in
dollars (Cf. Table 5). In the seventies, after the advent of flexible exchange rates, which has involved a
huge and somehow unexpected increase of volatility between the major currencies, Central banks
started to diversify their portfolios (at least partially). In 1973 the dollar accounted for more than 75%
of official reserves (76.1% Cf. EC 1997a). It then declined till 1990. This declined was reversed by
1993 and the share has remained relatively stable since then. The yen and the DM, effectively the other
two major reserve currencies mirrored this development. At the end of 1996, the US dollar accounted
for 58.9% of official reserves. In the same time lag the yen has increased from 0.1% in 1973 to 6.0% in
1996 and the DM (European currencies) from 7.1% (14.3) to 13.6% (20.1%) (Cf. IMF, annual report
1997). As a matter of facts, the share of US Dollars is still three times that of DM and yen together.
Table 5 here |

* To discuss the issue of globalization versus regionalism is outside the scope of this paper. Cf. Cable
and Henderson, 1994 for a good survey.



In the present situation European currencies constitute about 20% of total reserves. It is,
however, likely that the reserves in euro will be higher than '1%1}1953 in European currencies, even if the
role of the UK pound, which accounted for 2.9% of official reserves in 1980 and 3.5% in 1995, has still
to be clarified. In fact, that Central Banks of "outsiders", especially in Europe, may decide to hold euro
to back their commitments under the ERMII in the transition phase (Cf. McCauley, 1997). Of course
the exact amount of euro in reserves is strictly linked to its success as invoicing currency and its use as
intervention instrument on exchange rate markets. It will therefore depend crucially on the economic
and monetary policy followed by the ECB.

Many existing studies point to the fact that the US market is very liquid and has very low
transaction costs; Central Banks have also preferences for Thills; this therefore biases their preferences
in favour of the dollar. For sure the Japanese yen is underused as a reserve currency because of
liquidity problems of the Japanese markets (and low share of Tbills). The euro should not suffer these
shortcomings, so that is more likely to challenge the doli.ai\\r; aéiliﬁternational currency.

The euro bonds and securities markets

The share of the US dollar in private portfolios has been declining throughout the 80s and 90s: in 1985
the share of dollar denominated assets was around 62% while in 1996 stood at around 38%. The
European capital market is (almost completely) unified and very large. Prati and Schinasi (1997), in a
detailed analysis of capital markets, emphasise the implications of the use of euro for international
portfolios adjustments and international capital movements. They argue that, despite the uncertainty, it
is reasonable to expect that, with the lower segmentation of markets due to the use of euro’, capital
flows to and from the euro area are likely to increase, even substantially, and that as a consequence, the
euro will tend to be used more than the sum of the European currencies. Private capitals are likely to
keep shifting towards the euro, because the European Central Bank will have to establish credibility;
therefore, market participants could trust, at least in the early phase of ECB, a tighter monetary policy
and a higher interest rate (McCauley, 1997). Also, there could be a bias in favour of the euro due to the
fact that European investors, which currently tend to invest mainly in domestic assets (except in the UK
stock exchange where 95% of foreign assets trade in Europe in traded) may have incentives to invest in
European assets, effectively avoiding any exchange rate risk (one of the reasons brought about to

explain the domestic bias).

> Currently the segmentation is mainly due to the different currencies.



Euro as debt denomination currency

The denomination of external debt of indebted countries is at present mainly in dollars (cf. Table
6). This is a crucial aspect for our analysis because there are many highly indebted countries amongst
countries with stronger trade links with EMU, which are the more likely to adopt euro as invoicing
currency. These countries will be particularly affected by the developments of the bilateral exchange rates
between dollar and euro. In particular, consider a country invoicing its exports in euro and paying the
service of debt in dollars. If the euro devaluates versus the dollar, this country will be negatively affected,
may not be able to pay the service of debt and eventually could be limited in the access to international
capital markets. In the long run, it could try to limit the risks from exchange rate fluctuations, either by
modifying the currency composition of debt service or the currency of invoicing of its exports, in both
cases with important implications.

Table 6 here

It is interesting to note that the currency composition of long term debt is actually more
diversified than that of trade and reserves. In most coun‘g:iqs rtthe percentage of dollars is still higher than
30%, sometimes substantially; however, after 1980 thé weigh£ ‘c;f DM has substantially increased. Even
though it still represents only 15% of the total debt, its rate of growth has been of about 40% in 15
years.

Tables 1-6 show the present situation and the relative developments of dollar, yen and main
European currencies, as invoicing currencies, as official reserves, and as currencies of bonds and debt
denomination. It is clear that any forecast on the use of euro can only be speculative. Even though the
euro will be from the start the second world currency, its developments will not match one to one the
use of main European currencies. Many estimates of the demand for euro exist (Cf. for all Hartman,
1996), but EMU is a change of regime difficult to account for in an econometric estimate and therefore
the existing estimates are not i)anicularly reliable. Most commentators (e.g. EC, 1997a and Hartman,
1996) seem to agree on the fact that euro will be used more than European currencies at present, though
not reaching the level of the dollar and not being therefore a threat for it. It is common opinion that
euro developments will depend largely on the ability of EMU to establish a unique capital market, able
to contrast the hegemony of the US one. With respect to this issue it must be said that the yen has not
been able so far to contrast the dollar hegemony despite a very large liberalisation of capital markets

after 1984, supposedly because transaction costs in Japan were still too high with respect to the US and



because the Thill share on assets was too low. Of course, to better understand the relative developments
of the euro and the dollar, a more thorough analysis of the largest and more efficient European capital
market, the UK, should be done but this is outside the scope of this paper.

The use of euro will be affected not only by the liquidity of markets but also by the volatility of
the bilateral exchange rate euro/dollar. In particular, the more stable the euro will be, the more it will be
used by third countries, especially those with strongest links to countries in EMU and those that for
different reasons (e.g. political) want to be outside the jurisdiction of US (as for instance the Arab
countries during the oil crises). If the euro 1s actually used, then the European Central Bank could get
some benefits in terms of international seigniorage (the ability to obtain real resources in exchange for
almost cost-less notes) as does the Federal Reserve in the US, e.g. in the order of 0.01% of GDP (or
less according to different estimates)6. '

In summary, the euro could develop as an international currency in a scenario of stability within
the EMU. If the euro will develop enough to threaten the hegemony of the dollar, this could have
important implications for the developments of the International Monetary System. If this is more
symmetric, with three similar players, the likelihood of a reform in the direction of having some sort of
Target Zones is increased. If it is true that the volatility can increase, as some studies maintain’,
because trade imbalances between US, Japan and Europe persist and because the volatility of the
exchange rates depend also on the degree of co-ordination of monetary and trade policies at world
level, the probability of misalignment are actually lower with symmetric players. But the negative
effect on trade flows and inveétments depend on misalignment rather than volatility, which is mainly a
short-term phenomenon. Hence, (o summarise, it is very likely that the incentives for co-operation are
larger than in the past. The more so, the more the world tends to polarise in regional trade arcas.

IIT) Consequences of EMU on " Outsider counfries”.

The consequences of EMU for the world economy depend crucially on the extent the euro will be
used in international transactions, which in turn will depend on the stability of the new currency.

Amongst the countries more affected by the developments of the euro there are the external

European countries, in particular UK and Switzerland which have important capital markets (Cf. IMF

% Portes and Rey (1998) point out that in the past Central Banks outside the US have tried to avoid
internalization of their currencies. Also many structural reforms should be introduced for the euro to
really pick up. We do not pursue these issues here, Cf. Portes and Rey, 1998.

” On this issue there are differing opinions, Cf. Cohen, 1997.-




1997 on this point) with respect to which the unique European market could be a dangerous competitors
and which in any case will have to come to terms with huge flows of euro capitals.

While it is likely that at first US and Japan will only be marginally affected by EMU, developing
countries and transition economies will be more affected by the change in regime. In particular, countries
that in the near future could join EMU, as some Central and Eastern European countries and some
"external” Mediterranean countries, together with those African countries of the CAF, which historically
have very strong connections with France, will be more sensitive to developments in European countries.
These countries have currencies often anchored to European currencies (in particular DM, FF or baskets
including the major EU currencies) and most likely they will invoice their trade flows in euro, even if they
still tend to have about half of their debt denominated in dollars. Their official reserves seem to be divided
roughly half-and-half between dollar and DM, which also seem to suggest the appropriateness of euro as
an anchor.

In what follows, I do concentrate on "external countlj_?s'l' of the Mediterranean countries but many
of my conclusions can be extended to Central and Eastern European countries as well as African (CAF)
countries.

"QOutside" countries of the Mediterranean Area.

By "external" Mediterranean countries I mean 12 countries: Algeria, Morocco and Tunisia (i.c. the
Magreb), Jordan, Lebanon, Syria, Egypt, Cyprus and Malta®, Turkey, Palestine, for which, however, data
are hardly distinguishable from those of Israel, and lsrael itself (MED12 from now). Israel, amongst those
is certainly the country with highest cultural and economic linkages with the dollar area, even if recently
has intensified links with EMU countries, with who in 1993 has signed a free trade agreement. "External"
countries of the Mediterranean area have very strong trade and financial links with EMU members (Ct.
Graphs 1a and 1b and Tables 2, 7 and 8).

Graph 1a and 1b here.

Graphs 1a and 1b show how important MED12 are as trading partner for EMU countries. As
matter of facts, with 60 billions ECU of exports to the EU15 and 44.8 billion ECU from EU15, MED12 is
the main trading partner of EU15 among developing countries (total exports to developing countries are

212.5 billion ECU and total imports from EU1S 198.5 billion ECU in 1995).

® With Cyprus and Malta EMU countries have actually custom Union relationships at the moment.
Egypt, Jordan, Syria and Yemen are the so-called Mashreq countries.
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Despite large differences amongst the economic structure, the degree of development, the
international position, the institutional and religion characteristics of these countries, for all of the MED12
the links with euro area are crucial: the EU is the dominant partner for all of them but Jordan. However,
the asymmetric nature of the trade relationship stands up. While it is true that imports of EMU countries
from "external" Mediterranean countries account for a large share of extra-EU imports of EMU members,
in 1996 about 8.5% of total extra-EU imports, and that EMU exports to MED12 are even higher, about
12% in 1996 and have been growing about 30% in 10 years, overall MED12 account for around 7% of
EU external trade: EU countries trade mainly with each others and with other industrial countries (about
20% of both imports and exports are with US). For EU countries the share of intra-regional trade is indeed
substantial. On the other hand, MED12 are very little integrated with each other (about 6% on average in
1996, cf. Table 7) while trade with EMU accounts for more than 50% of their imports and exports. It is
worth noting that although MED12 are small economies (their size is on average much smaller than EU
countries, apart from Turkey) their degree of openness (on average 33%) is not too different from that of
individual EU countries (cf. Tables 2 and 7).

Table 7 here .

There is a discussion on whether EMU is an optimal currency area, as far as MED12 are
concerned, they are far from being an optimal currency area, the region 1s not homogeneous and each
individual country tries to protect itself. For instance, they have different degrees of tariff protection
against EU imports, though being granted free access for industrial goods in EMU and preferential
access for agricultural products (with unilateral asymmetric agreements). As matter of fact, only 7 of
the MED12 countries have so far adhered to WTO (World Trade Organisation) and tariffs and non-
tariff barriers are still very high, on average, in these countries. As an example consider that tariff
revenues account for 10% of 6verall tax revenue in Egypt and Syria, 18% in Morocco, 28% in Tunisia
and 36% in Jordan, compared to a mere 1% on average in EU countries.

