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ABSTRACT 

 
There is general consensus on the fact that trade policies of leading 

economies have a strong impact on the world economy and serve as a catalyst 

of new trade patterns. While economists will continue to debate whether 

multilateral trade agreements or regionalism constitute the most effective 

strategy, the ongoing financial crisis makes it clear to major economic 

powerhouses (United States, European Union, and China) that the pristine 

markets in North Africa represent the best opportunity for a sustainable 

recovery. For instance, in the past decade, U.S. policy makers have been 

increasingly concerned with regional trade policy: a free trade agreement 

(FTA) was first concluded with Canada before its extension to Mexico 

(NAFTA). Negotiations subsequently included Central (CAFTA) and South 

America (MERCOSUR), with the prospect of creating the Free Trade Area of 

the Americas (FTAA). This approach led to a wave of regionalism, which 

brought about a multitude of such agreements. To this effect, bilateral free 

trade agreements (FTAs) with Israel (1985) and Jordan (2002) followed by 

Singapore (2003), Morocco (2004), Bahrain (2006), and Oman (2009) have 
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already entered into effect with variable outcomes. Other Arab countries, also 

interested in free trade agreements with the United States, are looking at the 

US-Morocco FTA as a model for their own economic development. 

Furthermore, in May 2003, the U.S. proposed the Middle East Free Trade Area 

Initiative (MEFTA), as a strategy for Middle Eastern nations to increase trade 

and investment with the United States and with others in the world economy, 

with the eventual goal of a regional free trade agreement.1 

By dangling the process of globalization before Arab countries who 

seek accession to the World Trade Organization (WTO), US and other leading 

economies created a need for the development of a uniformed regulatory 

framework to establish the foundations for this integration and provide for a 

common set of rules and principles to achieve a free trade area in the Middle 

East and North Africa (MENA) region. As these countries implement domestic 

reform agendas, institute the rule of law, protect property rights (including 

intellectual property), and create a foundation for openness and economic 

growth, they minimize trade diversion, increase transparency for traders, and 

secure access to the dispute settlement mechanisms of the WTO. 

In order to make a thorough assessment of economic integration 

between the Arab Maghreb Union (AMU) countries, I will analyze intra-

                                                 
1 U.S. Trade Representative, “Free Trade Agreements,” Office of the U. S. Trade 

Representative, http://www.ustr.gov/trade-agreements/free-trade-agreements (accessed 
October 10, 2009). 



 iv

Maghreb trade given its latent high pay-offs to the region. My thesis deals with 

the following key issues: Does the Maghreb face a trade integration deficit? If 

so, is this deficit caused by the implementation of the 1995 Euromed 

agreement2 (trade diversion)? What is the region’s potential in generating trade 

and attracting foreign direct investments? Since no study has been specifically 

devoted to these issues, this paper is intended to fill the lack of literature for 

three selected Maghreb countries:  Morocco, Tunisia and Algeria. 

Investigation into this topic requires a thorough examination of many 

different sources.  Information is collected by examining books, articles, and 

other scholarly publications. I also approach my thesis problem by 

incorporating my experience and lessons learned from my current position at 

the U.S. Department of Commerce, to make my own conclusions concerning 

the potential of economic integration in the Maghreb.  

My thesis is organized as follows. Chapter I: “The Inception of the 

Arab Maghreb Union.” This chapter provides an overview of the driving forces 

that led to the creation of this union and describes the objectives, advantages, 

and challenges faced by Maghreb countries. Chapter II: “The Evaluation of 

Intra-Maghreb Trade Relations (1989-2009)” examines how relevant, effective 

and efficient the integration strategies have been in the region.  The period of 

                                                 
2 Euro-Mediterranean Partnership also known as the Barcelona Process is an initiative 

from the European Union to strengthen its ties with Mashreq and Maghreb regions.  
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analysis is from 1989 to 2009. 1989, the year the agreement was formally 

signed by all member nations to constitute an economic union, is chosen as the 

starting point of the review. The selected Maghreb countries (Morocco, 

Algeria, and Tunisia) for this analysis represent a case-model that is used to 

inspire other nations in the Maghreb region to embark in their own 

development campaigns. Chapter III “Maghreb Relations with the European 

Union” scrutinizes threats and opportunities of economic integration. The 

threats have to do with asymmetrical liberalization of trade with the European 

Union. The opportunities are related to special features of the Mediterranean 

Rim and the strong presence of European FDI in the Maghreb area. Chapter 

IV: “The Role of Entrepreneurship in the Economic Development of the 

Maghreb” addresses the importance of small and medium enterprises in job 

creation and their contribution to economic growth of the Maghreb economies. 

The final chapter “Conclusion” presents suggestions and recommendations to 

enhance the progress and welfare of Maghreb countries. Finally, the essence of 

my thesis is that it gives an in-depth look at the current development 

challenges facing the Maghreb by assessing trade relations in the region (i.e. 

economic and political initiatives and FDI potential), determining lack of 

political will to launch full fledge cooperation among AMU members, and 

suggesting the development of entrepreneurship as a vehicle for economic 
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growth and the first step towards achieving a better future for the growing 

labor force. 
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CHAPTER I 
 

THE INCEPTION OF THE ARAB MAGHREB UNION  
 

Trade integration is a multi-disciplinary subject. It calls for an appropriate 

approach, one that is not narrow, but at the same time not so broad as to be unfocused. 

Hence, for the purpose of this thesis, I have selected the three major players of the 

Maghreb: Algeria, Morocco, and Tunisia. I will focus on the Maghreb region due to the 

lack of significant academic research and literature on its trade potential compared to the 

Mashreq1 that receives a higher share of analysis and coverage by scholars from around 

the world. 

Over the centuries, the process of integration grew stronger, more complex and 

more important. Over time, the rules became firmly established and institutions have 

grown around them. States then developed the habit of working through those 

institutions. They do so because of self-interest. Given the regulation of international 

interactions through institutions and rules, they can realize mutual gains, thereby 

avoiding the costly outcomes associated with a breakdown of cooperation. In the course 

of the past twenty years, a growing number of governments at different stages have taken 

steps to make national economies less regulated and flows of international trade and 

capital freer. In times of change, where fighting for your own interests may not suffice to 

maximize your gains, mutual cooperation plays a key role.  

Maghreb is the Arabic term for North Western Africa. It is generally applied to all 

of Morocco, Algeria, and Tunisia. Isolated from the rest of the continent by the Atlas 

Mountains and the Sahara, the Maghreb is more closely related in terms of climate, 

landforms, population, economy, and history to North Mediterranean areas than to the 
                                                 

1 Mashreq: Arab countries to the east of Egypt and north of the Arabian Peninsula. 
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rest of Africa. The Arab Maghreb Union (AMU/French acronym UMA) was established 

in 1989 to promote cooperation and integration among the Arab states of North Africa.2 

Its members are Algeria, Libya, Mauritania, Morocco, and Tunisia (shown in map 

below).  

Figure 1: Map of the Maghreb Countries 

 

Source: The Maghreb Review. 

The Arab Maghreb Union was envisioned initially by Muammar al Gaddafi of 

Libya as an Arab super state and was expected eventually to function as a North African 

common market. Set up in 1989 in Marrakech by Algeria, Libya, Mauritania, Morocco 

and Tunisia, UMA has been frozen since 1995 due to disputes between member 

countries, especially between Algeria and Morocco over Algiers' direct involvement in 

                                                 
2 Arab Maghreb Union, “Regional Treaty between five Maghreb states: Algeria, Libya, 

Mauritania, Morocco and Tunisia,” The Arab Maghreb Union, 
http://www.maghrebarabe.org/fr/conventions.cfm?type=1 (accessed September 17, 2008). 
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the Western Sahara issue. Although economic and political unrest have hindered progress 

on the union’s common goals, every member state realizes that it is only by uniting and 

exerting themselves can they deal with the challenge of a drastically changed world.  

Despite some progress, economic integration has remained limited, mainly 

because of differences in development strategies and economic policies amongst the five 

countries. For the future, the major challenge is not only to create a convergent economic 

environment, but also to put in place appropriate mechanisms to increase cooperation and 

collaboration. There is no concrete vision of institutional economic integration in the 

Maghreb, much less a roadmap to get there. Case in point, the AMU website has a blank 

page as its mission and objectives description.3  

Regardless of the obvious appeal of regional integration, its potential economic 

and financial benefits for member states and notwithstanding the numerous multilateral 

agreements and summits of the Heads of States of the five Arab Maghreb countries since 

1989, there has been virtually no progress towards achieving the objectives of the AMU 

and reaping the full potential of regional integration. Indeed, a genuine integration among 

the five Arab Maghreb countries remains essentially an idle project. Of course, this 

apparent failure is rooted in many factors, chief among them are economic and political 

impediments. Although the distinction between these major factors is difficult, and often 

blurred, I will analyze the problems, advantages and future of the AMU.  

Integration is a complex process, and some dissimilarity is bound to exist across 

these countries, ensuing from different institutional, economic, and financial structures. 

Yet, a necessary condition for an effective union is that the member states be 

                                                 
3 Arab Maghreb Union, “Objectives and Mission,” The Arab Maghreb Union, 

http://www.maghrebarabe.org/en/objectifs.cfm (accessed July 25, 2009).   
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fundamentally unifiable, a method that can motivate and perhaps justify taking further 

steps toward stronger economic and financial ties among the countries of the region.  

Hence a more intensified cooperation among policy-makers and further convergence of 

public policy across the region would assume paramount importance for pushing forward 

the agenda for regional unification. 

1.1. History 

Attempts at closer relations among the countries of North Africa go back to 1958, 

when the nationalist parties in Morocco and Tunisia, together with the Front de 

Libération National of Algeria, held the Maghreb Unity Congress in Tangier.4 Little 

progress was made, as the three parties were absorbed in the task of establishing their 

newly independent states. The first conference of Maghreb Economic Ministers, which 

took place in Tunis in 1964, launched the Conseil Permanent Consultatif du Maghreb 

(CPCM) between Algeria, Libya, Morocco, and Tunisia, to coordinate and harmonize the 

four countries’ development plans, as well as intraregional trade and relations with the 

European Union.5  

In practice, however, these plans were not carried out in the 1970s and 1980s, 

particularly because of differences over the Western Sahara question. New impetus came 

with the reconciliation of Tunisia and Libya in December 1987 and the resumption of 

diplomatic relations between Algeria and Morocco in May 1988.  Algeria and Morocco 

then reopened their frontiers, eliminated visa requirements, and set up a joint committee 

to oversee cooperation. In May 1988, Tunisia and Libya attempted to move forward 

                                                 
 4 Jon Marks, “North Africa: The Economics of Unity,” In the Middle East, no. 27 (March 3, 
1985): 9-10. 
 

5 Keith Sutton, “Political Association and Maghreb Economic Development,”  
Journal of Modern African Studies 10, no. 2 (June 1972): 191-192. 
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unification with a decision to introduce a common identity card, allow free movement of 

individuals and goods, and devise pilot industrial joint projects. The first Maghreb 

Summit of the five heads of state, held in Zeralda (Algeria) in June 1988, resulted in a 

decision to set up the Maghreb High Commission and various specialized commissions.6  

Finally, the AMU Treaty was signed on February 18, 1989, in Marrakech by the 

Heads of State of the five countries. The supreme institutional organ that has the 

authority to make decisions and to which all AMU institutions answer is the Council of 

Heads of State; its decisions require unanimity. Since the signing of the Treaty, the 

Council has met, as scheduled (annually), to take decisions concerning regional issues.   

A Council of Foreign Affairs Ministers also meets regularly to prepare for the sessions of 

the Council of Heads of State and to examine proposals formulated by subordinate 

committees and four specialized ministerial commissions (economy and finance, human 

resources, basic infrastructures and food security). A follow-up Committee, consisting of 

representatives from each Member State, follows the implementation of resolutions 

adopted by the Council of heads of State.   