It is important to note that the emergence of the Central Eastern European countries as one of
EU major trading partners (Cf. Graphs 1a and 1b), the likelihood of a free trade area between EMU and
CEEC and their future adherence to EMU constitute a serious threat for the MED12, which risk to lose

their privileged role of geographically close market. CEEC countries already in 1991 have substituted

? This is so whan we account for intra Eu trade, while when this is netted out, on average, EU11 is
much less open.
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MED12 as main source of imports of manufacturing and as destination countries of direct investments
and this has obvious consequences for financial flows to MED12.This "dangerous” situation, however,
has so far had positive effects in that it has prompted a discussion on a free trade area between EMU
and MED12 (Euromed Conference, Barcelona, 1995, ¢f. European Economy, 1997a). It is certainly a
priority of EMU to modernize "external" economies belonging to the Mediterranean area and favor
their growth. Against this background, it is for instance important that Malta and Cyprus (which
however are the only MED12 with a level of GDP and development comparable to that of EMU) are
amongst the first countries in the list of next EMU enlargement and that EMU explicitly think of a
Mediterranean policy.

My aim in this paper is to provide some data and élé;rrfe‘nts of discussion to examine the current
situation from the point of view of trade links as well as direct investment, other capital flows, currency
composition of trade flows, debt and reserves and to sketch the possible positive consequences of EMU
on MEDI12 (and vice-versa), taking account of the heterogeneity of MED12.

Trade Flows

A striking feature of the MED12 is how little these countries trade with each other: only 6% of
their trade is intra regional and the share of exports within the area ranges from none for Malta and a mere
1% of Israel to a maximum of 20% for Syria, the more integrated country within the area (Cf. Table 7).
About two third of all their trade is with industrial countries and European Union certainly represents their
main trade partner. If we consider EU15, trade flows between EU15 and MED12 have grown from 32.6
million dollar in 1988 to 52.7 million dollar in 1994, with an increase of about 40%. Flows from MED12
to EU15 increased from 20.4 million dollar to 33.7 million dollar in the same period. It is interesting to
point out that the flows within the MED12 in the same period pass from 1.8 million dollar to 3.3 and
those within Europe from 758 to 987 million dollar, not only emphasising an asymmetric weight in the
bilateral relationship but also the fact that while Europe has privileged the intra-European flows, MED12
has been more oriented towards Europe than inside the area. This could be partly due to the composition
of regional import and exports but also to the policies adopted by different countries (for instance, Egypt
which could have met at least partially the region demand for food and manufacturing, has followed
import substitution policies and reduced supply). The expectation of demographic developments in
"external” countries of the Mediterranean area, especially if it will be accompanied by a development

process, will make MED12 an interesting partner for EMU, which is actively looking for new export
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markets, and is likely to induc__e a further increase of relative trade flows to/from EMU in the near future.
A worrying aspect is that most of the MED12 — EMU flows is of the North-South type, while horizontal
trade, contrary to the intra-European case, is very low' O.A Furthérmore, countries of the MED12 import
from EU more than they export to EU and they tend to depend more on developments in EU economies
while the opposite is not true (of course, as said above, EMU is "the" major trade partner for MED12,
while EMU countries have much more diversified links). Since EMU exports (mostly manufacturing) are
substantially and systematically higher than imports (concentrated in agricultural and energy products)
EMU has with time accumulated a relevant trade surplus with respect to MED12. The big deficit in fuel
products (around 16.5 billion ECU in 1995) have always been more than offset by large surpluses in
manufacturing products. The individual country pattern is however quite diversified: for instance, Syria
has a surplus of almost half a billion ECU versus EMU (in 1995 0.4 billion) while Israel has a huge
deficit. h

As we said, for all countries in the Mediterranean Area-except Jordan, trade links with EMU are
above 40% of total (Cf. Table 7). Trade links with EMU are particularly strong for the Magreb countries:
in Tunisia more than 70% of total trade is with countries belonging to EMU. However, from an
institutional point of view, the trade links between EMU and MED12 are different, ranging from free
trade zone to custom union to agreements on specific products (or groups of products). Still there are
many constraints to trade both on agricultural products, mainly due to the Common Agricultural policy
(CAP)ll and on manufactures (in Egypt, for instance, tariffs on manufacturing products are about 30%, in
Tunisia 28%, in Algeria and Morocco 25%, Cf. De Rosa, 1997). Even if in the last twenty five years the
diversification of exports from MED12 has increased substantially, exports are still concentrated on a
limited number of raw materials (traded and quoted in dollars in international markets), clothing and other
manufactures, traditionally considered low tech (the so-called j:faditional products, with high labour
intensity) (Cf. Table 8). This seems to reflect the fact that manSr “I\./Iediterranean countries had and still
have comparative advantages in agricultural production (mainly fruit and vegetables) and have now

acquired some advantages in clothing. Israel is the only country in MED12 that is competitive in a wider

' Between 1991 and 1995 however the Grubel Lloyd intra industry intensity index of ali MED12 but
Lebanon has increased, indicating a move towards more equal trade (cf. Eurostat, Statistics in focus,
n.13, 1996). In Malta, for instance, this index, widely used to measure the product structure of trade
partners for international comparisons, has reached 60.8. Amongst the less developed countries of
MED12, the highest index is recorded by Tunisia (32).

"er European Economy, 1997 b and IMF, 1997 on these issues.
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range of manufacturing.

Table 8 here

It is interesting to note that a sector very important for the majority of Mediterranean countries is the
provisions of services, whose share in overall value added ranges from 25% of Algeria to 55% for Cyprus.
Tourism is particularly important, especially because it allows Mediterranean countries to get foreign
exchange. The EU is the most important partner at the moment.(in 1997 87% of tourists to Malta were
coming from EU, 68% of tourists to Cyprus, 50% to Tunisia; only in Syria and Jordan the percentage of
EU tourists was low, cf. Table 7). A study of the growth pattern of MED12 (Cf. De Rosa, 1997) shows
that those country with a better performance in terms of growth have diversified their exports in the last
20 years and that tourism accounts for a large part of the improvement in growth.

EMU exports to MED12 are largely high tech manufacturing (79% of total exports is indeed
constituted by manufacturing), even if food exports still constitute on average 10% of aggregate EMU
exports (ranging from a minirnum of 5% in Israel to a peak of 29% in Syria).

Finally, as far as trade is concerned, it is interesting to analyse the currency of invoicing of imports and
exports. The share of exports to EU and imports from EU is significantly higher than the share of the EU
currencies with respect to invoicing in all the countries cqnsidgred but Morocco (Cf. Table 9). In Egypt,
for instance, EU15 account for more than 50% of Egypt exports‘ c;md 40% of imports are from EU15, but
about 10% of these flows are invoiced in EU currencies. In Israel 70% of imports are invoiced in dollars
but only 20% are coming from US. Even Tunisia and Turkey have very tmbalance composition.
However, the advent of EMU could change things with this respect. As matter of fact all the trade
between a small EULS country (say Portugal) and a MED12, now invoiced in dollars (according to theory,
trade between a large and a small country is invoiced in the currency of the large country, while trade
between two small countries in a international currency, usually dollars) will become trade between a
large (EMU) area and a small country and are likely to be invoiced in euro. Hence, the MED12 demand
for Euro is expected to increase significantly.

External Debt : o

The external debt of most MED12 is fairly high, due td tlIer ébdnomic policies followed by these
countries in the seventies and eighties (mainly policies were inward looking), reaching levels of above
100% of GDP for Syria and Jordan and of around 75% for countries such as Algeria, Morocco, Egypt.
Also in absolute terms MED12 countries are highly indebted: Turkey, Isracl, Egypt and Algeria are
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amongst the 15 major debtor countries in the world in 1996 (and were also in 1995, Turkey furthermore
is in the first 10, Cf. OECD, 1997). Only Malta and Lebanon are characterised by low external debt
(around 30%, of GDP, Cf. Table 10) both in absolute and relative terms.

Table 10 here

While trade is mainly versus EU countries, most of the financial liabilities are denominated in
US dollars. Table 11 shows that the currency composition of debt is quite diversified both across
countries and time, but the dollar is used to denominate more than 30% of external debt in all the
countries considered, with peaks of over 80% for Syria, 65% for Lebanon and 40% for Turkey. In the
period 1980-1996, which covers the debt crisis of the 805,.th_ere is no unique pattern in the currency
denomination of MED12 debt, a part from a generalised increase in the share of yen (in Turkey, the
share of yen passed from a mere 4% to 22%, in Jordan from 1% to 23%, in Malta from none to 14%
and so on, Cf. Table 11) and a downwards trend for the UK pound. Egypt, Morocco and Jordan, all
countries with a high dollar denominated share of debt, have decreased it between 1980 and 1996. But
for instance Lebanon and Malta have increased it substantially. The lowest share of dollar denominated
debt is found in Tunisia (16.3%), which, for historical reasons has French Franc denominated debt. In
Morocco, for similar reasons, debt is denominated in Pesetas and French Francs (cf. also Arjona and
Steinherr, 1998). The currency denomination of external debt point to the importance of a stable
euro/dollar bilateral exchangg rate for most MED12 countries which will be paying their debt in dollars
but are likely to invoice their c;xports in EU currencies and increase their trade links with EMU
countries.

Table 11 here
Direct Investments and Capital Inflows

In terms of capital flows MED12 is one of the least integrated region of the world. However,
"external countries” of the Mediterranean Area during the 90s have started attracting direct investment
and they attract more European direct Investment than other developing countries.

In particular MED12 attract more European than US and Japanese funds (also because of
geographical proximity, historical ties and recent trade agreements). Foreign Direct Investment are
however concentrated in few countries (Cf. Table 12): Egypt, Morocco, Israel and Turkey account for
more than 80% of direct investment in the area; Turkey in particular, account for over 40% of total

direct investment in MED12 (Cf. World Bank, 1997). The advent of EMU can influence decisions on
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FDI in MED12 only marginally, in that if the trade links increase and free trade agreements are
established because of EMU, then the area is likely to be stable and growing and therefore attract
foreign private capital.
Table 12 here

Table 13 shows that Western Europe is the main source of FDI to the four main recipients of
funds in MED12, France and the UK accounting for 88% of EU investments in the period 1990-95,
against a mere 15% of the US, mainly directed towards Israel.
Table 13 here

In 1995-96 FDI to MED12 have substantially increased, reaching a relevant percentage of GDP
in Malta (34.9%), Egypt (23.3%), Israel (23.3%), Tunisia (22.8) and Cyprus (18.9%). This growth
trend, however, has started in the early 90s and Europe has always been a major provider of funds. It
could be interesting, but oﬁtside the scope of this paper, to examine in detail the sector of destination of
FDI'?, in the light of the privatization processes in the 905; For instance in Morocco, the privatization
program and an extensive liberalization of the FDI regime have contributed to making the country
attractive to foreign investors, so much so that the total revenue from privatization between 1993 and
1996 has been 1130 million dollars. Mainly as a result of privatization, FDI inflows in Morocco
increased almost fivefold from an average of 83 million dollar a year in the period 1985-90 to an
average of 419 million dollar a year in the period 1991-96 (with over 300 million dollar inflows in
1996, Cf. Table 12).