A Consultative Assembly, consisting of 30 representatives from each member state 

that can advise the Council of Heads of State, and a Court of Justice, composed of two 

judges from each Member State, have been set up in Algiers and Nouakchott 

respectively. In 1992, the AMU’s Secretariat general was established permanently in 

Rabat. It has an annual operational budget of over USD 1.7 million, attained through 

equal contributions from each member state.  A number of specialized committees have 

been working in such areas as food security, economic and financial affairs, basic 

                                                 
6 Saida Mendili, “Profile: AMU,” The Arab Maghreb Union,  

http://www.maghrebarabe.org/en/ (accessed April 16, 2009).  
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infrastructure, and human resources. Several working groups have been created since 

1989 to address technical issues, and discussions have progressed on many fronts.  

From a financial angle, the North African markets of Algeria, Morocco and Tunisia 

emerged almost unscathed from the first wave of the global crisis that started in the fall of 

2008. This is illustrated by Tunisia’s stock market, which was one of the few in the world 

to remain positive registering 17 percent yearly growth. Morocco’s market fell by 5 

percent while most other markets fell by 40 percent and more in the same period. 7 That 

being said, the slow recovery of the three countries’ main partner, Europe, will negatively 

impact their economies. This is one of many pressing reasons why Maghreb policy-

makers should shape their reform agendas to move towards a regional market (over 80 

million consumers) large enough to exploit economies of scale and increase the Maghreb 

region’s share of foreign investment. 

Despite these fears, there are some encouraging news for the Maghreb countries in 

terms of public investment and agriculture. Public investment programs have catalyzed 

Algeria’s growth. The country had successfully reduced its external debt to 3 percent of 

GDP prior to the crisis, putting it in a better fiscal position. In addition, Algeria 

accumulated USD140 billion of foreign exchange reserves from high hydrocarbon prices, 

which can now be invested, to finance infrastructure and boost economic diversification.   

Furthermore, Agriculture benefitted from a generous rainfall during 2009 and drove 

positive growth in both Morocco and Tunisia. The sector’s contribution to domestic 

                                                 
7 Najat Yamouri, “Country Briefs: Tunisia,” World Bank Group, 

http://go.worldbank.org/M7QSXSK3G0 (accessed May 21, 2010).   
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production is high namely 16 percent in Morocco and 11 percent in Tunisia.8 Also, this 

sector provides employment to 40 percent of the labor force in Morocco and 20 percent 

in Tunisia. As a result, household consumption in rural areas has risen and food imports 

have declined. 

Figure 2 represents estimates and projections of real GDP growth for Algeria, 

Morocco and Tunisia for the period 2000-2010. The graph indicates that the real GDP 

growth rate was on average above 4 percent for Morocco and Tunisia over the past eight 

years. GDP growth in Algeria rebounded from 1.8 percent in 2006 to 3.0 percent in 2007, 

and this pace is forecast to be maintained for the years 2008-2010. Algeria and Morocco 

experienced a more variable GDP growth rate as economic growth in these two countries 

is mainly driven by weather conditions (i.e. occurrence or not of drought), while 

economic growth in Algeria is driven by hydrocarbon prices. According to the World 

Bank (2008), continued effort to increase hydrocarbon output in Algeria, through the 

implementation of the government’s investment plan, should underpin investment and 

consumption, carrying GDP growth back to a 4 percent range.  

 

 

 

 

 

 

 

                                                 
8 World Bank Group, “Economic Development Indicators,” World Bank Group, 

http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/MENAEXT/TUNISIA (accessed April 30, 
2010). 
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Figure 2: Real GDP Growth for Algeria, Morocco and Tunisia (2000-2010) 

 
 

 
Source: World Bank (2008), Economic Developments and Prospects: Regional Integration for 
Global Competitiveness, MENA Region. 
 

In Tunisia, total GDP rose at over 4 percent per year and per capita GDP growth 

averaged 2 percent during the two decades of the eighties and nineties (Figure 3). This 

performance certainly places Tunisia above the average growth performance recorded in 

developing countries. While GDP per capita (in constant 2000 USD) of Morocco and 

Tunisia were comparable in 1965 (respectively, 618 and 730 USD), that of Tunisia was 
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nearly two times greater than that of Morocco in 2005 (respectively, 1,356 and 2,412 

USD). 

Figure 3: Evolution of the GDP per Capita (constant 2000 USD) for the Period 1965-
2005 and Linear Projections until 2050  
 
 

 
 
Source: World Development Indicators (2006). 
Note: GDP per capita are predicted following a linear projection from 2006 to 2050 using 
the period 1995-2005.  
 

The financial turmoil of September 2008 affected world growth prospects. In 

particular, it influenced global and regional investor confidence and should be taken into 

account as a risk to any forecast. For example, markets for manufactures and services (i.e. 

tourism) may suffer from a pronounced slowdown linked to the ripple effects of current 

financial difficulties in the United States and Europe.  
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In order to make an assessment of the Maghreb countries and to evaluate the 

likelihood of the union’s success requires an assessment of the characteristics of each one 

of the selected Maghreb countries.  

1.2. Country Profiles (Algeria, Morocco and Tunisia) 
 
Algeria: Algeria is the largest of the five Maghreb countries (Mauritania, Morocco, 

Algeria, Tunisia and Libya), the second largest country on the African continent after 

Sudan and tenth largest in the world.9 This strategic geographic location offers many 

advantages likely to boost investment potential, in particular foreign investment in export 

oriented activities. The hydrocarbons sector is the backbone of the economy. In the early 

90s, with the technical assistance and financial support of the IMF, the World Bank, and 

the European Union, the Algerian government started a process of transition from a 

centralized to a market oriented economy by adopting structural adjustment programs. 

Significant progress has been made in structural reforms thanks to this program, financial 

and economic indicators have been successfully stabilized, and a more dynamic private 

sector is emerging, attracting greater inflows of foreign direct investments (FDI). 

Algeria’s economic growth has continued to be determined by ongoing growth in oil and 

gas exports, (revenues from hydrocarbons represent 97 percent of exports income), 

leading to a large increase in the trade surplus (USD 50 billion). Thus, GDP doubled 

from around 3 percent in 2000-02 to nearly 6 percent in 2003-04 and it is estimated to 

drop to 2.1 percent for 2009. 10 

                                                 
9 Central Intellingence Agency, “Africa: Algeria,” The World Factbook, 

https://www.cia.gov/library/publications/the-world-factbook/geos/ag.html (accessed October 11, 2009). 
 

10 United Nations Conference on Trade and Development, Foreign Direct Investment Database, in 
the UnctadSTAT, http://unctadstat.unctad.org/TableViewer/tableView.aspx?ReportId=89  (accessed 
February 20, 2011). 
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Thanks to taxes on oil, which represent more than 60 percent of public revenue, 

this comfortable financial situation led authorities to pursue an expansionist budgetary 

policy and launch the Complementary Plan for Support to Growth (Programme 

complémentaire de soutien à la croissance – PCSC), which earmarked public expenditure 

for the period 2005-09, and the National Program for Agricultural Development (PNDA). 

Per capita GDP rose from USD 1,783 in 2002 to USD 3,816 in 2009, with purchasing 

power parity estimated at USD 6,855 in 2009, fuelling an improvement in living 

standards throughout Algeria. 11 Multi-year projections in the 2005 finance law show an 

average growth rate of 5.3 percent a year over the period 2005-2009. Prudent 

management of oil income has enabled Algeria to reduce debt while maintaining 

reserves. Thanks to the Central Bank of Algeria’s restrictive monetary policy, inflation 

was kept down to 3.6 percent in 2007 and estimated by the IMF to increase to 4.6 percent 

in 2009. With public debt rolled back to 24.7 percent, foreign exchange reserves 

equivalent to nearly 24 months of imports and a surplus in the overall budget, Algeria has 

finally succeeded in attaining economic stability. 12 

According to Algerian government sources, the unemployment rate fell from 23.7 

percent in 2003 to 17 percent in 2004 and 12.3 percent in 2008. The State continues to 

play a dominant role in managing the economy, though its role is decreasing. The State 

continues to own most arable lands and real estate and dominates investment, 

concentrated in the hydrocarbons sector. Many sectors have been opened to privatization 

                                                                                                                                                 
 
11 Algerian Government Official Online Portal, “Bilan des Réalisations Economiques,” Office of 

the Prime Minister, http://www.cg.gov.dz/index.php (accessed January 3, 2010).  
 

12 International Monetary Fund, World Economic Outlook, Report no. 012267, Washington, D.C.: 
IMF, 2009. 
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over the past two years: telecommunications, maritime and air transports, agriculture, 

tourism and mining as well as energy. Nearly 400 public entities have been privatized or 

shut down since the beginning of the privatization process but there remain some 1200 to 

be privatized. 13 

The government announced recently that all state-owned companies are eligible for 

privatization except those working in strategic sectors like SONATRACH (oil) and 

SONELGAZ (electricity). Moreover, economic and institutional reforms launched in 

various sectors testify to the authorities’ firm determination to integrate Algeria into the 

global economy. The main social and economic challenges facing the country consist in 

the intensification of structural and institutional reforms, liberalization of foreign trade, 

state disengagement from production to attract private investment, promotion of know-

how and transfer of technology, restructuring of financial services to meet international 

standards, and the diversification of the economy by strengthening the non-hydrocarbon 

industrial sector to absorb unemployment. 

A capital expenditure program was launched in 2001, called the Support to Economic 

Recovery Program (PSRE), endowed with a USD 7 billion budget that accounted for 8.5 

percent of GDP in 2004 and covering the period 2001-2004, which made it possible to 

boost growth in the short run. This initiative was then supplemented by a complementary 

program to support growth (PCSC) and another targeting wilayas or administrative 

divisions in the South and the high plateaus, with a preliminary investment budget of 

USD 65 billion (DZ 8000 billion) for the period 2004-2009. The second PCSC focuses 

on six main priorities: improvement of living conditions (USD 25 billion), development 

                                                 
13  Ahmed Boutaleb, “Les Dangers de L'Extraversion,” Révolution Africaine, no. 890 (March 

1981): 25-26.   
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of infrastructure (USD 22 billion), support for economic development (USD 4 billion), 

development of regions in the south and high plateaus (USD 10 billion), modernization of 

public utilities (USD 3 billion), and development of new communication technologies 

(nearly USD 1 billion). Sector-wise, the program gives priority to major infrastructure 

projects in transport, public works, and housing.  

The European Union is Algeria’s largest trading partner, followed by the US. 

Imports from the EU reached USD 15.3 billion in 2008, France being its number one 

supplier with a market share of 22 percent, followed by Italy (7.5 percent) and Germany 

(6.2 percent). Exports to the EU came to USD 25.6 billion, Italy being its primary client 

(16 percent), followed by Spain (11 percent) and France (10 percent). France is the third 

largest investor in the country, behind the US and Egypt. Foreign direct investment (FDI) 

in the hydrocarbons sector grew from USD 671 million in 1999 to USD 2.3 billion in 

2003.14 Over the period 1999-2003, foreign companies in partnership with 

SONATRACH and its subsidiary companies in exploration and development of existing 

oil fields invested a cumulative USD 8.6 billion in projects. New legislation relating to 

hydrocarbons opens up opportunities for foreign investment in Algeria’s oil sector, 

including exploration, pipelines and transport as well as downstream operations such as 

petrochemical processing. 

In December 2001, Algeria and the EU concluded negotiation of the Association 

Agreement, ratified in March 31, 2005 and effective since September 1, 2005. 15 The 

                                                 
14 United Nations Conference on Trade and Development, World Investment Report, Report no. 

P02318, Geneva: UNCTAD, 2004. 
 

15 Eurostat, “Euro-Mediterranean Association Agreement,” Eurostat Database, 
http://ec.europa.eu/world/agreements/treatiesGeneralData.do?step=0&redirect=true&treatyId=821 
(accessed October 7, 2009). 
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Association Agreement commits both parties to further liberalization of bilateral trade 

and is intended to have Algerian businesses and consumers share in the benefits of 

enhanced trade and investment ties. The Agreement provides for the gradual removal of 

import duties on EU industrial products over twelve years and eliminates duty on 2000 

other products. It also provides for an exchange of concessions regarding trade in 

services. Negotiations for Algeria’s accession to the World Trade Organization are in the 

final stages. 

Key challenges: Growth is almost entirely led by oil resources, which is a particularly 

vulnerable development model in the long run. With 48 percent added value, the 

hydrocarbons sector is the main source of revenue for the economy (95 percent of export 

earnings). This makes Algeria’s external position particularly susceptible, with Algerian 

exports among the least diversified of all middle-income countries. 

Algeria must diversify its petroleum-based economy, which has yielded a large 

cash reserve but which has not been used to redress Algeria’s many social and 

infrastructure problems, jeopardizing the economy’s external competitiveness as it faces 

entry into force of the Association Agreement with the EU and on-going negotiations on 

accession to WTO. The relatively high unemployment rate (13 percent according to 

government official figures) is detrimental to social development and unemployment 

among young people remains persistently high (45 percent). Agricultural development 

faces multiple constraints, in particular a shortage of agricultural land, insufficient output, 

and heavy dependency on weather conditions. 

Strong points: Algeria’s major assets and comparative advantages are as follows: 
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• Proximity and easy access to potential markets. Contingent to Europe, Africa and 
Arab countries, Algeria’s strategic location greatly boosts its investment potential, 
particularly attractive for export-oriented foreign investment; 

 
• Large domestic market (33 million consumers); 
 
• Important natural resources (oil, gas, etc.). Other mineral resources remain greatly 

under exploited, particularly phosphates and iron; 
 
• Abundant human resources and flexible labor market; 
 
• University level colleges specialized in professional training (known as grandes 

écoles) and vocational training centers ensuring the availability of skilled personnel. 
 

An ambitious development policy in the field of hydrocarbons has contributed to the 

creation of a solid economic base and major petrochemical, chemical and plastic 

industries. The national company SONATRACH maintains its monopoly on 

hydrocarbons but has the possibility of entering into joint venture contracts for upstream 

and downstream activities.  

Two gas pipelines connect the Sahara to Europe. The first Trans Tunisian Pipeline 

Company (TTPC) pipeline crosses the Mediterranean from Algeria to Sicily through 

Tunisia and the second goes through Morocco to Spain. SONATRACH’s network covers 

some 13,000 km, involving 14 oil pipelines and 11 gas pipelines. Transport capacity for 

SONATRACH’s pipeline network in North Africa is about 101.32 billion cubic meters of 

gas, 12.52 million tons of liquefied petroleum gas, and 79.44 million tons of oil (crude oil 

and condensate).  

In 2005, the Italian oil company ENI and SONATRACH have reached the 

agreement for the expansion of the Trans Tunisian Pipeline Company (TTPC). The 

agreement sets the increase up to 3.2 billion cubic meters of annual transport capacity 

starting from 2008 and up to further 3.3 annual billion cubic meters starting from 2012. 
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The investment for the expansion of the TTPC pipeline amounts to 330 million Euros and 

will be entirely financed by ENI. 16 

Morocco: A Mediterranean country that also borders the Atlantic Ocean, the Kingdom 

of Morocco is the most western country in North Africa, with a western coastline along 

the Atlantic Ocean that turns at the Straits of Gibraltar and continues along the 

Mediterranean Sea. Its eastern border is with Algeria and a relatively narrow body of 

water separates it from Spain to the north. 17 

Over the past decade, Morocco has embarked on an ambitious program of 

structural reforms in several fields, aiming to further liberalize its markets and enhance 

the competitiveness of its economy. This policy aims to help the Moroccan economy 

reach more sustainable growth, improve living conditions, and reduce social and regional 

disparities. Morocco has achieved significant progress in regards to the democratization 

of public life, education and health, and strengthening of basic infrastructure. All these 

advances have contributed to greater social and political stability. However, growth in 

Morocco’s economy remains volatile, heavily dependent on agriculture, which in turn is 

at the mercy of weather conditions. 

Morocco enjoyed higher economic growth of 4.5 percent between 2001 and 2004, 

but this is far from the level needed to fight poverty. The growth rate slipped to 1.7 

percent in 2005 (compared to 3 percent in budget projections), affected by severe drought 

conditions (reflecting the economy’s great vulnerability to weather conditions), the slow 

transition of using national savings for productive investments (including those generated 

                                                 
16 Mark Hayes,  Algerian Gas to Europe: A Research Protocol for Historical Case Studies, (Palo 

Alto, CA: Stanford University Press, 2004), 26.  
 

17 Central Intelligence Agency, “Africa: Morocco,” The World Factbook, 
https://www.cia.gov/library/publications/the-world-factbook/geos/ag.html (accessed October 10, 2009). 
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by transfer of funds from abroad) and Moroccan companies’ relatively weak 

competitiveness in the world economy despite the small/medium business modernization 

program. However, recovery came quickly in 2006 (official estimates say above 8 

percent), partly explained by exceptionally high agricultural output. Inflation went 

slightly up in 2009, around 3.8 percent (2.8 percent in 2008) and external balances are at 

a comfortable level, with foreign debt estimated at USD 15.4 billion (25.2 percent of 

GDP) and the budget deficit (6.3 percent of GDP) remaining moderate but very much 

dependent on proceeds from privatization, remittances, tourist receipts and foreign direct 

investment. Gross domestic debt was on the rise in 2005, amounting to 71 percent of 

GDP compared to 66.4 percent in 2004 and 66.9 percent in 2003. The 2005 budget 

included significant exceptional expenditures, in particular those related to the 

implementation of the operation of voluntary retirements, which cost the State MAD 8.5 

billion Dirhams. In 2006, the achievements regarding the principal economic and 

financial indicators are rather encouraging: the investment rate was around 29.4 percent 

of the GDP and the saving rate reached nearly 33 percent; and that the current account of 

the balance of payments shows a surplus for the sixth consecutive year being at nearly 4 

percent of the GDP. The exchange reserves, including the banks assets, reached 190 

billion Dirhams (DH), that is to say 24 billion DH more than at the end of 2005.18 

Morocco’s largest employer is the primary sector, with 45 percent of the labor 

force and 60 percent of the female labor force. Agriculture represents between 12 and 17 

percent of GDP, with variations from year to year, particularly vulnerable when rainfall is 

                                                 
 
18 World Bank Group, Global Economic Prospects 2006, Report no. P01730, Washington, D.C.: 

World Bank Group, 2005. 
 



 18

low. The secondary sector accounts for 30 percent of GDP, dominated by extraction and 

transformation of phosphates, which represent more than 17 percent of world production. 

The services sector is the largest sector in terms of contribution to real GDP (around 38 

percent). Food industries, textiles, clothing, leather goods, and chemical and related 

industries dominate the manufacturing sector (18 percent of GDP). 19 

Long-term trends for Moroccan trade indicate increasingly open foreign trade, up 

from 49.5 percent in 1977 to 60.5 percent in 2005, thanks to the coming into force of the 

free trade agreements with the EU, the USA and different Mediterranean countries. In 

2004, imports reached USD 17.822 billion and exports USD 9.925 billion.  

Exports from Morocco are dominated by three groups of products, representing nearly 79 

percent of total sales: consumer goods (more than 80 percent being textile products), 

semi-finished products (phosphoric acid, natural and chemical manure, beverages) and 

agriculture products. Sale of gross products (11.6 percent of total exports) involves 

primarily phosphates. Nearly 85 percent of the country’s imports involve semi-finished 

products, consumer goods, equipment, and energy-generating products. The EU is 

Morocco’s primary trading partner, providing 65 percent of Morocco’s imports (EUR 9.6 

billion) and receiving 70 percent of Morocco’s exports (EUR 6 billion). France is by far 

the Kingdom’s number one trading partner (23.5 percent of overall trade), followed by 

Spain (12.9 percent), Italy (5.7 percent), Germany (4.1 percent), the United Kingdom (3.7 

percent) and the United States (4.1 percent).20 

                                                 
19 International Monetary Fund, World Economic Outlook, Report no. 012005, Washington, D.C.: 

IMF, 2006. 
 

20 United Nations Conference on Trade and Development, World Investment Report, Report no. 
P02729, Geneva: UNCTAD, 2006. 

 



 19

Morocco has signed a free trade agreement with the European Union, which came 

into effect on 1 March 2000. This agreement will gradually establish free trade of 

industrial products, for which the European Union already grants free access, while 

Morocco is committed to gradual tariff dismantling over a 10-year period starting March 

2003. With regard to agricultural products, new reciprocal trade concessions came into 

effect in January 2004. A “rendezvous” clause was set for 2007, in the framework of 

dismantling of obstacles to trade in these products.21 

In addition to tariff dismantling and the lifting of restrictions on exchanges of 

goods, Morocco has entered into commitments with respect to trade in services and 

various trade-related areas such as payments for current transactions, direct investment, 

the right of establishment, competition rules, property law, public procurement contracts 

and standards and certification as well as strengthening co-operation on immigration and 

social affairs and cultural cooperation. Pertinent to the South-South trade and 

cooperation, Morocco has participated in the Agadir Process, signed in February 2004, 

which seeks to create a free trade area with Egypt, Jordan, and Tunisia. Morocco has also 

concluded a free trade agreement with Turkey, which entered into force at the beginning 

of 2006. Moreover, Morocco has signed a free trade agreement with the United States of 

America, allowing for 98 percent of two-way tariff free trade in consumer and industrial 

products. The agreement came into effect in January 2006. The US-Morocco FTA plays a 

decisive role in attracting American direct investment and making Morocco a platform 

for exports bound for Europe and the United States, taking advantage of the country’s 

geographic location and the Tangiers-Mediterranean harbor complex. 

                                                 
21 Eurostat, “EU’s Bilateral Relations,” Eurostat Database,  http://ec.europa.eu/trade/creating-

opportunities/bilateral-relations/countries/tunisia/ (accessed October 10, 2009). 
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Key challenges: The Moroccan economy remains heavily dependent on agriculture (20 

percent of GDP, 40 percent of employment), and thus highly sensitive to weather 

conditions. Unemployment is high, and the labor force is growing considerably, with 

increasingly broad participation by women in the labor force. Large segments of the 

population are still socially and economically marginalized, with some 15 percent of the 

population considered poor. In spite of the progress recorded over the past few years, 

current economic dynamics are insufficient to maintain employment and meet these 

challenges. A National Initiative for the Human Development (NIHD) was launched in 

May 2005, aiming at reducing the social and geographical disparities, developing 

employment and income, and helping vulnerable populations by means of a participative 

and transparent process. The total cost of the Initiative over the period 2006-2010 is 

estimated at 10 billion Dirhams. The rate of unemployment dropped significantly in 2006 

to 9.7 percent at national level, vs. 11.1 percent in 2005, according to the High Planning 

Commission (HCP). 22  

Strong points: Among Morocco’s assets, the low cost and the high quality of labor, the 

country practices a policy of structural reforms that attract the interest of investors. Its 

political, economic, geographical and financial proximity of the European Union 

contributes to the dynamism of the economy. Its political stability and its democratic 

evolution ensure to the Kingdom the support of the international community. 