The role of FDI is particularly important in a country like Turkey, not only for the size (40% of
I'DI in the area, 1.e. around 700 million dollar in 1996) but also because Turkey is highly integrated
with the so-called Mediterranean countries of EMU, and has always kept close links, in view of
adhesion to EMU. The privatization process has brought 3135 million dollar into Turkey between 1990
and 1996, the highest amount amongst MED12. Furthermore, Turkey has a better-developed capital
market than most other MED12 countries. The stock market is evolving fast, the daily turnover being
very high: it has reached 380 million dollar traded per day at the end of 1997. With this respect, it must
be noted that in Turkey there are no restrictions on foreign ownership and the influence of foreign

owners has increased substantially (reaching about 50% of the free float, up from less than 10% at the

% Most FDI are in the hydrocarbon industry because of the oil discovery in Algeria, the gas pipeline
between Spain, Portugal and Morocco, etc. however in Egypt 48% of funds are directed towards the
manufacturing sector and in Algeria 25% and 70% to the service sector.
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beginning of the 90s, in 1996 total bonds represented 17.2% of GDP and domestic bonds 10.9%, CF
Global Development Finance, 1998).

For most countries in the area, however, privatization policies carried out in the last 10 years
have been successful and the increase of FDI brings new capital that can favor the process of
development. Two further countries are worth mentioning: Egypt, with revenue from privatization of
1923 million dollars in the period 1993-96 and Tunisia, around 200 million dollars in the same period.
Of course the development of FDI is closely linked to developments of trade links and liberalization
policies. If countries in the MED12 go further in the direction of trade liberalization, it is likely that
their credibility will increase, which in turn can imply higher FDI, higher growth and so on.

An interesting, though worrying, point to note is that still few of the FDI go to the private
sector, (the World Bank estimates that out of 130 billion dollar going towards Magreb, Mashreq and
Israel between 1970 and 1995 only 20% has gone to the private sector), possibly because of political
tensions in the area and low rates of growth in the last years. At the same time, in some of the MEDI12,
there were massive outflows of private capital (again according to World Bank estimates in the range of
5% of GDP for the period 1985-89), which left a legacy of a high stock of external public debt and of
private assets invested abroad. This trend, however, seems reversed in the 90s, where most MED12
have actually capital inflows (Cf. Table 14).

Table 14 here

It must be pointed out that regional economic integration may also induce foreign direct investment, by
expanding markets. The examples of FDI going to Spain and Portugal just before their entry into EMU
as well as the FDI going to Mexico before NAFTA represent a strong incentive for MED12 to integrate
themselves further both with EU and amongst themselves.

Labor and migration

It is very difficult to assess the scale and composition of bilateral flows of workers between
EMU and MEDI12 because of the absence of reliable data. The only reliable data is those on the size of
population and the projections of demographic growth in ME\I),IZ. It is, however, interesting to note
that there is a high level of migration amongst MED12l counﬁies (i.e. intra regional migration) and also
between MED12 and Middle Eastern countries (for instance, in the early 90s there were 1.25 million
Egyptian workers in Iraq and a substantial number in Jordan). Labor tlows and remittances of capital

associated to migration have been one of the most important feature of regional integration in MED12

17



(contrary to the developments in Europe, where labor movements is the more controversial feature of
integration while goods and capital move without limits). Workers remittances (including net private
transfers) increased from 8.5 billion dollar in the period 1970-80 to 21.5 on average for the period
1980-89 in Maghreb countries, from 10.5 to 43.5 in Mashreq (excluding Lebanon because of data
inadequacy) in the same period and from 7.8 to 12.9 in Israel (Cf. also Table 7). Despite the country
specific characteristics, therefore, MED12 is very little integrated as far as trade and capital are
concerned and more as far as labor is concerned. However, there are substantial flows of labor also
towards EMU with important consequences on the sustainability of the welfare state in Europe.

Summarizing, in theory the start of EMU is likf;ly to have a relevant impact on MED12,
because of the size and composition of the trade links between the two areas. Since it is common
practice to invoice trade flows between a small country and a large country in the currency of the large
country and trade between two small countries in dollars because the dollar is the main world currency,
part of the trade flows between MED12 and EMU, now invoiced in dollars, is likely to be invoiced in
euro in the future because individual EU countries (small and at least partially invoicing in dollars) will
be substituted by EMU (large and invoicing in its own currency, euro). Furthermore, the introduction of
the euro will affect the relative importance of the dollar and therefore even some intra regional trade
(trade between small countries) could be invoiced in euro, which can become more important at the
international level. .

Also the euro/dollar exchange rate volatility will affect MED12 countries because of their trade
links with EMU countries and the currency compositioﬁ (;f Eheir external debt. These effects will be
stronger in those countries with closer links, but presenting a mismatch between origin of trade and
currency denomination of payments, such as Israel, where 50% of imports are from EU (20% from US)
but only 25% are invoiced in European currencies (70% are invoiced in dollars), or Egypt, with 40% of
imports from the EU and only 17% invoiced in European currencies and more than 50% of exports to
EU but less than 10% receipts in European currencies. This pattern is common to most MED12
countries, mainly because MED12 have large share of raw material and agricultural exports, which are
quoted in dollars in international markets. These countries are expected to increase their demand for
euro, especially for imports from EU, but could also start using euro for their (limited) intra regional
trade. However, the introduction of euro will not change the denomination of the existing debt and

these countries mostly pay for the debt service in dollars (¢.g. Syria, Lebanon, Algeria). If the euro
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devaluates with respect to the doliar these countries, especially Algeria, Jordan and Syria who tend not
to have free access to capital markets will be penalized. On th(.i other hand, countries with free access to
capital markets will be able to finance themselves on more liquid markets, which will most likely be
less expensive. The effects of EMU on "external” countries of the Mediterranean Area will therefore
depend crucially on the development‘of the euro/dollar exchange rate, which will in turn depend on the
exchange rate policy followed by the European central Bank and its credibility. While there is no
agreement on whether the euro dollar volatility will be higher than the DM dollar volatility (cf. Cohen,
1997), there 1s no convincing argument for increased volatility in the transition period. Stability of the
euro will benefit EMU as well as trading partners.

[t is important that the EMU favor actively growth in the Mediterranean area and that it includes
this objective amongst the common economic policy aims. Europe has an interest in enlarging its
markets towards the Mediterr‘anean, especially because ofi :che emergence of regional trade blocs such as
NAFTA (North American Free Trade Association) anci ASEAN (Association of South East Asian
Nations). Furthermore, an increase of integration between MED12 and EMU could induce a higher
mtegration between MED12 themselves and could also attract more foreign investment and start a
virtuous circle in which higher growth in the MED12 stimulates exports growth of EMU and so on.

IV) Conclusions

Far from examining in detail the international consequences of EMU — on purpose I did not deal
with consequences for those European countries not adhering to the Monetary Union, such as Greece,
UK, Denmark and Sweden (EU15 which do not participate in the first phase), Switzerland, Russia etc.-
this paper aims at summarising some of the effects of EMU for the International Monetary system, for the
use of euro as vehicle curreﬁcy-.f,l and for the growth prospect of some of the major (and dependent) trade
partners of EMU countries. Given the strong trade links, the geographical location and the structure of
trade, countries of the MED12 and of CEEC are those more affected by developments in Europe and from
the use of euro, also because it makes sense for them to anchor their currencies to the euro and/or invoice
their trade flows in euro (they will also be pressed to do so by EMU countries). Of course, if it is difficult
to say to what extent these countries will actually use euro and with which timing. It is, however, likely
that MED12 will invoice more imports in euro, especially in view of a growing integration with EMU
countries which will be actively searching for new markets for their exports and also possibly of a future

adhesion to EMU itself in a not too far future. It is however similarly likely that MED12 continue to pay
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the service of debt mainly in dollars, as presently, because of hysteresis in these behaviour and the costs of

switching currency (and because the existing debt is not renegotiated). Developments of the exchange rate

between curo and dollar are therefore crucial to evaluate the effects of EMU for "external" countries, in
particular if indebted. To a certain extent, the success of the euro as an international currency will depend
on its stability with respect to the dollar, but its stability will depend on its success and the use in third
countries and so on. It is clear that devaluation with respect to the dollar can have very negative effects on
economies of highly indebted countries, which pay the debt service tn dollars and have problem of access
to international capital markets. If the euro succeed in being relatively stable and the economic policy of
the European Central Bank credible, the euro could trigger- the dollar as dominant currency. In a scenario
of this type, there could be important consequences also for the US. It will be very difficult to sustain the

present huge US trade deficit without serious consequences for the external value of the dollar and a

vicious circle could start. Also US seigniorage could be reduced with consequences on public deficit.

The consequences of EMU should be positive for "external" countries of the Mediterranean Area

(and for CEEC), because they gntail a possible (likely) increase of trade flows and FDI in the aim of

enhancing the links with geographically close countries. AS. fgr US and Japan, EMU should not induce

major changes in imports nor exports (in 1994 US were importing and exporting about 20% from EUIS,
while Japan was importing 11% and exporting about 6%) even if the bilateral trade balance development
will depend respectively from the developments of the exchange rate euro/dollar and euro/yen. As far as
the US is concerned, however, the start of EMU could induce problems of debt financing aﬁd also of
reduction of seigniorage. At the same time, the introduction of euro and the consequent increase in
liquidity should cut the cost of financing on markets for all countries with free access, including the US
and therefore benefit debtors.

Finally, I want to emphasise two aspects that I believe are relevant to assess the consequences of

EMU.

1) To consider EMU as a unique entity should allow discussing a reform of the International Monetary
System. With three fairly similar players in terms of international weight it is easier to agree on target
zones between euro, yen and dollar than before, when the rules where decided by the strongest (US).
Furthermore, EMU countries have never succeeded to have a homogeneous behaviour with respect to
the dollar because the strengthening of the DM with respect of the dollar was inevitably creating
tensions amongst the ERM of the EMS (Cf. Del Giovane e Pozzolo, 1998). Now, with EMU, this is
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2)

no longer an issue. Only the external value of the euro versus the dollar should matter and Furopean
countries are likely to behave in a more homogeneous way. Furthermore, it is in everyone interest to
limit the fluctuations of bilateral exchange rates and also in the interest of third countries, which can
therefore try to anchor their domestic currency to one or the other of the three main currencies
depending on the geographical location and the size and typology of trade links, without having "bad
surprises”. Finally, each of the three "big" from a selfish point of view gains from the stability of its
own currency. I see EMU as enhancing the likelihood of co-operation.

EU countries will have to make efforts to enhance growth and welfare in geographically close
countries, in particular CEEC and MED12. In fact, as the example of Mexico and US teach us, EMU
gains from the stability in the area and from a larger use of its currency at the world level. Also, in
every country in Europe one way or the other there is some form of welfare state, which most
obviously makes it more unsustainable to have a prosperous area (EMU) confining with a poor area.
The alternatives Europe faces are mainly two: either to incentive development of depressed area or
modify, in a selective way, social security. Though emphasising the existence of flows of workers
from MED12 to EMU, I did not deal explicitly with migration issues. It is however clear that the
globalisation process itself imply movements of workers and that migration from EEC and MED12
constitutes one of the crucial issues Europe has to address and solve and it is closely linked to the
reform of the social security system. Countries in the MED12 have extremely different factor
endowments, Fgypt and Morocco, for instance have substggﬁ_al agricultural potential and low wage
labour but lack capital, Lebanon and Jordan have surplus <;f s;killed labour, Algeria, being a more
diversified economy, could benefit from imports of capital and labour from abroad (cf. Shafik, 1996).
But there are substantial flows of workers into Europe. Only a clear-cut reform of labour markets and

social welfare can help a "more equal” relation among these two areas.
p q g
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Table 1: Main Economic Indicators of US, Japan and EU

Population GDPmil  Share of world GDPEU/
1907 logs e, 1996 oos
UsS 268 7575 19.6 32.5
Japan 126 4377 10.5 20.5
EU-15 374 8504 20.9* 383
EU-11# 288 6743 e e

*Exchiding intra-european trade, ~ 1995 EU-11 =EU-15 excluding Greece, UK , Denmark and Sweden.
Source: European Economy, 1997b, Funke and Kennedy, 1997 and EC, 1997a.