An offshore financial market was instituted by Decree number 1-91-131 carrying 

promulgation of law N 58-90. 23 This market is opened to banks and holding companies 

                                                 
22 Meriem Ihsan, “MENA Report,” MENA Press, January 17, 2006, 3. 

 
23 United Nations Conference on Trade and Development, World Economic Situation and 

Prospects, Report no. U02363, Geneva: UNCTAD, 2005.  
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authorized to settle in the country. The country has some attractive sectors: Agrifood, 

fishing, phosphate, electronics, automotive and aeronautical subcontracting, textile, 

clothing and leathers building and public works, tourism, telecommunications, trade, 

transport. Morocco made great progress in the aeronautical sub-contracting and near 

shoring (close relocation), becoming the first offshore destination for the French-

speaking market. The country developed welcoming infrastructure for FDI such as 

industrial parks, technology parks and free zones for exports and logistics, economic 

activities zones and company headquarters. In addition to these tax and customs 

incentives, foreign investors are also eligible for other advantages in targeted geographic 

and sector-defined free trade zones. Two types of infrastructure are being developed: 

• Industrial parks such as Bouskoura, Jorf Lasfar (Class A production facilities and 
controlled pollution) and Meknes. 

 
• The Tangiers Free trade zone (which relates exclusively to the exporting companies) 

and the Tanger-Méditerranée harbor complex, one of the largest Mediterranean ports 
at the crossroads between Europe and Africa, on the way between Asia and America, 
with a potential of 140,000 jobs. Handling 3.5 million containers a year, it is already 
as big as Felixstowe, Britain’s biggest port. It is the largest container port in the 
Mediterranean, not far behind Europe’s biggest, Rotterdam (although merely one-
third the size of the Asian giants of Singapore, Shanghai and Hong Kong). Similar 
ports are being finished in Algeria and Tunisia. 24 

 

The 1996 Association agreement with the European Union went into effect in 2000, 

leading to a free trade area by 2012. A free trade agreement was also signed in June 2004 

with the United States, in force since 1 January 2006. The Kingdom is also negotiating 

several trade agreements targeting regional integration, the so-called “South-South” 

agreements. Morocco is part of the Agadir agreement signed by Jordan, Egypt, and 

Tunisia in February 2004, ratified by Morocco on July 11, 2006. The Agadir Agreement 
                                                                                                                                                 

 
24 Masud Taleb, “The Med’s Moment Comes,” The Economist, July 10, 2008, 11. 
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came into force on March 27, 2007. Another free trade agreement was also signed with 

Turkey in April 2004. The range of sectors of interest to investors has expanded from the 

traditional (energy, textiles, fishing, and agriculture) to those presenting greater added 

value (such as infrastructure, transport, telecommunications, financial services and 

others). 

Tunisia: With its moderate climate, proximity to Europe, socio-political stability, and a 

fairly skilled labor force, Tunisia enjoys significant comparative advantages. Having 

opted early on for a market economy and progressive integration in the world economy, 

the country’s economic policy has succeeded in boosting private sector involvement, 

diversifying its industrial base, and containing the social cost of structural adjustment, a 

pre-condition for political and social stability. 

Tunisia was the first country (in 1995) to sign the free trade agreement with the 

European Union in the framework of the Euromed initiative.25 Between 1992 and 2004, 

Tunisia’s GDP rose by an average 4.1 percent, reaching a record 5.8 percent in 2004. 

Despite tougher international competition and rising oil prices, sustained by favorable 

growth in service activities such as tourism (6.4 million tourists, TND 2.563 million, 

some 12.5 percent of current revenues), air transport, telecommunications, and new 

technologies. The latest estimates forecast GDP growth of 4.6 percent for 2009. The 

manufacturing sector, in particular textile/clothing industries, has been the spearhead of 

Tunisia’s economic development since 1972, stimulated by a policy of foreign 

investment promotion and exports. 42 percent of overall manufacturing output is 

exported, thanks in particular to subcontracting activities. Manufacturing industries 

                                                 
25 Eurostat, “EU’s Bilateral Relations,” Eurostat Database, http://ec.europa.eu/trade/creating-

opportunities/bilateral-relations/countries/tunisia (accessed October 10, 2009). 
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account for 20 percent of GDP and employ 20.5 percent of the labor force, whereas 

agriculture and fishing contribute for 14.3 percent of GDP and provide 22 percent of jobs 

and tourism generates 15.6 percent of GDP. The country counts more than 10,000 

industrial companies. 26  

A structural adjustment program has been introduced to improve the 

competitiveness of the manufacturing sector and related service companies in order to 

prepare companies for implementation of the free trade zone with the EU. In parallel, a 

strategy of export promotion was launched to strengthen export capacity at the company 

level. One component of this strategy is the institution of a documentation called the 

“single bundle” (liasse unique) for imports and exports. As early as 1989 the 

Government, also, set up a legislative framework for privatization. There have been 

several reforms of the financial system, targeting sounder finances at banks and insurance 

companies and diversifying the range of financial products available to economic 

operators. 

Thanks to a prudent monetary policy at the Central Bank of Tunisia (BCT), the 

inflation rate has fallen from 6.3 percent in 1995 to about 2 percent today. The Tunisian 

Dinar (TD) is convertible for current operations and a foreign exchange market was 

created recently, the objective being to reach total convertibility of the Dinar over the 

long term. Tunisia’s total national debt is projected at approximately USD 16.3 billion 

(57.6 percent of GDP) and its foreign debt is estimated at USD 15.7 billion (54.9 

percent).  As a result of its trade liberalization policy, Tunisia has enjoyed dynamic 

exports, a narrowing of the trade deficit, and diversification of its export base. In 2005, 

                                                 
26  International Monetary Fund, World Economic Outlook, Report no. P012267, Washington, 

D.C.: IMF, 2009. 
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the volume of trade reached TD 31 billion (EUR19 billion), despite difficult international 

economic conditions: an end to the multi-fiber agreement, soaring oil prices, and an 

economic downturn in Europe (major trading partner). The coverage rate of imports by 

exports increased from 69.6 percent in 2001 to 79.6 percent in 2005. Still, the trade 

deficit remains high, at 9.3 percent of GDP (vs. 14.5 percent in 2001), but this is partially 

offset by surpluses in services, factor income and transfers. Tunisian trade is conducted to 

a large degree with the EU: nearly 70 percent of Tunisian imports come from the EU, 

which is the destination for 80 percent of the country’s exports. 

The country’s main exports are clothing, textiles, leather, and footwear (almost 

half of total), electrical equipment for the automotive industry, chemical products (mainly 

phosphate fertilizer), and fuel (oil). Imports are more diversified and include textiles 

(generally used to make clothing), agricultural products (especially cereals and other food 

products), and industrial goods. The high degree of foreign inputs in domestically 

produced goods is because raw materials and semi-finished products account for nearly 

30 percent of imports.  

Most of Tunisia’s trade, especially its export trade, is with the European Union. 

Nearly 70 percent of Tunisian imports come from the EU, which also absorbs 80 percent 

of its exports. In 2005, Tunisian imports from EU countries cost EUR 7.32 billion, with 

the EU’s market share falling from 71.6 percent in 2001 to 69 percent in 2005. Tunisian 

exports to the EU earned EUR 6.75 billion. France alone supplied over 27 percent of total 

imports (26 percent in 1995), accounting for one third of the export market. Italy and to a 

lesser extent Germany are the country’s other main trading partners. 
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Tunisia is traditionally a net exporter of services. Tourism accounts for more than 

half of foreign exchange earnings from non-factor services, TD 2.564 billion in 2005. 

Remittances from Tunisian workers living abroad have increased steadily and now rank 

just behind earnings from tourism (TD1.783 million). At the end of 2008, more than 2700 

foreign companies or joint ventures were operating in Tunisia, employing nearly 260,000 

people, 72 percent of these companies being export-oriented (i.e. exporting their entire 

production). FDI accounts for 10 percent of productive investments and generates one 

third of total exports and a sixth of employment. From 1990 to 2005, foreign direct 

investment (FDI) rose from TD 78 million to approximately TD 1.016 billion (2.7 

percent of GDP). More than 32 percent of the sums involved have been invested in 

manufacturing, 38 percent in the energy industry, 22.4 percent in services including 2.8 

percent in tourism and property, and 1.3 percent in agricultural activities. 

In general, FDI comes mainly from the European Union, but also from the United 

States and the Middle East. Tunisia was the first southern Mediterranean rim country to 

sign the Association Agreement with the EU, in the framework of the Barcelona process. 

This was concluded on 17 July 1995 and came into effect on March 1st, 1998, but tariff 

dismantling began early in Tunisia, on 1 January 1996.27 The agreement stipulates 

reciprocal liberalization of trade in goods by 2008. The Agreement also envisions the 

progressive liberalization of certain agricultural and fishing products. Preferential tariffs 

for agricultural and fishery products originating in Tunisia, in particular olive oil, meat, 

roses, cut flowers, spices, fruit and vegetables (the latter only at specific periods of the 

year), canned fruits and vegetables, wine, and processed fish and shellfish. 

                                                 
27 European Commission Trade, “Annual Report for 2006,” European Commission Trade, 

http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127986.pdf (accessed October 12, 2009). 
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In 2000, further negotiations led to signature of a new five-year agricultural 

protocol, with an implementation beginning in January 2001. This provided better access 

for Tunisian products, including an increase in quotas, particularly for olive oil (up to 

56,000 tons in 2005); an extension of market access periods; and introduction of a 

number of new products. For its part, Tunisia granted preferential tariff quotas to the EU 

for cereals and sugar for the first time.  

Tunisia is a founding member of the World Trade Organization (WTO),28 a 

member of the Arab Maghreb Union that also includes Libya, Algeria, Morocco, and 

Mauritania, and a member of the League of Arab States. It is also a signatory of: the 

Arab-Mediterranean free trade agreement with Morocco, Egypt and Jordan (the Agadir 

Agreement) dated 25 February 2004; a free trade agreement with Turkey dated 25 

November 2004 and in force since July 2005; and a free trade agreement with the 

European Free Trade Association (EFTA) dated 17 December 2004.  

Regarding investment protection, Tunisia adheres to many international 

conventions, the Multilateral Agency for the Guarantee of Investments (MIGA) and the 

International Centre for the Settlement of Investment Disputes (ICSID). It has signed 

bilateral agreements concerning investment protection and elimination of double taxation 

with the majority of OECD countries as well as bilateral agreements guaranteeing mutual 

investment protection with about fifty countries. 

Tunisia has already laid down guidelines for the development and consolidation 

of a knowledge-based economy by focusing on four complementary and interdependent 

elements: education and training, research & development, information and 

                                                 
28 World Trade Organization, “Tunisia and the WTO,” World Trade Organization, 

http://www.wto.org/english/thewto_e/countries_e/tunisia_e.htm (accessed October 12, 2009). 
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communication technologies, and innovation and organizational systems. Substantial 

progress has been made in these areas, particularly in upgrading human resources, 

creating technology centers, intensifying scientific research, diversifying specialization at 

the level of higher education, and strengthening infrastructure, especially in the 

information and telecommunications technology sector. 

Inflation has been successfully kept down. External balances have improved 

despite fallout from phasing out of the multi-fiber agreement (which has been limited so 

far), rising oil prices on international markets and sluggish demand on the European 

market. International reserves continue to grow, corresponding to 3.5 months of imports 

of goods and services. 

Tunisia has committed to a vast privatization program, with transactions giving a 

positive signal to the private sector and contributing to a better image of the country as an 

investment site, attracting more foreign investors. 

Almost 200 public companies have been privatized at the end of 2005, generating 

receipts of TD 2.5 billion (almost EUR1.5 billion at the exchange rate in effect at that 

time). Nearly 73 percent of this revenue comes from foreign investment, with FDI 

inflows amounting to nearly 15 percent of overall foreign direct investment in Tunisia at 

the end of 2005. 2005 inflows were estimated at TD 146 million (EUR 90 million), with 

two operations accounting for 77 percent of this total: privatization of the “Bank of the 

South” to the Wafa Bank/Banco Santander consortium for TD 98 million and sale of the 

SOTACIB cement factory to the Spanish Grupo Prasa for TD 14.5 million.29 

                                                 
29 International Monetary Fund, Foreign Direct Investment in North Africa, Report no. 011179, 

Washington, D.C.: IMF, 2006. 
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In early 2006, 35 percent of Tunisia Telecom capital was sold to Tecom-Dig 

(Dubai), generating TD 3.05 billion in income, more than the cumulative total of revenue 

from privatization since 1987. 

Key challenges: Adverse actors such as the European demand and the climatic risks 

strongly determine the trend of the growth. An increased effort of investment and 

modernization of the companies is essential to improve competitiveness of the Tunisian 

products, in particular in the textile sector. The situation of the banking system remains 

fragile and reduces the access to credit for the companies. Tunisia does not have many 

natural resources and is dependent on imports for its energy needs and thus on the world 

levels on oil. Unemployment reaches 14.2 percent of the working population. It is 

accentuated by the arrival of many young graduates on the market. The principal 

challenge is to increase the current annual economic growth from at least 1-1.5 percent 

before 2011 in order to reduce the unemployment that the graduates are more and more 

facing. 

Strong points: The implementation of economic reforms attracts foreign investors. This 

policy is facilitated by the support of the European Union and of the international 

community. The solvency of the country favors its access to the international capital 

markets. The increasing diversification of the economy reinforces its resistance to the 

global economic situation.  

Tunisia enjoys a strategic position in the Mediterranean. Tunis is at two hours flight 

in average from the main European capital cities. A developed social system and an 

ambitious education policy aim at attenuating the social cost of the adjustment and at 

reinforcing the modernization of the country. Tunisia has a qualified, productive work 
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force and competitive wages. Thanks to the reforms of the education, the newly 

graduated arriving on the labor market represent more than half of the additional needs 

planned for the period 2010-2014. 

In addition, the Finance law 2007 as well as measures in favor of technological 

innovation and economic competitiveness should create a very favorable environment for 

SMEs. The government has indeed set the target of creating 70,000 companies by 2010.  

Two tools in particular were created at the end of 2006: the Bank of financing for small 

and medium companies (BFPME), aimed at focusing on innovative projects; and the 

Tunisian Company of guarantee (SOTUGAR) to secure the investors and guarantee the 

profitability of the projects.30 Tunisia’s innovation policy deals with institutional and 

legal reforms through revisions and introduction of laws concerning the legal framework 

of the techno parks; the intellectual property and the patent procedures. Also, it reinforces 

coordination between the various players in research & development and mobilizes 

financial resources to promote technological innovation. 

 
 

 
 
 
 
 

                                                 
30 Tunisian Foreign Investment Promotion Agency, “Legal Framework for Financing,” Ministry of 

Industry and Technology Online Portal, 
http://www.tunisieindustrie.nat.tn/guide_en/doc.asp?mcat=20&mrub=247 (accessed August 12, 2009). 
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CHAPTER II 
 

THE EVALUATION OF INTRA-MAGHREB RELATIONS 
 

The main objectives of the AMU Treaty are to strengthen all forms of ties among 

member states in order to ensure regional stability and enhance policy coordination as 

well as to introduce gradually free circulation of goods, services, and factors of 

production among them. The Treaty highlights the broad economic strategy to be 

followed, namely, the development of agriculture, industry, commerce, food security, 

and the setting up of joint projects and general economic cooperation programs.  The 

agreement also provides the possibility for other Arab and African countries to join 

the Union at a later stage.  

Following the signing of the Treaty in 1989, a number of economic decisions 

were taken. Most importantly, the Council of Heads of State, in its third meeting in 

Libya in March 1991, adopted guidelines for a strategy for joint Maghreb 

development. In the view of the authorities of the member countries, economic 

integration offers the prospect of economic gains in the form of increased social and 

economic welfare. These gains would be derived from: increased production arising 

from the exploitation of economies of scale, partly as a result of greater access to the 

regional and non regional markets; improvements in efficiency in the wake of 

increased competition; and integration-induced increases in the wake of increased 

competition; and related inflows of technological know-how. 
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2.1. Economic Achievements 

The Maghreb countries have signed more than 25 multilateral agreements since 

1990, covering diverse economic, social, and cultural areas. Member countries have 

ratified varying numbers of these agreements, but only five have been ratified 

unanimously. These include agreements on trade and tariffs; trade in agricultural 

products; investment guarantees; avoidance of double taxation; and phytosanitary 

standards. The two first agreements aim at establishing free trade among the countries 

through the elimination of tariff and nontariff barriers. The agreement on investment 

guarantees, provides for equal treatment of local and Maghreb investors regarding 

investment facilities and incentives, and specifies that the Maghreb Court of Justice is 

the legal institution for referrals in case of disputes. The agreement on avoidance of 

double taxation is similar to international agreements in this area. The last agreement 

stipulates phytosanitary standards for the trade in flowers and plant species.  

The table hereafter (Figure 4) abridges the trade agreements signed between 

Mediterranean Economic Development Area (MEDA) and their principal trade 

partners. 
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Figure 4: Main Bilateral and Regional Free Trade Agreements in MEDA 

 
Source: The Euromed Process in the Trade Area, (Eurostat 2006). 
 
Legend: AA: Association Agreement with the EU; IA: Interim agreement; S: Signed; E: 
Enforced; CU: Customs Union; Neg: In negotiation; The USA: agreement of free trade 
with the United States; GAFTA: Convention of facilitation and development of Pan-Arab 
trade of 17/02/1981 Entered into force since January 1, 2005; UMA: Union du Maghreb 
Arabe or Arab Maghreb Union (AMU)  
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Since 1989, the Governors and technical staff of the five central banks of the AMU 

have been meeting regularly to coordinate the development of financial strategies in order 

to strengthen their respective infrastructures. In December 1991, the five banks signed a 

multilateral agreement to help facilitate interbank payments within the AMU. The 

agreement, which has been implemented since April 1992, has replaced the bilateral 

agreements between the central banks of the Maghreb. It sets unified modalities of 

payments between the five central banks, and provides for monthly settlement of 

balances between any two countries without charge of interest on interim balances. The 

unit of account is the special drawing rights (SDR) and the creditor country chooses the 

settlement currency. This facilitates settlement between the countries by grouping 

payments and settlement, by permitting direct contacts between the central banks, and by 

preventing the need to use extra-regional banks. The authorities of member countries 

indicated that savings have been realized in the commissions that would have been paid 

to foreign banks. 

AMU has provided the framework for numerous activities that strengthen economic 

relations among the member countries, either directly through joint projects, or indirectly 

through activities such as regular trade fairs at the bilateral and multilateral levels in the 

Maghreb. In the industrial sector a number of joint projects have been in operation for 

some years, some of which predate the entry into effect of the AMU Treaty. Algeria 

operates an oil refinery in Nouakchott, and Mauritanian enterprises are in joint ventures 

with Algerian and Libyan counterparts in the fishing sector. There are several other joint 

ventures between Algeria and Tunisia in the production of cement, light metal items, 

weaving machinery, and plastics. There are about 30 projects in operation between 
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Tunisia and other AMU partners, and several joint industrial projects between Morocco 

and Libya in sectors such as textiles, food, leather processing, and chemicals. Morocco 

and Algeria jointly operate a factory to build automobile gearboxes. There are joint 

venture banks between Tunisia and Libya, Algeria and Tunisia, and Libya and 

Mauritania. In an official visit to Algiers, Tunisian Prime Minister Mohamed Ganouchi 

said: “We are equally working to increase the flow of investments through joint 

ventures;" adding that “Tunisian businessmen are visiting Algeria for talks with their 

Algerian peers.”1 

2.2. Benefits 

The Arab Maghreb Union has offered various benefits to its members. Officials   

from the five countries concur that, in the spirit of the Treaty, the Union has served to 

promote dialogue and strengthen ties among them. Some officials point to the similarity 

with the Association of South East Asian Nations (ASEAN), which came into being to 

effect a settlement of frequent political disputes and frontier incidents. The AMU, 

through its regular meetings of political leaders and technical staff, has strengthened 

member countries’ ability to address their common economic problems. The economic 

performance of Morocco and Tunisia may have helped to create a more favorable climate 

for domestic reforms in other AMU countries, including Libya as evidenced by the 

privatization law introduced in that country in September 1992. There are now more 

reliable transport and telecommunication connections between the five countries, and it is 

easier to plan projects jointly. Greater cooperation has probably contributed to increasing 

intra-AMU trade in recent years thus each of the five countries now has easier access to 
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the supplies from its partners, which are often more adaptable to their domestic 

consumption patterns, especially in the agro-industrial sector. Maghreb citizens travel 

freely across the region, without visa requirements, and there are now a significant 

number of Maghreb migrant workers in Libya. Since the reopening of its borders in 1988, 

Tunisia has benefited from a large number of Libyan tourists. 

Benefits at the technical level include, a more effective payments arrangement 

between central banks that facilitates trade and reduces transactions costs, and closer 

cooperation between the five countries’ respective customs authorities. Through regular 

AMU meetings, some countries have benefited significantly from the experience of other 

members regarding administrative matters in particular. Mauritania’s experience as a 

member of other African economic groupings- Economic Community of West African 

States (ECOWAS) and West African Economic Community (WAEC) - has been of 

relevance for the design of its policies and procedures in customs administration. The 

experience of Morocco and Tunisia regarding trade with the EU has been similarly useful 

to the other AMU countries. The EU is Morocco’s biggest trading partner and the balance 

of trade is still in the EU's favor. Morocco’s main exports to the EU are foods (fishery 

products, fruit, early produce – particularly tomatoes and citrus fruit), flowers and 

finished consumer products (mainly textiles). Main imports are fabrics, various types of 

machinery and equipment, chemicals, plastics, and wheat. Industrial products already 

enter the EU duty-free. Agricultural products account for a fifth of the EU's total imports 

from Morocco, and 6 percent of its total exports. Over the period 2006-2008, the EU 
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imported agricultural products from Morocco for a value of over 1568 million EUR and 

exported EUR 944 million's worth.2  

Economic relations within the AMU are very volatile. Intra-AMU trade is small, 

unbalanced and unstable. This contrasts with ASEAN, for example, where intraregional 

trade is more than 20 percent of total trade. The biggest exporting countries in intra-

Maghreb trade are Morocco and Tunisia, which account for 46 percent and 23 percent of 

the total, respectively. The largest importing country is Libya, which accounts for about 

45 percent of the total intraregional imports, followed by Tunisia and Algeria, at 20 

percent each.  Thus, Morocco and Tunisia have, run intra-Maghreb annual trade surpluses 

of USD 150-250 million. Algeria has had a fairly balanced position; and Libya had a 

trade deficit annually of about USD 330 million. Mauritania, whose role in intra-Maghreb 

trade represents less than 2 percent of the total has had an annual deficit of US $20 

million on average. These data, however, do not take into account unrecorded bilateral 

border trade. These flows have traditionally been quite large, and may have increased 

considerably in recent years, owing especially to the widening of economic policy 

differences between the countries. Intraregional trade in general remains volatile, given 

the fluctuating demand in the various member countries and the nature of non tariff 

barriers. Algeria and Libya are net-oil exporters essentially to European partners. They 

also export a small amount of agricultural machinery, which is assembled under license 

from developed or East European countries. Morocco and Tunisia export a considerable 

amount of agro-industrial products, paper, metal items, vegetables, and fruits. But intra-

AMU trade is almost insignificant in machinery and transport equipment. There is little 
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intraregional investment in the AMU, and joint projects are at the bilateral level only. In 

contrast to the low levels of intraregional trade and investment, there is significant labor 

mobility within the AMU. A substantial number of Moroccans are reportedly working in 

other Maghreb countries especially in Libya and Tunisia. Libya is a large labor-importing 

country; in addition to the Moroccan workers, there are several thousand Tunisians in 

Libya.3 

2.3. Obstacles to Integration 

Dr. George Ayittey, distinguished professor and economist, said: “Countries 

seeking greater regional economic cooperation must put their own houses in order first or 

at least establish a set of common rules and standards they will all abide by.” 4  Countries 

of the Union have their own problems and a number of political issues have affected the 

progress in strengthening economic relations among the Maghreb countries. These relate 

mainly to border disputes. The incidence of these disputes may have been compounded in 

recent years by domestic difficulties in Algeria and the fallout of the United Nations 

sanctions on Libya, which AMU partners are required to apply. Following the UN 

sanctions, the AMU members have severed air links with Libya. The Libyan authorities 

indicated that the sanctions had a serious adverse impact on the economic liberalization 

process. The sanctions have introduced complications in the development of cooperation 

between the AMU and the EU although Libya’s hydrocarbon exports to EU countries 

have not bee affected.  