Table 2: Degree of Openess and trade links of EU1S to MED12

% esports to MED12, 1995

% imports from MED12, 1995

Imports/GDP, 1997

UsS
Japan

Canada

France
Belgium
Neth.
Germany
Italy

UK
Ireland
Denmark
Greece
Portugal
Spain
Sweden
Finland
Austria
EU15
EU-11*
EU-15%

na
na

na

21.0
8.5
5.1
21.9
194
9.3
1.0
1.1
1.7
0.6
6.1
2.0
1.1
1.1
100.0
na
Na

Na
Na

na

18.9
6.1
5.8
22.8
233
83
0.4
0.6
2.0
14
8.1
0.6
0.2
1.5
100.0
Na

na

10.2
6.6
29.1

22.0
72.5
49.7
24.0
21.5
28.6
59.1
29.8
26.4
40.8
25.6
33.8
311
43.0
28.3
10.9
8.7

* excluding intra-european trade. Source: Eurostat, Statistics on Focus, External Trade, 1996 n 13 and European Economy,

1998, Table 40.
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Table 3: Invoicing currency for world exports

1980 1987 1992
Currency % % World, %
US dollar 56,1 47.9 47,6
Yen 2,1 4,0 4,8
US$+IY 58,2 51,9 524
Tot main Eu currencies: 31,1 34,1 33,35
Of which: DM 13,6 16,1 15,3
FrFr 6,2 6,5 6.3
UKE 6,5 5,5 5,7
ItLit 2,2 32 3.4
FI 2,6 2.8 2,8

Source: Hartman, 1996
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Table 4: Invoicing currency in main industrial countries (percentage values)

Imports
1980
Dollars DM Yen UK £ FF It lit others

us 85.0 4.1 1.0 1.5 1.0 1.0 6.9
Germ. 33.1 42.8 1.5 3.1 33 24 13.2
Japan 93.1 1.4 24 0.9 0.9 02 1.9
UK 29.0 9.0 1.3 38.0 5.0 1.7 16.0
France 33.1 12.8 0.1 338 341 3.0 13.1
Ttaly 45.0 14.0 0.5 32 9.0 18.0 10.4

1992-96
us 38.8 3.2 3.1 - - - 43
Germ. 18.1 533 1.5 1.9 44 - 20.8
Japan 70.4 2.8 22.5 - - - 42
UK 22.0 11.9 24 51.7 53 22 4.5
France 23.1 10.1 1.0 2.9 484 3.7 10.8
Italy 28.0 13.0 - - 8.0 37.0 14.0

Exports

1980

uUs 97.0 1.0 - 1.0 1.0 - -
Germ. 72 823 - 1.4 2.8 1.3 4.8
Japan 65.7 1.9 29.4 1.1 0.6 0.1 1.2
UK 17.0 3.0 0.1 76.0 2.0 0.5 24
France 132 94 - 32 62.5 - 11.7
Italy 300 14.0 - - 3.0 36.0 12.0

1992-96
us 98.0 04 0.4 0.3 - - 9.0
Germ. 9.8 76.4 0.6 24 2.8 - 8.0
Japan 527 - 35.7 - - - 1.6
UK 22.0 5.0 0.7 62.0 3.3 1.7 5.1
France 18.6 10.6 1.0 42 51.7 3.1 10.8
Italy 23.0 18.0 - - 7.0 40.0 3.0

Source: Tavlas, 1997.
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Table 5: Currency composition of Official Reserves

% di: 1973 1983 1996
Dollars, all countries 76.1 71.5 58.9
¢ Dev. Countries na na 62.5
e FEastern Europe na na 51.0
Yen, all countries 0.1 49 6.9
¢ Dev. Countries na na 6.2
¢ Eastern Europe na na 0.0
Main European Curr 14.3 15.8 20.0
(£, DM, FF, F1), all

countries

e Dev. Countries na na 13.6
e Eastern Europe na na 31.2
DM only, all countries: 7.1 11.7 13.6

Source: Funke and Kennedy, 1997, EC, 1997a and IMF, 1997.

Table 6: Currency Composition of Developing Country Debt, in %, at end 1996

USdollar yen  EUCurr.  Others*
Latin Am. 67.4 106 115 10.5
Asia 46.3 327 96 11.5
Eastern Europe  37.0 114 273 24.3
Total (+Africa) 50.2 181 158 15.9

*Includes unidentified.

Source: World Bank and BIS, Table, 11 in McCauley, the euro and the dollar, BIS, 1997.
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Table 7: Links between MED12 and EU1S5, 1995

% of % of % of % Turism  Degree of Population Exchange rate
Exports to  Imports Exports from openness  millions, regime
EU fromEU  within EUI5 1996 mid
MEDI12, year est.
1994
Algeria 62.5 66.8 3 Na 275 29.17 Managed float
Cyprus 29.2 48.6 19 65.7 48,1 74" Pegged to bask
Egypt 52.5 40.5 13 372 22,0 60.60 Managed Float
Israel 323 51.7 1 41.4 32,4 5.70 Managed Float
Jordan 8.3 39.6 10 19.6 71,7 5.447 Pegged to bask
Lebanon 17.7 436 13* 26.8 8.8 3.01~ Flexible
Malta 571 68.5 0 87.2 93,3 37 Pegged to bask
Morocco  61.4 54.1 5 44.1 26,9 27.62 Pegged to bask
Syria 58.1 30.1 20% 4.2 30,4 14.19* Pegged to US$
Tunisia 80.1 72.3 6 50.2 447 8.92n Managed Float
Turkey 49.6 52.6 8 43.8 19,5 62.69 Managed Float
MED12 na Na 6™ Na 33.3 Na Na
EU na na na na 28.3 na na

Source: International Financial Statistics Yearbook, 1997; IMF, Direction of Trade Statistics, Yearbook 1997 and EE, 1997. *
Data for 1992 instead of 1995; ~ refers to 1995; " total intra regional trade as percentage of total trade (equivalent to 3 billion

ECU).
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Table 8: Shares of different products in exports of MED12, 1995

Agriculture, %  Minerals, %  Manufacturing, %

Algeria 1 94 5

Cyprus 22 1 77
Egypt 9 51 40
Israel 22 4 74
Jordan 8 20 66
Lebanon 16 5 91
Malta 1 5 91
Morocco 27 16 57
Syria 2 84 14
Tunisia 11 8 81
Turkey 17 4 74

Source: European Economy, 1997
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Table 9: Invoicing currency of trade in some MED12, 1996:

Imports invoiced in: % Imports from EU15
S Val EU1S Yen others

Egypt 79.7 17.1 22 1.0 40.5

Israel 70.4 253 25 1.8 51.6

Morocco 46.5 49.7 1.2 2.6

Tunisia  36.5 56.8 0.7 6.0 722

Turkey 60.0 32.0 2.0 6.0 52.5
Esports invoiced in: % Esports to EU15
$ Val EU15 Yen others

Egypt 91.4 6.9 0.1 1.6 52.5

Israel 81.2 16.7. 1.1 1.0 32.4

Morocco 41.4 52.0 0.5 1.5 61.4

Tunisia  38.0 50.6 0.9 10.5 80.1

Turkey 57.0 40.0 0.0 3.0 49.5

Source: IMF, DOTS and Central Banks.
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Table 10 ; External Debt of main debtor countries

Total Debt Stock % long term debt % of Tourism Remittances,
(EDT)5GDP over total debt from EU Million US dollar
1980 1996 1996 1995 1995
93
Na
46
Na
65
30
23%
97
78
90
73
Algeria 47.1 76.7 Na 350
Cyprus na Na 65.7 88
Egypt 89.2 46.3 37.2 3107
Israel na Na 41.4 2729
Jordan 484~ 1143 19.6 1544
Lebanon 29.7%*  30.1 26.8 350
Malta 8.8 29.27 87.2 10
Morocco 50.7 61.1 44.1 2010
Syria 271 130.5 4.2 385
Tunisia 41.6 53.6 50.2 680
Turkey 274 43.4 43.8 3542

* Data referred to 1993; * Data referred to 1991;** 1989, first available year;"1988 first availabie vear.
Sources: Global Development Finance, 1998, country tables, World Development Report, 1997, IMF Balance of
Payments Statistics yearbook, 1997 and European Economy, 1997.
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Table 11 : Currency Composition of Long term debt (%)

US dollars DM - FF Yen UK pound

1980 1996 1980 1996 1980 1996 1980 1996 1980 1996
Algeria 415 388 99 7.0 10.9. 16.9 134 124 22 1.0
Cyprus na na na na. na Na na na na na
Egypt 73.0 356 438 11.1 5.6 197 4.0 122 1.2 1.5
Israel na na na na na Na na na na na
Jordan  59.6 28.6 106 69 20 9.1 1.1 235 64 7.5
Lebanon 53.7 65.0 0.7. 2.7 6.0 62 00 00 0.0 0.1
Malta 108 301 232 7.0 34 00 00 143 66 - L5
Mor. 542 319 3.9 7.1 221 180 19 3.5 0.4 0.1
Syria 700 827 1.5 2.2 36 07 0.3 3.1 0.2 0.7
Tunisia 334 163 108 63 211 132 1.7 143 0.2 0.0
Turkey 435 413 170 16.8 5.6 : 16 40 220 38 1.0

Source: Glebal Development Finance, 1998, country tables.
The remaining share of debt is denominated in other currencies, such as Swiss Franc, [talian Lire etc or in multiple
currencies.




Table 12: Foreign Direct Investments (inflows)

Annual av 85-90, Annual av 91-96, 1996, FDI as % gross FDI as % GDP,

US million US million US million  fixed Capital 1995

dollars dollars dollars formation, 1995
Algeria 6 12 4 0.1 33
Cyprus 69 na 100 6.8 18.9
Egypt 1086 612 636 7.2 233
Israel 155 na 2016 7.4 233
Jordan 25 2 16 2.0 9.9
Lebanon 4 10 80 1.9 1.9
Malta 33 102 300 133 34.9
Mor. 83 - 414 311 4.1 9.2
Syria 62 105 89 0.6 2.0
Tunisia 80 382 320 6.1 22.8
Turkey 340 757 722 2.2 3.9

Sources: (lobal Development Finance, Vol. 2, 1998; Unctat, World Investment Report, 1997, Table B.5 and B.6 Annex
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Table 13: Foreign Direct investments in the four largest recipients in MED12, 1995

% of FDI to: Egypt Morocco Israel Turkey
from:

Austria 0,007 0,05 0,03 1,29
Belg-Lux -0,96 -2,08 -2,68 1.4
Den. 0,18 0 3.06 0,16
France | 40,76 -29,36 2,54 18,57
Germany 4,43 -0,38 9,64 15,29
Ttaly 8,04 0,99 1,43 3,86
Neth Na -1,68 5,19 21,81
Norwey -0,27 0,43 0 Na
Portugal 0 0 Na Na
Spain -7,31 27,71 0,05 Na
UK 3,45 0,9 16,87 6,28
USA -8,28 6,45 63,08 9,01
Japan 2,41 Na 0,78 11,08
Switzerland 40,23 95,90 Na 10,53
Korea 17,24 1,08 Na 0,7

Source: OCSE: International Direct Investment Yearbook (1997), the sign minus means disinvestment



Table 14: Estimates of Capital flight as % GNP

1990 1994

Algeria 34 Na

Morocco  -3.8 -2.0
Tunisia -0.4 -3.8
Maghreb 1.0 -2.6

Egypt -0.8 53
Jordan -175  -68
Syria 6.6 Na
Mashreq  -0.1 4.7
Israel Na Na

MED12  -1.8 1.3

Source: European economy, 1997, Table 63. Positive number indicates capital outflows.
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Resolution No. 17
Establishing The Arab Common Market
Passed by ,
The Council of Arab Economic Unity
on 13.8.1964 and its Amendments.?