                                                 
3 United Nations Population Division, “World Population Prospects: 2006 Revision,” The 
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Such problems affect not only the flow of goods, but they also heighten 

uncertainties, which tend to hamper the process of integration. In particular, the uncertain 

situation in some of the countries prevents AMU importers from enlarging their reliance 

on AMU partners for strategic commodities. For example, Algeria decided to prohibit 

transit trade through its territory. Algerian officials explained that this was also due to the 

rapid development of contraband trade across the Algerian frontiers. The general climate 

of uncertainty also explains the relatively low ceilings on credit guarantees between the 

five countries. Member countries recognize that the political difficulties facing the AMU 

are significant, but hope that they will find a solution. 

The long-running Western Sahara dispute between Algeria and Morocco 

hampered attempts to revive a largely dormant Maghreb regional grouping. Foreign 

ministers of the Arab Maghreb Union (AMU) held regular meetings to inject life in the 

Union. While four ministers insisted on the need to hold an AMU summit soon and for 

the first time since 1994, Morocco made no mention of this and said matters of "national 

sovereignty" -- widely seen to mean Western Sahara -- had to be resolved first. Ties 

between Algeria and Morocco have been strained for more than 30 years because of the 

dispute over the vast, sparsely populated territory claimed by the Algerian-backed 

Polisario Front independence movement and largely controlled by Morocco. An AMU 

summit planned in Algiers in 2000 was cancelled at the last minute after the Moroccan 

king chose not to attend. Algerian Foreign Minister, at the time, Abdelaziz Belkhadem 

was nevertheless optimistic. "The summit will be held soon”, he told reporters at the end 

of the meeting's opening ceremony. His Libyan colleague agreed. "We must re-activate 

the union...today's meeting is a crucial step. We must agree on a Maghreb summit as soon 
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as possible," said Libya's African Unity Minister Abdesslam Triki. Moroccan Foreign 

Minister Mohamed Benaissa, however, made no reference to a possible summit in his 

speech. "We must be bold...and put the interests of the Maghreb union above any other 

consideration with the exception of the national sovereignty of states," he said.  

Before going into an afternoon closed-door session, Benaissa told reporters it will be 

impossible to talk about reactivating the AMU "as long as one state feels that its integrity 

and sovereignty are under threat." Diplomatic sources said a date for a summit could be 

set later, bypassing Morocco's apparent reticence. This would be achieved by abandoning 

the requirement of unanimity for adopting resolutions and choosing simple majority 

instead. In September 2001, the Moroccan Minister of Foreign Affairs, Mohamed 

Benaissa, said in Rabat that Algeria was to blame for the failure to activate the Arab 

Maghreb Union (AMU). He said that no state could "overlook a problem that threatens its 

territorial integrity and sovereignty for the sake of reactivating a cooperation ideal or 

union with regional partners." 5 

In an interview with the French magazine Le Figaro, Salim Rahim, representative 

of the Popular Front for the Liberation of Saguia El-Hamra and Rio de Oro 

(POLISARIO), recounted the history of the conflict in the Western Sahara, saying that 

Morocco had broken with the peace plan when it came up with new criteria for the right 

to vote in the referendum. A long time had passed and the international community had 

committed many resources in an effort to bring about a legitimate referendum. That was 

what should occur. Only actual residents of Western Sahara should be allowed to vote. 

The United Nations had solved the problems and the referendum could have been held at 
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various points, in a way that was suited to the international community.  However, he 

said, Morocco had repeatedly obstructed the process and ignored the United Nations 

resolutions. Morocco, he said, was making clear efforts to have the United Nations bury 

the peace plan and void all recourse other than the use of force. While Morocco holds 

that Western Sahara is an integral part of its national territory, the UN labels Western 

Sahara as a territory occupied by Morocco. Algeria further is the key ally of the Sahrawi 

independence movement, Polisario. The Algerian news agency (APS), reported that the 

Algerian government was not "happy about the postponement of the summit." Algeria 

puts all the blame on Morocco for "thwarting" the development of the Union. Observers 

were "surprised" to learn that "Morocco finds out that the Maghreb integration shall not 

progress until fundamental problems are settled."6 

Another problem is the rule of Al-Gaddafi. The Socialist People's Libyan Arab 

Jamahiriya is a dictatorship that has been ruled by Colonel Mu'ammar Al-Gaddafi since 

1969. Gaddafi created a political system that rejects democracy and political parties and 

purports to establish a "third way" superior to capitalism and communism. Gaddafi is 

aided by extra governmental organizations -- the Revolutionary Committees -- that 

exercise control over most aspects of citizens' lives. The judiciary is not independent of 

the Government, and security forces have the power to pass sentences without trial. The 

country maintains an extensive security apparatus, consisting of several elite military 

units, including Gaddafi’s personal bodyguards, local Revolutionary Committees, 

People's Committees, and "Purification" Committees. The result was a multilayered, 
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pervasive surveillance system that monitors and controls the activities of individuals. The 

various security forces commit numerous serious human rights abuses.7 

The Government dominates the economy through complete control of the 

country's oil resources, which accounts for approximately 95 percent of export earnings 

and an estimated 23 percent of the gross domestic product. Much of the country's income 

has been lost to waste, corruption, conventional armament purchases, and attempts to 

develop weapons of mass destruction. The Government's mismanagement of the 

economy has led to high inflation and increased import prices, resulting in a decline in 

the standard of living for most of its 5.4 million citizens in recent years. 8 U.N. sanctions 

against the country were suspended in 1999 following the Government's surrender of two 

of its citizens suspected in the 1988 bombing of Pan Am flight 103.  

The Government's human rights record remained poor, and it continued to 

commit numerous serious abuses. Citizens did not have the right to change their 

government. Gaddafi used summary judicial proceedings to suppress domestic 

opposition. Security forces torture prisoners during interrogations and as punishment. 

Prison conditions are poor. Security forces arbitrarily arrested and detained persons. 

Many political detainees are held for years without charge or trial. The Government 

controls the judiciary, and citizens do not have the right to a fair public trial or to be 

represented by legal counsel. The Government infringes on citizens' privacy rights, and 

citizens do not have the right to be secure in their homes or persons, or to own private 
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property. The Government restricts freedom of speech, press, assembly, association, and 

religion. The Government prohibited the establishment of independent human rights 

organizations. Libya has harbored many terrorists and has had many conflicts with the 

U.S., Britain and France.   

The U.S. shot down two Libyan aircrafts in 1981 and conducted air raids against 

Libya for their support of terrorism.  Libya was thought to have something to do with the 

Pan Am disaster over Lockerbie Scotland on December 21st 1988.  Attempts on 

Gaddafi’s government were made several times in 1970, 1975 and 1984 but has survived 

them all.  Despite these attempts he remains Libya’s political leader, strongly defended 

by his army, and no one has rivaled his political power. Gaddafi has eliminated all 

political opposition and political control is almost entirely in his hands.  

Despite efforts to restore the political process, violence and terrorism 

characterized the Algeria landscape during the 1990s. In 1994, Lamine Zeroual was 

appointed Head of State. During this period, the Armed Islamic Group (GIA) launched 

terrorist campaigns against government figures and institutions to protest the banning of 

the Islamist parties. A breakaway GIA group--the Salafist Group for Preaching and 

Combat (GSPC)--also undertook terrorist activity in the country. Government officials 

estimate that more than 100,000 Algerians died during this period. 9 

Terrorism in Algeria is conducted by a number of indigenous Islamic militant 

groups seeking to overthrow the secular regime and establish an Islamic state. Algerian 

violence began following the ouster of President Bendjedid in 1992 and the follow-on 

regime's voiding of the Islamic Salvation Front's (FIS) victory in parliamentary elections 

of December 1991. Following a government crackdown in which many FIS leaders were 
                                                 

9 Amal Boubekeur, “Islamist Movements in the Maghreb,” Jeune Afrique, January 27, 1994, 13. 
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imprisoned or exiled, the Islamic movement in Algeria splintered into numerous militant 

groups, not all of which are affiliated with the FIS. Groups that have been responsible for 

terrorist attacks are the Armed Islamic Group (AIG), the Movement for an Islamic State 

(MIS), the Army of the Prophet Muhammad, the United Company of Jihad, and the 

Armed Islamic Movement (AIM). Algerian terrorists have turned increasingly to violence 

against civilians.  

In January 2003, suspected Islamic militants in various parts of Algeria have 

killed fifteen people. One of the attacks took place in a mountainous area where the 

radical Salafist Group for Preaching and Combat (GSPC) is active. The Algerian 

Government says the group has links with the Al-Qaeda network. Algeria has been 

ravaged by violence since 1992, when the authorities cancelled a parliamentary election 

that Islamists were poised to win. Meanwhile, two members of al-Qaeda are reported to 

be present in the Kabylie region. The BBC's Mohamed Arezki Himeur in Algiers says 

more than 100 people - most of them members of the security forces - have been killed in 

attacks blamed on Islamic groups.  In a separate attack, a soldier and an armed civilian 

were killed in Batna, southeast of Algiers. Never since the start of the Islamist insurgency 

in 1992 have so many security forces been killed in successive attacks.10 

 Another problem is the media. Press freedom is very limited in Algeria. Islamists 

have killed some 70 journalists and hundreds have fled the country. According to 

Reporters Sans Frontières, out of five journalists “disappeared” between 1994 and 1997, 

two were kidnapped by armed Islamists and three were evidently taken by security 

forces. The government controls broadcast media. Foreign journalists are rarely granted 
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visas to work in Algeria, and few foreign titles have permission to appear on Algerian 

newsstands. The state of emergency restricts press freedom and punishes undefined 

threats to the state or to public order. In June 2003, two Algerian journalists from Le 

Monde Algérien were ordered to pay symbolic fines in a defamation suit filed by a retired 

military general. 11 

The crisis in Algeria, now over a decade old, is also an economic crisis. The same 

parties who have struggled over the control of the state are also plundering Algeria’s 

resources. The military leaders manipulate the atmosphere of fear and violence to 

accumulate funds, especially through commissions on trade, which they use to support an 

extensive political patronage system that buttresses their hold on power. The Islamists 

use the state of emergency to fund their activities through extortion and the black market. 

In between, both private and public sector interests exploit the gaps in an officially 

sanctioned culture of corruption to make personal gains from the privatization process 

and prevent genuine competition in key sectors such as construction and pharmaceuticals. 

The mass of the population continues to be excluded from the benefits that market 

liberalization promised.  Pressures to open up politics and the economy are mounting but 

the authorities have failed to respond. The continuing violence financially benefits them, 

and their survival depends on avoiding the kind of settlement that would expose their 

arbitrary political and economic power. Especially in the current period of international 

resolve against terrorism, few serious demands have been placed on the Algerian regime 
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to negotiate with the Islamists or engage in genuine democratic and economic reform. 

Algeria faces major challenges.  

The country’s primary developmental objective is to restore sociopolitical 

stability. High unemployment and inadequate public services continue, and government 

reforms are critically necessary to create conditions for sustained growth and poverty 

reduction. Algeria’s rising incidence of poverty remains a major cause for concern. In 

1988, poverty was at 8 percent, but by 1995 it had risen to 14 percent, and by 2008 

approximately 25 percent of the population was living below the poverty line. Perhaps 

most important for Algeria’s sustained economic stability is the need to reduce its 

dependence on oil revenue. The hydrocarbon sector is the backbone of the economy, 

accounting for roughly 60 percent of budget revenues, 30 percent of domestic production, 

and more than 95 percent of export earnings. Diversifying its economy will help the 

country reduce its vulnerability to oil price volatility. 