For implementing the provisions of the Economic Unity Agreement among the States of the Arab
League, and desirous to achieve social progress and economic prosperity for the contracting countries,
and to establish economic unity on sound bases of coordinated and continuous economic development
consistent with the natural and historical links among Arab Countries, and desirous to achieve
economic integration of the contracting parties, and the efforts for the achievement of the best possible
conditions for developing their resources, raising the standard of living, and improving the work
conditions.

The Council of Arab Economic Unity decided to establish an Arab Common Market which aims at
achieving the following bases:

1- Freedom of personal and capital mobility. -

2- Freedom of exchange of national and foreign goods and products.

3- Freedom of residence, work, employment and practice of economic activity.

4- Freedom of transport, transit, use of means of transport, ports and civil airports.
In accordance with the following provisions:-

CHAPTER ONE -
Definitions and Terminology

Article 1
For the purpose of this resolution, the following terms, wherever mentioned, shall mean the following:-

1. Contracting parties
These are the member states of the Council of Arab Economic Unity.

2- Restrictions
These are the administrative restrictions that are applied by any of the contracting countries to its
imports and exports including impert and export embargo, quotas, licenses, and all other similar
trade restrictions.

3- Custom duties and other duties
Custom duties are those included 1n the custom tariff schedule; while other duties are all duties
and taxes imposed on imported goods, whatever their nomenclature. The following shall not be
considered as duties or taxes:-

a- All duties or taxes or payments imposed in return for services.

b- All duties or taxes imposed on products or their raw materials that are imported from
contracting countries where similar domestic products or their raw materials are subjected to
- the same duties and taxes.

4- Agricultural and animal products and natural resources o
These are agricultural and animal products and natural resources that originate from one of the

(1). The CAEU Resolution No. 411/Paragraph 3 dated 2.2.1970 added a new Chapter 0 Resolution No. 17 under the beading *“The Unified
Customs Tariff”’. (See Annex No. 1)
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contracting countries and that are imported in natural form.

5- Industrial products
These are the products that are manufactured in one of the contracting countries, where the
domestic cost of production that is generated locally, constitutes not less than 40% of the total cost
of production.
Imported materials that originate from any of the contracting countries are considered a part of
the domestic cost-of production when used as inputs in a local industry.

CHAPTER TWO
General Principles

Article I

“The exchange of agricultural and animal products, natural resources and industrial products among
contracting parties shall be freed in accordance with the principles and provisions of the following
Articles,

Article II1
Restrictions, duties and taxes on imports and exports that are presently in force in each of the
contracting countries shall remain unchanged such that none of these countries impose new duties,
taxes or restrictions, or increase the existing duties, taxes and restrictions on the exchange of
agricultural or animal products or natural resources or industrial products among the contracting
countries.

Article IV

The governments of the contracting parties shall apply among them the principle of the ““most favoured
nation”. in relation to their trade transactions with non-member countries of the Economic Unity
Agreement, provided that the provisions of this article shall not apply to agreements presently in force.

Article V
Governments of the contracting countries are not allowed to impose duties or excise taxes on

agricultural and animal products, natural resources and industrial products that are exchanged among
them, exceeding duties or excise taxes imposed on similar domestic products or their raw materials.

Artncle VI

No export duties shall be levied on agricultural and ammal products, natural resources and mdustnal
products that are exchanged among the contracting countries.

Article VII

1. Agricultural and animal products, natural resources and industrial products which have been
exchanged among the contracting countries may not be re-exported to non-member countries of
the market without the penmssmn of the country of origin, unless the said items undergo
industrialization processes glvmg them the status of locally manufactured goods in the importing
country.

2. Agricultural and animal products, natural resources and locally produced industrial products that
are exchanged among market countries, may not be re-exported to any other member of the
market, if the exportmg country has previously granted subsidies on these items, and if similar
local production exists in the country to which the products are to be re-exported.




Article VIII

Subsidization -
Contracting countries shall not grant any subsidy, whatsoever, on domestic products that are exported
to other contracting parties, where similari production exists in the importing country.

Article IX

Concessions or monopolies that are in for!ce in the contracting countries shall not be permitted to
obstruct the application of Arab Common Market provisions.

CHAPTER THREE
Exchange of Agricultural and Animal Products, and Natural Resources

Article X ‘

The following provisions shall be applied until a technical committee, formed by the Council of Arab
Economic Unity, prepares more detailed schedules particular for the Arab Common Market:-

1-  Agricultural and animal products, and natural resources that are listed in Table A annexed to the
Agreement “Facilitating Trade Exchange and Organizing Transit Trade among Arab League
States and its first three amendments”, and which originate from one of the contracting countries,
shall be exempted from custom and other duties and taxes when exchanged among these
countries. ‘

Agricultural and animal products and natural resources which are not included in the
aforementioned Table, shall be subject to gradual reduction of 20% per annum of all duties and
taxes starting the beginning of 1965. |

2- Each of the contracting countries shall Pndertake to remove restrictions on these products in five
annual stages, of 20% each year starting the beginning of 1965.




CHAPTER FOUR
Exchange of Industrial Products

Article X1? »
The following provisions shall be applied until a technical committee, formed by the Council of Arab
Economic Unity, shall prepare detailed tables particular to the Arab Common Market:-

1- Customs and all other duties on industrial products that originate from one of the contracting
countries, shall be reduced by 10% per annum, starting from the beginning of 1965.

With regard to industrial products listed in Table B annexed to the Agreement “Facilitating Trade
Exchange and Organizing Transit Trade and its first three amendments,” and which presently enjoy a
25% reduction in custom duties, and-also the industrial products listed in Table C which presently
enjoy a 50% reduction in custom duties, these shall be subject to the following percentage reductions:

(2) This article has been amended according to the CAEU Resolution No. 372, 12th Session of May 19, 1968 which calls for the reduction of the
stages of the Arab Common Market (Annex 2) and amended article XI to the following:-

“The following text shall replace the text of Article XI of Resolution No. 17 Establishing the Arab Common Market’’.

Exchange of Industrial Products

Article XI

The following provisions shall be applied until & technical committee, formed by the Council of Arab Economic Unity, shall prepare detailed
tables particular to the Arab Common Market:-

I- Customs and all other duties on industrial products that originated from one of the contracting countries shal} be reduced by 10% per
annum, starting the beginning of 1965 and shall be increased to 20% per annum starting the beginning of 1969.
Industrial products listed in Table B annexed to the Agreement ‘“Facilitating Trade Exchange and Organizing Transit Trade and its first
three amendments,’’ and which presently enjoy 25% reduction in custom duties and also the industrial products in Table C which presently
enjey a 50% reduction in custom duties, shall be subject to the following percentage reductions:-

Date of % reductions in custom % reductions in custom -
Reduction and all other duties on and all other duties on
industrial products products
listed in Table B * listed in Table C "
1.1.1965 35% ) 60%
- 1.1.1966 5% 70%
‘1,1.1967 ‘ 55% 80%
1.1.1968 65% 9%
1.1.1969 85% - 100%
1.1,1970 . 100%

2- The contracting parties shall undertake to exempt from all restrictions industrial products exchanged among them in yearly stages starting
from the beginning of 1965 at a rate of 10% of these products and shall be increased to 20% starting from the beginning of 1969.
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|
Date of . % reductions in custom % reductions in
Reduction and all other duties on custom and all
industrial products ither duties on
‘ listed in Table B products listed
- in Table C
1.1.1965 | 359 60%
1.1.1966 45% 70%
1.1.1967 - ‘ 55% 80%
1.1.1968 65% 30%
1.1.1969 | 75% 100%
1.1 1970 85%
1.1 1971 | 95%
1.7.1971 - 100%

|
2. The contracting parties shall undertake |to exempt from all restrictions the industrial products that
are exchanged among them in yearly stages starting the beginning of 19635 at arate of 10% of these

products. ‘

CHAPTER FIVE
. Common Provisions

Article XII® .

Each of the contracting countries shall subn}‘mit to the Council of Arab Economic Unity, two months

prior to the commencement of every annual stage of the Arab Common Market the following:
A list of agricultural and animal produc‘:ts and natural resources which it shall actually liberate
during the next stage and which represent 20% of these products.

2 A list of industrial products which it shall actually liberate during the next stage and which
represent 10% of these products. |

Article XII |

Each contracting party shall submit to the Council of Economic Umty not later than the first of
November, 1964, the following lists:- |

1. A complete list of all restrictions Imposed on imports or exports of:
— Agricuitural and animal products and natural IEsources.
— Industrial products.
2. A compilete list of custom duties and other taxes and duties imposed on imports and exports.

3. Acomplete list of all excise taxes and duties levied on industrial, agricultural and animal products.

4. A complete list of all duties charged f01|' services.

A complete list of all domestic products that are subsidized in any form, and the amount of subsidy.
The Councﬂ of Economic Unity shall be informed of all changes that will be made on this list.

(3) Paragraph 2 of this article has been amended according to the last paragraph of the CAEU Resolution No. 372 of May 19, 1968 (Annex 2)
which states in relation to Article XIE the following: .

Alsothefolbwlnglenshaﬂreplaoethetexto!pangraphZofwle XTI of Resolution No. 17 Establishing the Areb Common Market.

2. A Iistofhdustrlalpmduﬂswhichltshaﬂactuaﬂylibem&eduﬂngmenmm and which represent 10% of these products and
20% of these products starting the beginning of 1969”°. (Annex 2).
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Article XIV

Each contracting party is entitled to apply to the Council of Economic Unity for the exclusion of certain )
products from the duty and tax exemptions or the reductions in duties and taxes that are applied to »
them and their exclusion from removal of restrictions for serious and justifiable reasons. The Council

of Economic Unity shall have the power to approve such exclusion and to limit its duration to a specific

period of time not to exceed the period of exemption stages.

Article XV*
Certificate of Origin

All poods which enjoy exemption or customs preference must be accompamed by a Certificate of
Origin issued by a competent governmental authority.

The Certificate of Origin for industrial products shall be drawn up as follows:

I certify that the goods hereinmentioned are of ....... origin and that the domestic cost of production
thereof, including materials originated from one of the contracting countries of the Arab Common
Market, constitutes at least 40% of the total cost of production”.

Custom authorities in each of the contracting countries shall have the power to take all the necessary
measures to ensure the conformity of the products with the Certificate of Origin.

CHAPTER SIX
Settlement of Current Transactions
Among Contracting States

Article XVI

Until the contracting parties establish an Arab Payment Union and an Arab Monetary Fund to achieve
mutual convertibility of their currencies, the following provisions shall be applied:

1. Payments for goods and services exchanged among the contracting countries shall be settled in
compliance with the bilateral payment agreements that are presently in force among them.

2. Where no bilateral payment agreement exists between any two of the contracting parties,
settlement of current transactions shall be made in U.S. dollars, sterling pound, or in any other
convertible currency that is acceptable by both parties concerned. Under such circumstances,
each of the countries undertakes to permit the transfer, without delay, of all amounts due to the
exporting country.

{4) This Article has been amended according to paragraph 1 of the Council of Arab Economic Unity Kesolution No. 319 of May 19, 1968, and t
peragraph 4-2 of the Council’s Rfsqlution No. 780 of June 7, 1978, whose text is'thé following:- (Annexes 3 and 4)

Paragraph 1, Resolution No. 319 of May 19, 1968:-

The following statement shell replace the statement written in the previous Certificate of Origin “‘and that the percentage of domestic raw
materials and labour constitutes at least 40% of the total cost of production™.