In Tunisia, the state owns the broadcast media, as well as shares in the major daily 

newspapers, whose editors are appointed by President Zine El- Abidine Ben Ali. 

Journalists avoid criticizing the president, the army, high-level officials, the security 

forces, and generally do not report on serious government human rights abuses. Public 

confrontations, including several high profile hunger strikes by political prisoners and by 

activists under judicial restraints, contributed to the release of some prisoners and a 

government decision to restore passports and the right to travel to leading human rights 

lawyers and activists after years of denial. The government, however, remained hostile to 

any public criticism. The increase in protests reflected not any increase in official 

tolerance but rather a new defiance spurred by frustration over the lack of basic rights.  
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According to The Committee to Protect Journalists (CPJ) 2002 Report, the Tunisian 

President is among the world’s “Top Ten Enemies of the Press” for his strict censorship 

of both the foreign and local media, and for the imprisonment of Tunisian journalists.12 

President Zine El Abidine Ben Ali now well-known remark that any foreign publication 

“can be banned if it does not abide by Tunisian social values and seeks to step up 

sectarian rift,” has earned Tunisia a reputation for being among the most noted violators 

of the United Nations Universal Declaration of Human Rights Article 19 — “freedom of 

expression.”13 

Tunisian President Zine El Abidine Ben Ali renewed aspiration to revive the Arab 

Maghreb Union on the occasion of the 21st anniversary of the proclamation of the Arab 

Maghreb Union (AMU). Ben Ali sent messages to leaders of Maghreb countries where he 

described the union as a strategic option and a historic gain. Also, he renewed his 

commitment to reinforce the building of the Maghreb so as to lay the foundations for a 

new stage of partnership and complementarities among its States.14 The revival of UMA 

is of much importance in the partnership between Maghreb countries and the European 

Union, he told the members of the two chambers forming the Moroccan parliament, the 

House of Representatives and the chamber of advisers. The revival of the Union would 

fulfill Maghreb peoples' aspirations to integration and unity, and serve as a model for the 

construction of a stronger and larger unity in Africa. 
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The low levels of trade among AMU countries are due partly to structural and 

historical factors in the member economies. Certain preferences for European products 

have established themselves firmly through historical links. In many areas, AMU 

producers remain less efficient than European competitors and the gravity effects of 

European economies, as reflected by their large size, proximity and diverse production 

structures, are difficult to match. In addition, many years of political strain among 

countries of the region have reinforced the tendency to carry out trade with countries 

outside the AMU. In this context, certain “natural” trade channels have developed 

between each AMU country and certain countries in Europe, namely between Tunisia 

and France and Italy; Libya and Italy; Algeria and France; Morocco and France and 

Spain; and Mauritania and Spain through the Canary Islands. In addition, Mauritania has 

solid trading ties with member countries of the West African Economic Community.15 

 Intra-Maghreb trade is also constrained by payments restrictions in some 

countries. The AMU countries expressed satisfaction about the central bank clearing 

system and felt that a multilateral clearing arrangement is not likely to provide additional 

advantages. This was clearly demonstrated in the case of the Latin American Integration 

Association arrangement, which failed despite a well-functioning multilateral clearing 

system.16  

 Morocco and Tunisia have also made significant progress in macroeconomic 

adjustment and structural reforms. They have recorded real growth rates of 4-5 percent 
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annually over recent years and have reduced domestic inflation to about 5-6 percent, 

compared with 20-30 percent in Algeria and 10 percent in Mauritania. Both countries are 

members of the WTO, and their average tariff level has been reduced to 35-40 percent. 

They have established current account convertibility and accepted the obligations of 

Article VIII under the IMF’s Articles of agreement in early 1993. The private sector in 

each country, which represents about 60 percent of total domestic activity, is relatively 

dynamic and is poised to become the main engine of economic growth in the coming 

years. In Algeria and Libya, by contrast, the private sector is estimated to account for less 

than 40 percent of GDP, and its development has been hampered by widespread state 

participation in economic activity and pervasive trade and payments restrictions. If these 

countries work together, then the Maghreb market would be a good opportunity for them 

to develop their infant industries through protection on a regional scale.  

2.4. Divergence in Economic Policies 

 The different development strategies pursued by the member countries since the 

1960s have created major obstacles to integration, largely explaining the current 

problems of structural distortions and macroeconomic instability at the regional level. 

Following independence, Algeria applied a central planning model, emphasizing the 

development of heavy industry to the detriment of agriculture and consumer-oriented 

industries. Close relationships were maintained with the East European bloc until about 

1989, when efforts were made to reorient economic management toward a market 

system. Tunisia, following independence in 1956, pursued a liberal economic strategy, 

although it relied on government controls in the productive sector and applied numerous 

controls and established a wide array of public enterprises. Starting in 1986, however, a 
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comprehensive economic program was adopted combining macroeconomic adjustment 

and major structural reforms aimed at increasing the role of markets and the private 

sector. Both the IMF and the World Bank supported this program.  

Morocco’s economic development, following independence in 1956, was 

primarily based on agricultural development and import substituting industrialization 

within a protected domestic market. From the late 1970s, a series of economic reform 

programs were implemented with a strong emphasis on macroeconomic adjustment and 

outward-oriented reforms.  

Mauritania, which is a low-income country with only two export items and a 

heavy reliance on foreign aid, maintained close ties with France through the 1960s, the 

first decade of its independence. Beginning in the early 1970s, it pursued economic 

reforms but its development has been severely impeded by the scarcity of resources and 

by the lack of technical and professional manpower.  

Since the early 1970s, Libya has sought to establish a system of self-government 

based on direct participation by the people in the governance of the country’s economic 

institutions. It established a large public sector, with private sector activity effectively 

restricted to small owner managed businesses. Workers’ committees manage productive 

establishments. The authorities have aimed persistently at self reliance, and for many 

years considerable resources have been earmarked for the development of a large 

irrigation scheme, the Great Man-Made River, A multi-billion dollar project, which aims 

at transporting water from subterranean wells in the southern part of the country to the 

main cities in the north. Since the late 1980s, efforts at economic liberalization have been 
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undertaken, including the introduction of worker ownership ad management and the 

opening of banking activity to the private sector. 

Despite some progress in recent years, economic policies in the Maghreb 

countries remained quite divergent during 1989-93. Divergences in economic policies 

have been problematical in several past attempts at economic integration, the most 

striking example being the East African Community (EAC). Tanzania’s firm pro-

planning stance and Kenya’s relatively market-oriented approach ultimately proved 

incompatible and made integration impossible.  Policy differences were most acute with 

respect to Libya. Although some small private sector enterprises were authorized in the 

late 1980s, the Libyan economy remained heavily regulated and continued to use 

subsidies extensively as an instrument of economic policy.   

Mauritania resumed adjustment efforts in 1989, but was severely affected by 

mounting macroeconomic imbalances, declining competitiveness, weakening bank 

portfolios, border conflicts, and the Middle East crisis.  

Algeria continued to deregulate a significant portion of its economy, but remained 

heavily constrained by an overvalued exchange rate, a large public enterprise sector (the 

share of state owned industrial production in Algeria exceeds 80 percent) and 

considerable investment inefficiencies. Algeria’s heavy debt-servicing obligations 

consume more than 75 percent of its exports earnings. As a result, the country has been 

unable to provide adequate financial support for domestic economic restructuring. During 

the same time, however, Morocco and Tunisia made strong efforts to unsaddle their 

economies from distortion and controls.  
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 On one hand, Algeria, Libya, and Mauritania have had little success in mobilizing 

domestic savings in the face of the reduced availability of external financial resources. 

Accordingly, their fiscal situations have deteriorated, resulting in excessive monetary 

creation and trade and payments restrictions. On the other hand, Morocco and Tunisia 

tightened their fiscal and monetary policies significantly during that period. Their fiscal 

deficits each represented about 4 percent of GDP in 2008; compared with about 5 percent 

in Libya and Mauritania. 17 

The five countries have also pursued different policies in the social sector. Algeria 

and Libya emphasized such policies as the provision of free or heavily subsidized 

services (health, housing, and education) as well as subsidies on a significant number of 

consumption items. Morocco and Tunisia pursued their social objectives indirectly, 

mainly through improving macroeconomic performance and introducing selective and 

targeted social security measures. In this context, both countries liberalized domestic 

prices considerably during the last four years. Mauritania dismantled its system of 

controls on domestic prices by eliminating the system of fixed margins for imports and 

locally manufactured goods, and by reducing a number of subsidized items. Algeria 

implemented more limited price liberalization: a significant proportion of domestic prices 

remain subject to administered pricing or controlled margins, while the rest, is 

determined by public sector enterprises. Libya maintained a system of prices closely 

controlled by technical ministries through the operations of public enterprises. 

 Exchange rate policy has differed significantly across AMU countries. For 

Instance, the Moroccan Dirham and the Tunisian Dinar were both managed with the aim 
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of preserving export competitiveness and supporting the liberalization of the external 

sector. Both countries instituted current account convertibility and capital convertibility 

for nonresidents.  In contrast, the Libyan Dinar, which is pegged to the International 

Monetary Fund's special drawing rights (SDR), remained unchanged in nominal effective 

terms until end-1991; since then, it has been effectively depreciated through the 

application of wider margins around an unchanged SDR peg by 14 percent in nominal 

terms. The Algerian Dinar was devalued by 22 percent, after which the nominal effective 

rate remained virtually unchanged, resulting in an appreciation of the real effective 

exchange rate of more than 50 percent. The Mauritanian Ouguiya appreciated in real 

effective terms during the period.  Misalignments of the exchange rates in Algeria, 

Mauritania, and Libya were evidenced by several indicators, namely the lack of 

competitiveness in the export sector, increased resort to trade and payment restrictions, 

and widening parallel markets for their currencies.18 

 These policy differences have resulted in growing flows of goods responding to 

the incentives embodied in the various distortions. Parallel markets for commodities and 

foreign currencies have developed in border regions between Algeria on the one side, and 

Tunisia and Morocco on the other, as well as between Libya and Tunisia. A number of 

essential commodities subsidized by the Libyan Government subsequently find their way 

to the Tunisian market. Algeria has also had to deal with illegal imports from Morocco 

and Tunisia, especially textiles, spare parts for cars, and agricultural items. As mentioned 

earlier, certain agricultural exports from Libya to Tunisia reflect the effects of 

subsidization. These flows of commodities, together with divergent exchange rates in 
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14. 
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parallel markets have, in some cases, disturbed the operations of trade through official 

channels, created complications for the conduct of industrial and trade policies of 

members, and caused tariff revenue losses. Consequently, some intra-Union trading 

arrangements have had to be reviewed regularly.  

In other instances, various non-tariff barriers have been used to slow down illicit 

trade flows. Such trade distortions could affect adversely the Union’s cohesion. Some of 

the countries have complained that subsidized food items -including cereals, coffee, milk, 

sugar, and cooking oil-were illegally exported to neighboring countries, in exchange for 

consumer items, which they considered inappropriate for import under the difficult 

economic conditions prevailing internally. In some instances, the divergent policies were 

confused with unfair practices, and frustrations were exacerbated by the fact that 

distortions were at time hard to locate, given the operation of public enterprises.  

These difficulties point to the need to remove price and incentive distortions prior to 

establishing a free trade area. In addition, significant disparities in the efficiency of 

customs administrations in the region would need to be overcome. 