Paragraph 4-2, Resclution No. 780 of June 7, 1978:-

“ Adoption of the new form of the Certificate of Origin (attached) to be nsed by the member states of the Council of Arab Economic Unity dnd
1o replace the form presently in use”.

The new form for the Certificate of Origin is shown in Annex 5.
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Article XVII |

|
|

CH;}P’I‘ER SEVEN
Executive Provisions

In fulfilment of the provisions of article XII of the Economic Unity Agreement among Arab League
countries, the contracting partles shall unplement the provisions of this resolution in accordance with
the constitutional principles in their respectwe countries.

Issued in Cairo, Thursday, the fifth day of Rabi'i Al-Thani, the year 1384 of Hijra, which coincides
with the thirteenth day of August, the year 19§4 A.C,,inthe Second Ordinary Sessmn ofthe COUnCll of

Arab Economic Unity.

|
|
|
NEW CHAPTER!

The Unified Customs Tariff
|

Customs legislation and regulations shall be unified during a five-years period starting the
beginning of 1965, |

Customs and other duties imposed by the contracting states on imports from other states
shall be unified during a five-years period starting the beginning of 1970, in successive
stages and according to the steps drawn by the Council of Arab Economic Unity in this
respect. |

The implementation of tariff unification shall start on January 1, 1972,
|

(1)

!
This new chapter has been added by the Council’'s: Resolution No. 411 of February 2, 1970, the text of which is the following:-

|
“Adding a new chapter to the Resolution of the Arab Comunon Market to which the provisions of Council’s Resolution No. 19 shall be
transferred. The new chapter shall be titled (The Uniﬁed Customs Tariff), and shall state that the implementation of tariff unification
shall begin on January 1, 1972,

The text of Resolution No. 19 of August 13, 1964 is the following:-
““The Council has decided to refer the following two subjects to the Customs Committee 1o study them:-

1. Unification of custom legislation and regulstions during a five-years period starting the beginning of 1965,

2- Unification of custom and other duties imposed hy the contracting states on imports from other states during a five-years period
starting the beginning of 1970, in successive st,ages according to the steps drawn by the Council of Arab Economic Unity in this
Wt’! |

i
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Resolutions passed by the Council of Arab Economic Unity
for the amendment of the provisions of

The Arab Common Market Resolution No. 17, 1964.




ANNEX (1)

The Unified Customs Tariff
Resolution No. 411, paragraph 3, dated February 2, 1970,

The Text

** Adding a new chapter to the Resolution of the Arab Common Market to which the provisions of the
Council’s Resolution No. 19 shall be transferred. The new chapter shall be titled (The Unified Customs
Tariff) and shall state that the implementation of tariff unification shall begin on January 1, 1972."

ANNEX (2)

Reducing the Stages of the Arab Common Market
Resolution No. 372 dated May 19, 1968.

The Text
*The Council,

Upon reviewing the proposal of the Republic of Iraq concerning the reduction of the stages of the
Arab Common Market, the opinions of member states in this respect and the memorandum of the
General Secretariat on this subject, and since- it has become clear to the Council that according to the
programme drawn in compliance with Articles X and XTI of Resolution No. 17 concerning the stages of
reducing customs duties and other duties, and also administrative restrictions on agricultural, and
industrial goods produced in member countries and exchanged among them, it has become apparent
that:-

a- The agricultural and animal products, and natural resources listed in Table A annexed to the
Agreement on “Facilitating Trade Exchange and Organizing Transit Trade and its amendments™
have already reached the stage of complete exemption. Products that are not listed in the

aforementioned table shall reach complete exemption according to the drawn programme on
January 1, 1969,

b- The industrial goods listed in Table B annexed to the Agreement “ Facilitating Trade Exchange
and Organizing Transit Trade and its amendments” have reached the stage of 65% exemption and
shall reach the stage of complete exemption according to the drawn programme on July 1, 1971.

The industrial goods listed in Table C have reached the stage of 90% exemption and shall reach the
stage of complete exemption according to the drawn programme on January 1, 1969,

Other industrial goods not listed in the two aforementioned tables have reached the stage of40%
exemption and shall reach complete exemption on January 1, 1974 according to the drawn
programme. -

And, believing in the advancement of the Arab Common Market and the liberation of trade
exchange among member countries at the highest possible speed, the Council decides:

One:- To reduce the stages of trade liberation of industrial products whose origin is the member
states and to increase the percentage of this liberation as follows:-

1- On industrial products listed in Table B, the percentage of custom exemption to administrative
restrictions shall be increased from 10% to 20% on January 1, 1969 and to 15% on January 1,
1970 instead of January 1, 1971.

2- On other industrial products, the percentage of customs exemption to administrative
restrictions shall be increased from 10% to 20% annually starting January 1, 1969 so that
complete exemption is attained on January 1, 1971 instead of January 1, 1974.
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Two:- On agricultural and animal products, and natural resources not listed in Table A annexed to
the Agreement on *‘Facilitating Trade Exchange and Organizing Transit Trade”, and also on
industrial products listed in Table C, the percentage of exemption shall be left unchanged,
since according to the present programme, they shall reach the limit of complete exemptionon
January 1, 1969.

Three: Article X1 of Resolution No. 17 shall be amended in the aforementioned manner
(the amendment of articles XI and X1I is annexed).

Four: The implementation of reducing the stages of trade liberation shall be carried out provided the
Member States remove all restrictions that obstruct trade in the paragraphs referred to. States
that have a monetary budget system undertake to allocate sufficient monetary quotas for
importation from other countries.

Amendment of Articles XI and XI1
of Resolution No. 17

The following text shall replace the text of article XI of Resolution No. 17 establishing the Arab
Common Market.

Exchange of Industrial Products

Article XI

Until Tables especially made for the Arab Common Market are prepared by a technical committee to
be formed by the Council of Arab Economic Unity, the following provisions shali be applied:-

1- Customs and all other duties on industrizal products whose origin is from one of the contracting
countries, shall be reduced by 10% per annum, starting the beginning of 1965, and shall be
increased to 20% per annum starting the beginning of 1969.

Industrial products listed in Table B annexed to the Agreement * Facilitating Trade Exchange and
Organizing Transit Trade and its first three amendments”, and which presently enjoy 25%
reduction -in custom duties, and also the industrial products listed in Table C which presently
enjoy 50% reduction in custom duties, shall be subject to the following percentage reductions:-

Date of reductions in custom reductions in custom
Reduction and all other duties and all other duties

on industrial products on products listed

listed in Table B (%) in Table C (%)

1.1.1965 ' 35% 60%
1.1.1966 45% 70%
1.1.1967 55% 80%
1.1.1968 65% 90%
1.1.1969 85% 100%
1.1.1970 100%

2- The contracting parties shall undertake to -exempt from all restrictions the industrial products
exchanged among them in yearly stages starting the beginning of 1965 at a rate of 10% of these
products to be increased to 20% starting the beginning of 1969.
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Also, the following text shall replace the text of paragraph 2 of article XII of Resolution No. 17
establishing the Arab Common Market.

3- Alistof industrial products which they shall actually liberate during the next stage which represent
10% of these products, and represent 20% of these products starting the beginning of 1969

ANNEX (3)

The Certificate of Origin
Resolution No. 319 paragraph 1, dated May 19, 1968,

The Text

“The following statement shall replace the statement that was written in the previous Certificate of
Origin (and that the percentage of domestic raw materials and labour constitutes at least 40% of the
total cost of production)”.

ANNEX (4)
Resolution No. 780 paragraph (4-2) dated June 7, 1978

The Text

** Adoption of the new form of the Certificate of Origin {attached) to be used by the member states of
the Council of Arab Economic Unity and to replace the form presently in use”.

A certificate of origin that conforms to the new form is shown in Annex (5).
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ANNEX (5)
Certificate of Origin

NUMDET .ottt e 2) Name and address of importer (3) )
RS 1 (< USRS
Certificate of Origin issued Country of destination .........ccceveviiiveceeirennen.
DY i | e
Name, address, and country of exporter Type of vehicle ........ccoveiiiiiiii e 4)
Bill of Lading number..........c.ocoveveviierieviiiie
................................................................... ) Date of shipping......c.cocoeiiiiiini e,
Marks and Number and Type of goods Weight
Numbers Type of
Parcels Gross Net
3) (6)
(7)o testifies that the goods whose details are given above are of................ origin, and that
the percentage of domestic raw materials and labour constitutes.............. of the total cost of
production.
WFItten ON..eviveeiiriiicces e Year. ... ®)

Signature and stamp of

authority issuing the
certificate

Authentication of the
competent governmental
authority
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La Resolution du
Conseil de L’Unité Economique Arabe

créant le

Marche Commun Arabe




La Résolution N17 du 13/8/1964 et ses amendements du Conseil de 1’Unité Economique Arabe
créant le Marché Commun Arabe!

En exécution des clauses de la convention de I'Unité Economique Arabe entre les Etats de la
Ligue Arabe,
Le Conseil,

Désireux de favoriser le dévéloppement social, de promouvoir I'éssor économique des parties
contractantes, d’asseoir I'unité économique sur des assises saines de dévéloppement économique
harmonieux et continu, compatible avec les liens naturels et historiques existants entre elles.

Désireux de réaliser I'intégration économique, les parties contractantes décident d’unir leurs
efforts en vue de créer les meilleures conditions susceptibles de dévélopper leurs richesses, d’accroitre
ie niveau de vie et d’améliorer les conditions de travail. Le Conseil de I'Unité Economique Arabe
décide de créer un Marché Commun Arabe, ayant pour but la réalisation des principes suivants:

1) Liberté de circulation des personnes et des capitaux.
2) Liberté d’échange des marchandises et des produits nationaux et étrangers.
3) Liberté de séjour, de travail, d’emploi et d’activité économique.

4) Liberté de transport, de transit et liberté d’utiliser des moyens de transport, des ports et
d’aéroports civils.
Ceci conformément aux dispositions suivantes:

CHAPITRE I
Deéfinitions et Terminologies

Article I
Par la terminologie suivante ou qu'elle soit employée, on entend:

1) Les Parties Contractantes: Les Etats membres du Conseil de I'Unité Economigue Arabe.

2) Les Restrictions: Ce sont les restrictions administratives appliquées par I'un des Etats des parties
contractantes pour ce qui est de ses importations et exportations y compris la défense d’ importer
et d’exporter ou I'obligation de subordonner cette double opération a des contingents déterminés
ou a des licences ainsi que d’autres mesures imposées aux échanges commerciaux.

3) Droits de douane et autres droits: Les droits de douane sont ceux qui figurent dans la nomenclature
du tarif douanier. Quant aux autres droits ce sont les impéts et taxes qui frappent les marchandises
importées quelle que soit la diversité de leur appélation.

Ne sont pas considérés comme des droits ou taxes:
a) Les taxes, impGts, ou salaires retribuant des services.

b) Les taxes et impots qui frappent les produits ou leurs-mati¢res premiéres importées des Etats
des parties contractantes lorsque leurs produits locaux ou leurs matiéres premiéres sont assujettis
aux mémes droits et taxes.

4) Les produits agriceles et animaux ainsi que les richesses naturelles: On entend par produits
agricoles, animaux et par les richesses naturelles, ceux qui sont originaires d’un des états des
parties contractantes, et qui sont importés dans leur état naturel.

5) Les prodnits industriels: Ce sont les articles fabriqués dans I'un des Etats des parties contractantes
a un prix de revient local de 40% inférieur au prix de revient global.

(1) La Résolution N'411 peragraphe 3 du 2/2/1970 du Conseil de PUnité Economique Arabe, stipule ’addition d’un nouveau chapitre & la
Résolution N'17 portant le titre *“Tarif Douanier Unifié”’ (le nouvear chapitre se trouve en annexe o’l)

18




Font partie du prix de revient local: les matieres importées, originaires d’une des parties
contractantes et utilisées dans une industrie locale.

CHAPITRE 11
Principes Généraux

"Article 2

La Libération des échanges des produits agricoles et animaux, ainsi que les richesses naturelles et
les produits industriels entre les parties contractantes conformément aux principes et aux régles prévus
dans les articles suivants.

Article 3

Les réstrictions actuellement en vigueur dans chacune des parties contractantes ainsi que les
divers taxes et impdts a I'importation et a I'exportation seront fixés définitivement de fagon gqu’aucune
dJes parties ne puisse établir une nouvelle taxe, un nouvel impdt ou une nouvelle réstriction, ni majorer
les taxes et les impots existants ou augmenter les réstrictions prévus sur I échange des produits agricoles
et animaux ainsi que les richesses naturelles ou les produits industriels, échangés entre les Etats
. contractants.

Article 4

Les Gouvernements des parties contractantes appliqueront entre eux la clause de la nation la plus
favorisée dans leurs échanges commericaux avec les Etats non membres de la Convention de I'Unité
Economique: ou le contenu de cet article ne s'applique pas aux accords en vigueur.

Article 5

Les Gouvernements des Parties contractantes ne peuvent imposer des droits ou taxes intérieurs
sur les produits agricoles, animaux, les richesses naturelles et sur les produits industriels échangés entre
eux, qui soient supérieurs a ceux qui sont imposés aux produits locaux équivalent ou a leurs matiéres
premicres.

Article 6

Les produits agricoles et animaux ainsi que les richesses naturelles et les produits industriels
échangés entre les parties contractantes ne sont assujettis 4 aucun droit de douane a I'exportation.

Article 7

1) Les produits agricoles et animaux ainsi que les richesses naturelles et les produits industriels
echangés entre les parties contractantes ne peuvent étre réexportés en dehors du marché qu’aprés
autorisation de I'état exportateur a moins qu'ils n’aient subi dans I'état importateur des opérations de
transformation industriels leur conférant la qualité de produits industriels locaux dans I'état
importateur.

2) Les produits agricoles et animaux ainsi que les richesses naturelles et les produits industriels
nationaux échangés entre les Etats du Marché si I'Etat exporteur leur a précédemment accordé une

prime alors qu'il existe une production intérieure équivalente dans le pays auquel les produits sont
réexportés.
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Article 8

Les primes de soutien:

Aucun Etat des Parties Contractantes peut accorder une primé de soutien quelle qu’en soit la
nature, a ses exportations de produits nationaux aux autres parties contractantes si les pays
importateurs disposent d’une production similaire au produit en faveur duquel la prime est accordée.

Article 9

Les privileges et monopoles en vigueur dans les Etats des parties contractantes ne peuvent faire
obstacle a I'application des dispositions du Marché Commun Arabe.

: CHAPITRE 11
Echange des produits agricoles et animaux et les richesses naturelles

-Article 10

Jusqu’ a ce que les tableaux plus détaillés soient établies pour le Marché Commun Arabe par une
commission technique formée par le Conseil de I'Unité Economique Arabe, les dispositions suivantes
seroat appliquées:

1) Les produits agricoles et animaux ainsi que les ressources naturelles figurant au tableau “* A™
(en annexe de la Convention pour faciliter les échanges commerciaux et organiser le commerce de
transit entre les Etats de la Ligue Arabe ainsi que ses trois premiers amendements) originaires d'un des
Etats des parties contractantes seront exemptés des droits de douane et autres lors de leurs echanges
entre les parties contractantes.

Quant aux produits agricoles et animaux et les ressources naturelles ne figurant pas au tableau
mentionné ci-dessus, feront I'objet d’une réduction graduelle des tous les droits et taxes de I'ordre de
20% par an, a partir du premier Janvier 1965.

2) Chacun des Etats des parties contractantes s’emploira a libérer ses produits des réstrictions
auxquelles ils sont assujettis, en cinq étapes annuelles a partir du Ier Janvier 1965, a un taux de 20%.

20



. CHAPITRE IV
Echange des Produits Industriels®

Article 112

Jusqu’a ce que des nomenclatures plus détaillées pour le Marché Commun Arabe soient établies
par une commission formée par le Conseil de I'Unité Economique Arabe, lés dispositions suivantes
seront appliquées:

1) Les droits de douane et tous les autres droits sur les produits industriels originaires d’'un des
Etats des parties contractantes seront réduits a raison de 10% par an, a partir du ler Janvier 1965.

Quant aux produits industriels figurant au tableau “ B en annexe de la Convention pour faciliter
les échanges commerciaux et I'organisation du Commerce de transit et ses trois premiers amendements’
et jouissant a I'heure actuelle d’un abattement de 25% sur les droits de douane ainsi que les produits
industriels figurant au tablau “C” et jouissant a I'heure actuelle, d’'une réduction de 50% sur les droits
de douane, les taux de reduction leur seront appliqués conformément au tableau suivant:

(2)  Cet article a ét3 modifié par la Résolution du Conseil de PUnité Economique Arabe N'372/C12 du 19/5/1968 stipulant la réduction des
étapes du Marché Commun Arabe (annexe N'2}. Le texie de la Résolution concernant Particle 11 est le suivant: “‘Le texte qui suit
remplacera le texte de Particle 11 de ia Résolution N'17 instituant le Marché Commun Arabe.

EchanJge des produits industriels

Article 11

Jusqu’a ce que des nomenclatures plus détaillées et spécifiques au Marché Commun soient établies par une commission technigue formée
par le Conseil de 'Unité Economique Arabe, les dispositiens suivantes seront appliquées:

1- Les droits de douane et tous les autres droits sur les produits industriels originaires d*un des Etats des Parties Contractants seront réduits
& raison de 10% par an, 4 partir du ler Janvier 1965, et a raison de 20% & partir du ler Janvier 1969.

Quant aux produits industriels figurant au tableau **B* en annexe de la Convention pour faciliter les échanges commercisux et
Porganisation du commerce de transit et ses trois premiers amendements et joulssant 8 "heure actuelle d’un abatiement de 25% sur les droits de
douane ainsigue les produits industriels figurant au tableau *C"’ et jouissant a I’heure actuelle d’une réduction de 56% sur les droits de douane,
les taux de réduction lear seront appliqués conformément au tableau suivant:

¥

Date de Pourcentage de réduction pourcentage de réduction
la réduction pour les droits de douane pour les droits de douane
et autres sur les produits et aulres sur les produits
industriels rngyrant au figurant au tablaeu ¢‘C*
tableau “B™
V1/1965 35% 60%
1/1/1%66 45% W
1/1/1967 §5% 80%
11/1968 65% W%
1/1/1969 85% 100%
1/1/1970 100%

2.Les Etats Contractants exempteront, par étapes annuelles, les produits industriels échangés, inentionnés ci-dessus des restrictions
auxquelles ils sont assujettis 3 raison de 10% a partir du ler Janvier 1965, et i raison de 20% i partir du ler Janvier 1969.
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Date de Pourcentage de réduction Pourcentage de réduction

la réduction pour les droits de douane pour les droits de douane
et autres sur les produits et autres sur les produits
industriels figurant au figurant au tableau *‘C”

tableau “B”

1/1/1965 35% 60%
1/1/1966 45% 70%
1/1/1967 55% 80%
1/1/1968 65% 90%
1/1/1969 ' 85% _ 100%
1/1/1970 100%

2) Les Etats Contractants exempteront par étapes annuelles les produits industriels échangeés,
mentionnés ci-dessus, des réstrictions auxquelles ils sont assujettis, a raison de 10%, a partir du
ler Janvier 1965." A

CHAPITRE V
Dispositions Communes

Article 123

Deux mois avant le début de chaque étape annuelle du March¢ Commun Arabe, tout Etat
contractant devra déposer au Conseil de I'Unité Economique ce qui suit:-

1) Une liste des produits agricoles et animaux ainsi que des richesses naturelles qu’il libérera
éffectivement des réstrictions au cours de I'étape suivante lesquels représenteront 20%.

2)  Une liste des produits industriels qu’il libérera effectivement des réstrictions au cours de I'étape
suivante lesquels représentent 10%.

Afticle 13

Dans un délai ne dépassant pas le Ier Novembre 1964, chacun des Etats Contractants déposera au
Conseil de I'Unité Economique, les listes suivantes:

1) Une liste récapitulative des réstrictions appliquées a I'importation ou a I'éxportation des:

- Produits agricoles et animaux ainsi qu’aux richesses naturelles.
- Produits industriels ’

2) Une liste récapitulative des droits de douane et autres impositions appliquées a importation ou
a I'éxportation.

3) Une liste récapitulative des droits internes appliqués a ses produits industriels, agricoles et
animaux. :

(3). Le deuxiéme paragraphe de cet article a été modiflé d*aprés le dernier parngraphe de la Résolutiva du Conseil de I'Unité Economique
Arabe N'372 du 19/5/1968 (Annexe N'2), :

Le texte de la Résolution concernant Particle 12 est e suivant: *“Ainst le texte qui suit remplacera le deuxiime paragraphe de Particle 12 de
Ia Résolution N'17, instituant le Marché Commun Arabe: - ’
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‘

4) Une liste récapitulative des droits qu'il pergoit pour services rendus.

" 5) Une liste récapitulative des produits nationaux qui jouissent de primes d'encouragement quelle
quen soit la nature et la valeur. Le Conseil de I'Unité Economique sera mis au courant de toute
modification apportée a cette liste.

Article 14
Chacun des Etats contractants a le droit de présenter au Conseil de I'Unité Economique une

demande visant a soustraire certains produits de I'exemption ou de la réduction des droits et des taxes
et de la libération des réstrictions pour des motifs sérieux justifiant la-dite exception. Il appartient au

Conseil de I'Unité Economique d’approuver celie-ci et d’en fixer I'éffet par un délai défini ne

dépassant pas la période d'échelonnement.

Article 15*
Certificat d'origine:

Toute marchandise jouissant d'une franchise ou du régime douanier préférentiel doit étre
accompagnée d'un certificat d'origine émanant d’'une autorité gouvernementale compétente.

Pour ce qui est des produits industriels, le certificat d'origine devra étre rédigé de la facon
suivante: _

Je certifie que les articles mentionnés sont originaires de.......... et que le prix de revient local y

compris le prix des matiéres arabes originaires d'un des Etats membre du Marché Commun Arabe,
totalise 40% au moins du prix de revient global.

Les autorités douanicres dans chacun des Etats contractants peuvent prendre les mesures
permettant de s assurer que la marchandise est conforme au contenue du certificat d'origine.

CHAPITRE VI
Régularisation de la Valeur des Echanges
Commerciaux Entre les Etats Contractants

Article 16

Jusqu'a qu'une Union Arabe des Paiements et qu'un Fonds Monétaire Arabe pour les parties

contractantes soient crées de facon que leurs monnaies soient convertibles entre elles, les dispositions
suivantes seront appliquées:

1) Larégularisation des paiements concernant Ia valeur des marchandises et des services échangés

sera fait entre les parties contractantes, conformément aux accords bilatéraux de paiement en vigueur
entre elles.

(4) Cet article a é1é modifié par le paragraphe I de la Résolution du Conseill de I'Unité Economique Arabe N'319 du 19/5/1968 et part le
paragraphe 4 alinéa 2 de la Résolution du Conseil N'780 du 7/6/1978 (annexe N'3 et 4),

La Résolution N319/paragraphe I du 19/5/1968: *‘La phrase sulvante ramplacera celle existante dans le certificat d’origine: la part des matiéres
premieres et de la main-d’oeuvre locale représente au moins 40% du coiit total de production.”

La Resolution N'780 - paragraphe 4 alinéa 2 du 7/6/1978:~ *L’adoption du nouveau formulsire pour le certificat d’erigine (en annexe) qui
remplacers le formulaire en usage et qui sera utilisé dans le cadre dés Etats du conseil de I'Unité Economique Arabe,

Le ﬁouveiu ﬁmnuhh du certificat d*origine se trouve en annexe N'S,
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2} En Tabsence d'un accord de paiement bilatéral entre deux des Etats contractants, la
régularisation des paiements figurant a I'alinéa | ci-dessus se feraen dollars américains, en livre sterling
ou en toute autre monnaie convertible diiment agrée par les deux’parties concernées.

Dans ce cas. chacun des deux Etats s’engagera a permettre le transfert de toutes Ies sommes dues
au pays exportateur sans le moindre retard.

CHAPITRE VI
Dispositions Executives

Article 17

En exécution de I"article 12 de la Convention de I'Unité Economique entre les Etats de la Ligue
Arabe et les parties contractantes appliqueront les dispositions figurant dans la présente Résolution,
contormément aux régles constitutionnelles en vigueur dans chacune d'eiles.

Fait au Caire, le Jeudi 5 Rabi El-Thani 1384 (13 Aolt 1964) pendant la deuxiéme session du
Conseil de I'Unité Economique Arabe.

NOUVEAU CHAPITRE !
Le Tarif Douanier Unifie

1) L'unification des législations et des systémes douaniers dans 5 ans & partir du ler Janvier 1965,

2) Unitication des droits douaniers et autres droits pour les Etats membres contractants. (Tarif
Extérieur Commun) vis a vis des autres Etats, et ceci par étapes successives dans 5 ans, a partir du ler
Janvier 1970, T umhcatnon se fera selon les procédures que fixera le Conseil de I'Unité Economique
Arabe.

3) Commencement de I'unification du tarif au ler Janvier 1972.

(1) Ce nouveau chapitre a ét¢ rajouté d’aprés la Résolution du Counsell N1} du 1/2/1970 dont le texte est le suivant “*Insérer un nouveau
chapitre i la Résolution du Marché Commun Arabe, dans lequel figureront les dispositions citées dans1a Résolution du Conseil N19. Le titre de
¢¢ nouveau chapitre est (le tarif dounaler unifié) il stipule que le commencement de Vexécution de Punification du tarif doit avoir lieu Je ler
Janvier 1972."" '

Quant & la Résolution N'19 du 13/#/1964 précité, le texte est le suivant:
“Le 'Conseil décide de porter les deux sujets suivants a la Commission Dovaniére pour les étudier:«
. 1) Unification des Législations et des systémes douaniers dans 5 ans & partir du Ter Janvier 1965,

2) Unification des droits douaniers et autres droits pour les Etats members contractants vis & vis des autres éﬁu et ceci par étapes successives
dans 5 ans & partir du ler Janvier 1970; unification se fera selon les procedures que fixera ke Conseil de I'Unité Economique Arabe,”
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Arabe amendant les dispositions
de la Résolution instituant
le Marché Commun Arabe N'17 de 1964.




Annexe N'1
Le Tarif Douanier Lnifié

Le texte de la Resolution N°411/ paragraphe 3 du 2/2/1970:

**Insérer un nouveau.chapitre a la Résolution du Conseil N°19. Le titre de ce nouveau chapitre est
(le Tarif Douanier Unifié), il est stipulé que le commencement de I'exécution de I'unification du tarif
doit avoir lieu au 1/1/1972.7

Annexe N2

Reduction des Etapes du Marche Commun Arabe
L.a Résolution 372 du 19/5/196¥%

*Le Consell,

Considérant la proposition de la République Irakienne concernant la réduction des étapes du
Marché Commun Arabe, et les points de vue des Etats membres, et le mémorandum du Secrétariat
Géneral sur ce sujet;

Vu le programme prévu selon les deux articles 10 and 11 de la Résolution 17, concernant les
étapes de réduciion des droits douaniers et autres droits, et les réstrictions d’ordre administratif sur les
articles et produits agricoles et industriels fabriqués et échangés dans les pays membres, il s’ avére que:

a- Les produits agricoles et animaux et les richesses naturelles figurant au tableau* A" annexé ala
Convention de faciliter les échanges commerciaux et Porganisation du commerce de transit et ses
amendements, bénéficient de I'exonération compléte, alors que les produits non mentionnés dans le
tableau **A™ en bénéficieront enticrement selon le programme au ler Janvier 1969.

b- Les prodults industriels figurant au tableau “ B en annexe a la Convention de faciliter les
échanges commerciaux et I'organisation du commerce de transit et ses amendements béné ficient d' une
exemption de l'ordre de 65% et en bénéficieront entierement, selon le programme prévu au ler Juillet
1971.

Les produits industriels figurant au tableau ** C bénéficieront d'une exemption de I'odre de 90%
et en bénéficieront entiérement, selon le programme dessiné au ler Janvier 1969.

Les produils industriels, non mentionnés aux deux tableaux cités ci-dessus bénéficient d’une
exemption de ' ordre de 40% et en bénéficieront entierement au ler Janvier 1974 selon le programme
~ dessine.

Croyant en faire avancer le Marché Commun Arabe et en libérer les échanges commerciaux le
plus rapidement entre les pays membres.

Le Conseil decide:

Premiérement: Réduction des €étapes de la libération des échanges commerciaux des produits
industriels originaires d'un des Etats membres et I'augmentation du taux de cette libération comme
indigué ci-dessous:-

1) Le taux d’exonération douaniére des réstrictions administratives, pour les produits industriels
figurant au tableau “B" passe de 10% a 20% au ler Janvier 1963, et a 15% au ler Janvier 1970,
obtenant ainsi I'exonération compléte au ler Janvier 1970 au lieu de 1/1/1971.

2) Le taux d'exonération douaniére des restrictions administratives pour les autres produits
industriels, passe de 10% a 20% par an, a partir du ler Janvier 1969 obtenant ainsi 'exonération
complete au ler Janvier 1971 au hieu de 1/1/1974.

Deuxiemement: En ce qui concerne les produits agricoles et animaux et les richesses naturelles non
mentionnés au tableau **A” en annexe a la Convention pour faciliter les échanges commerciaux et
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I'organisation du Commerce du transit, et les produits industriels figurant au tableau “C”, le taux
d'exonération est maintenu a son niveau actuel, du fait que le programme en cours méne &
I'exonération compléte au ler Janvier 1969.

Troisiemement: Modifier I'article II de la Résolution 17 selon la forme ci- dessus (la modification
de T'article 11 et 12 en annexe).

Quatriemement: Pour réduire les étapes de la libération des échanges commerciaux, les états
devront lever toutes les réstrictions qui constituent un obstacle au commerce, mentionnés dans les
articles ci-dessus. Les états qui suivent le systeme de budget de trésorerie doivent accorder des quotes
parts suffisants pour I'importation des produits des autres pays.

Modification de P'article Il et 12 de la Reésolution N'17

Le texte suivant remplacera le texte de I'article I1 de la Résolution N°17.

Echange des produits industriels

Article 11

Jusqu'a ce que des tableaux plus détaillés et spécifiques au Marché Commun Arabe soient établies
par une commission technique formeée par le Conseil de I'Unité Economique Arabe, les dispositions
suivantes seront appliquées:

1) Les droits de douane et tous les autres droits sur les produits industriels originaires d'un des
Etats des parties contractantes seront réduits.a raison de 10% par an, a partir du ler Janvier 1965, et a
raison de 20% a partir du ler Janvier 1969.

‘Quant aux produits industriels figurant au tableau*B” en annexe de la Convention pour faciliter
les échanges commerciaux et I'organisation du commerce de transit, et ses trois premiers amendements
jouissant a I'heure acutelle d'un abattement de 25% sur les droits de douane ainsi qui les produits
industriels figurant au tableau‘“ C” jouissant a I'heure actuelle d’une réduction de 50% sur les droits de
douane, les taux de réduction leur seront appliqués conformément au tableau suivani:

Date de la Pourcentage de la réduction Pourcentage de la réduction des

reduction des droits de douane, ainsi _droits de douane, et autres taxes
que les autres taxes sur les sur les produits figurant au
produits industriels,” figurant tableau “C"

au tableau *B”.

1/1/1965 35% 60%

1/1/1966 45% 70%
1/1/1967 35% 80%
1/1/1968 65% 90%
1/1/1969 85% 100%
1/1/1970 100% :

2) Les Etats contractants exempteront par étapes annuelle les produits industriels échangés
mentionnés ci-dessus des réstrictions auxquelles ils sont assujettis & raison de 10% a partir'du ler
Janvier 1965, et a raison de 20% a partir du ler Janvier 1969.

Ainsile texte suivant remplacera le deuxiéme paragraphe de l'article 12 de la Resolunon N°17
instituant le Marché Commun Arabe;

2- Une liste des produits industriels qu'il libérera effectivement des restrictions au cours de I'étape
suivante lesquelles représentent 10% et 20% de ces produits a partir du ler Janvier 1969.
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Annexe N3

Le Certificat d’Origine

La Résolution N'319 paragraphe 1 du 19/5/1968:

“La phrase suivante remplacera celle exnstante dans le certificat d’ongmes(la part des matiéres
premiéres et la main-d’oeuvre locale représente au moins 40% du cofit total de production.)

Annexe N4

La Résolution N'780 paragraphe 4 alinéa 2 du 7/6/1978

L’ adoption du nouveau formulaire pour le certificat d’origine qui remplacera le formulaire en
usage et qui sera utilisé dans le cadre des Etats du Conseil de I'Unité Economique Arabe”

(Le nouveau formulaire du certificat d’origine se trouve en annexe N°S.)




Annexe NS
Le Certificat d’Origine

L e bl -

NUMETO evrierrerrirere s ssessasisses s caesssssesns ) Nom de l'importateur.........cc.ccc.........
NOM A& VELAL coveeees s et seetaenena AGIESSE ceervveeerreseiensvrereerreeessse e e (3)
Organisme délivrant le Pays importateur .......cceeeueeeeeecvverrrnsensenn.
Certificat d'OTIgINE ...oovvviiieiii s '
Nom de I' exportateur ...............cooeeeniee e, Moyen de transport ..........coveeriiiicininnenee
AdIESSe . vovveeieeieneniessnnersnseenen (1) N'du connaissement ........c......... e 4)
Pays €XPOTLAEUT ........cvrnireereernereersrracnesneencs Date d'expédition ..o o oo
Marques Nombre et Type de Poids
(Trade Mark) type de marchandise
colis Brut Net
(5) (6)
() I certifie que les articles spécifiés dans la déclaration douanicre mentionnés ci-dessus sont
d'origine............ et que la part des matitres premiéres et de la main-d’ceuvre représente............. du
| coiit global de production. ‘
Fait & .ooovemvininininiinens année...........  (8)
Signature et cachet de Legalisation des
Porganisme délivrant le autorités gouvernementales
| certificat compétentes
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Council
of
Arab Economic Unity
" General Secretariat

Resolution Passed By

 The Council of Arab Economic Unity
Establishiﬁg the Arab Common Market

La Résolution du
Conseil de L’Unité Economique Arabe .

Creant le Marche Commun Arabe
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