In January 2008, Habib Ben Yahia, Secretary General of the Arab Maghreb 

Union, denounced this situation saying “Whereas borders are opening everywhere and 

regional trade is developing, North Africa is an exception.” He estimated inter-Maghreb 

commercial trade at 3.36 percent of the total trade of the area He invited union members 

to compare these figures with the 21 percent of ASEAN, the 19 percent of MERCOSUR 

and the 10.7 percent of the Economic Community of West African States (ECOWAS).19 

For its part, the World Bank estimated in 2006 that full economic integration of the sub-

                                                 
19 Faiza Ghozali, "Maghreb: Les Milliards Pérdus de la Désunion," Jeune Afrique, 

http://www.jeuneafrique.com/Article/ARTJAJA2510p055-058.xml0/  (accessed February 17, 2009).    
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region (Maghreb) would provide an important rise in the GDP of each of the countries, of 

24 percent, 27 percent and 34 percent respectively for Tunisia, Morocco and Algeria, 

between 2005 and 2015. 

The institutional framework of the AMU has been handicapped in several 

respects. First, a number of important steps were skipped in the preparatory stage to the 

signing of the Treaty.  The signing of similar treaties (i.e. the Maastricht and NAFTA 

agreements) has been preceded by prolonged public debates involving a broad range of 

domestic institutions. This process is usually considered enriching for the prospective 

union. About 50 years ago, Economist Ernst Haas observed that there were some 

important basic conditions for economic integration to be successful, including the degree 

of homogeneity in the political ideologies of member states and the degree of democratic 

participation in the debate leading up to the Treaty. 20  The basic document describing the 

integration plan was elaborated and adopted in 1991, but the strategy was not described 

in detail. The Union did not benefit at an early stage from external technical assistance.  

During most of the period 1989-94, the AMU was not equipped with the tools 

necessary to carry out its functions. The AMU did not have a permanent secretariat and a 

budget for a relatively long period after the signing of the Treaty. Nor was the AMU able 

to assume one of the most important functions through which economic groupings 

usually foster their role, namely that of carrying out a regional –level dialogue with other 

countries and groupings. This was due to the absence of a stable administrative structure, 

but also due to the sanctions on Libya. For example, the first ministerial meeting between 

the AMU and the EU in 1991 did not produce any follow up. On the economic front, 

                                                 
20 Ernst B. Haas, “International Integration: The European and the Universal,” International 

Organization 15, no. 3 (December 1960): 366-68.   
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there has not been any measure to attract foreign capital into the region, to create 

multilateral funds, or to improve the efficiency of AMU enterprises at the regional level. 
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CHAPTER III 
 

MAGHREB RELATIONS WITH THE EUROPEAN UNION 
 

This chapter reviews the extent of the relations with the European Union and what 

they imply for Maghreb economic integration. The Euro-Mediterranean Conference of 

Ministers of Foreign Affairs held in Barcelona on 27-28 November 1995, marked the 

starting point of the Euro-Mediterranean Partnership. The thus-named Barcelona Process 

represents a wide framework of political, economic and social cohesion between the 15 

member states of the European Union and their 12 southern Mediterranean partners 

(Algeria, Cyprus, Egypt, Israel, Jordan, Lebanon, Malta, Morocco, Palestinian Authority, 

Syria, Tunisia, and Turkey). The Barcelona Process is a unique and ambitious initiative, 

which lays the foundations of a new regional relationship.1 The three main objectives of 

the Partnership are: 

• The definition of a common area of peace and stability through the reinforcement of 
dialogue concerning politics and security. 

• The construction of a zone of shared prosperity through an economic and financial 
partnership and the gradual establishment of a free trade zone. 

• The bringing together of different peoples through a social, cultural and human 
partnership aimed at encouraging cultural understanding and exchange  
 
The economic objective is the creation of a free trade area which must be 

implemented through the Euro-Mediterranean agreements as well as free trade 

agreements to be concluded between the member countries themselves (South-South 

cooperation). The year 2010 was chosen as the official deadline by which the region 

should be officially organized as a free trade zone in conformity with the WTO 

principles. Therefore, tariff and non-tariff obstacles to the exchanges of manufactured 

                                                 
1 Eurostat, “Dimensions of Euro-Mediterranean Partnership,” Eurostat Database, 

http://ec.europa.eu/external_relations/euromed/barcelona_en.htm  (accessed October 22, 2009). 
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goods will be gradually eliminated according to timetables negotiated between the 

partners. A staged liberalization of agriculture and services trade is also considered, under 

the terms of article V of the General Agreement on Trade in Services (GATS). 

Anticipating the enlargement, the European Commission initiated, on March 11, 

2003, the definition of a new European neighborhood policy (ENP) in order to strengthen 

relationships with EU-27 neighbors (Eastern and Mediterranean countries). It offers them 

new opportunities toward economic integration, as a reward for real progress in the 

respect of common values and in the effective implementation of political, economic and 

institutional reforms. The EU thus offered to its Eastern and Mediterranean neighbors a 

chance to gain access to the European domestic market and to benefit from the correlative 

freedom of movement for goods, services, capital and people. The European Council of 

June 2004 approved the principle of the adoption, through a dialogue with each country 

having enforced the agreement with the EU, of individual roadmaps for the 

implementation and follow-up of this agreement: seven triennial action plans were 

adopted by the end of 2004. 

Around 45 million Euros were dedicated to the European neighborhood policy (ENP) 

over the period 2004-2006: 18.5 million Euros for energy infrastructures, 24 million for 

transport, 2 million for the cooperation between Morocco and Spain, and Spain and 

Gibraltar (0.4 million Euros). From 2007, the Commission created a single European 

Neighborhood and Partnership Instrument (ENPI) covering at the same time the EU 

support for the ENP countries and their cross-border cooperation with the Member States.  

Other political processes have to be taken into account concerning regional integration: 

the progress made in the Doha Round, justice and home affairs’ matters, the promotion of 
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better governance, human rights and democratization in the MEDA region, and finally 

environmental initiatives connected to the conclusions of the Johannesburg summit on 

sustainable development.  

However, the Barcelona Process has not delivered its promises, the European 

Neighborhood Policy is not popular and Turkey wants full EU membership. In light of 

the political and economic situation, the project seems ambitious. However, the EU 

cannot ignore the challenges that the region faces: the population is booming. The lack of 

economic development and a high unemployment rate are further incentives to illegal 

immigration and rocky relations between both sides of the Mediterranean. In such 

challenging times, the results of FDI flows are good news. In the general context of 

country reforms driven by Egypt, Morocco and Syria, and the increased interest of Gulf 

countries in the region, FDI flows in 2007 were USD 59 billion (4.5 percent of global 

FDI), increasing from USD10 billion (0.9 percent) in 2002. 2                                                          

The multitude of heterogeneous states with different situations and ambitions, 

trading little with each other or Europe is a challenge. A reduced union focused on 

economic co-operation with Maghreb and Egypt is an opportunity that is taken seriously. 

Trade and investment rather than politics may be the way forward. And as an irony of 

history, the Mediterranean Union may be closer to the pragmatic and mercantile British 

vision of the EU. The economies of the AMU member countries depend heavily on the 

EU which is their main economic partner. Economic relations between the EU and the 

Maghreb countries are extensive but asymmetric: 70 percent of the AMU countries’ trade 

is with the EU, while EU’s trade with the AMU represents only 2 percent of its total 

                                                 
2 United Nations Conference on Trade and Development, “Foreign Direct Investment Database,” 

UnctadSTAT, http://www.unctad.org/Templates/Page.asp?intItemID=1923&lang=1 (accessed May 20, 
2009). 
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trade. Energy products, mainly from Algeria and Libya, dominate exports from the 

Maghreb while Europe exports a wide range of commodities and manufactured goods 

predominantly. Figure 5 highlights the main origin/destination couples (Euro/Maghreb, 

Europe/Turkey, America/Algeria-Egypt-Israel-Turkey, Gulf/Mashreq and Gulf Turkey). 
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Figure 5: Origin-Destination Cross Table (Foreign Share in Gross Budgets, as 
announced by UNCTAD) for the period (2003-2008)  
 

 

Source: UNCTAD, FDI Database (2008) 

Europe is the most important source of investment and financing in the Maghreb, 

yet European investment remains small despite geographical proximity and the relatively 

free access to the European market. Flows of migrants from the Maghreb into EU 
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countries were large during 1960-1990. According to the Moroccan newspaper Le Matin, 

the total number of workers originating from Maghreb countries and living in EU 

countries is estimated at more than 2 million (40 percent from Algeria, 37 percent from 

Morocco, and 23 percent from Tunisia). There are very few Mauritanian workers in the 

EU. Transfers of remittances by these migrant workers are an important part of the 

external revenues of Algeria, Morocco, and Tunisia—estimated at more than US USD 

205 billion in 1992.3 Tourism, mainly from France and Germany, provides Morocco and 

Tunisia with about USD 2 billion each year.4 In addition, a considerable amount of 

financial aid from the EU is transferred to the Maghreb, either on a multilateral basis or 

from some EU member countries on a bilateral basis.   

Combined, these resources represent about 40 percent of the Maghreb’s total 

external aid inflows. The EU’s assistance also takes place outside the contractual 

frameworks, through food aid, emergency aid, and financing from non-governmental 

organizations. Bilateral aid from EU member countries –mainly France and Germany—

amounts to more than USD 500 million per year. There are, in addition, numerous 

bilateral agreements between the two groups of countries involving cooperation in many 

areas, such as agriculture, research, and technical training. The most important ones are 

fishing agreements with Morocco and Mauritania, which these countries compensate for 

with fishing rights granted to European fleets. Moreover, in 1990 the EU introduced a 

                                                 
3 Mohammed-Ali Adraoui, “Migrant Communities and the Internal and External Dynamics of 

Integration: the Potential Role of Migrants in the Euro-Mediterranean Partnership,” Euro-Mediterranean 
Outlook (October 2006): 44-45. 
 

4 Miloud Torre, “Regional Economic Union in the Maghreb,” The Journal of Modern African 
Studies 28, no.1 (January 2000): 115-17. 
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special fund to finance infrastructural and environmental projects mainly in the Maghreb 

countries. 

 Mauritania’s economic relations with the EU are set in the context of the Lomé 

Convention, which offers the highest level of trade preference and financial assistance by 

the EU. Mauritania also received substantial aid outside the Lomé Convention, including 

transfers of cereals and emergency aid for refugees. Several nongovernmental 

organizations operate about 20 projects in Mauritania. Lastly, the EU compensated 

Mauritania with 27.75 million for the period 1990-94 for fishing rights.5  

With Libya, the EU’s relations follow historical and geographical links. More 

than 90 percent of Libya’s crude oil is exported to Europe, mainly Germany and Italy, 

and 60 percent of Libya’s imports come from the EU. Libya is not covered by any trade 

or financial protocol with the EU. Libya has been investing in downstream oil operations 

in Europe. In 1976, the EU concluded bilateral cooperation agreements with Algeria, 

Morocco, and Tunisia. These agreements, which are reviewed every five years, offer 

substantial access to EU markets in textile and agricultural products remains limited. Not 

only quotas have restricted agricultural exports to the EU but also by reference prices 

imposed on a list of products. For example, Tunisia faces restrictions on exports to the 

EU of oranges, potatoes, dates, and olive oil and Morocco on exports of fresh fruits and 

vegetables.  

Morocco, the largest supplier of tomatoes to the EU and the second largest supplier of 

citrus fruit, has been negotiating export quotas for these commodities. The agreements 

also help direct European foreign investment toward the Maghreb.  

                                                 
5 Jonathan Fryer, “The Lomé Convention: Inching Towards Interdependence,” International 

Development Review, no.1 (March 1980): 53-54. 
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The EU’s financial packages, which are usually tied to EU source restrictions, 

also help strengthen the European countries’ positions in the Maghreb. Fishing 

agreements with Morocco since 1988, which superseded Morocco’s earlier bilateral 

arrangements with Spain and Portugal, provide an EU contribution of EUR 70 million per 

annum, and involve cooperation and training. In an interview with Desmond Dinan, the 

Jean Monnet Chair of European Studies at George Mason University, he mentioned that 

trade between the EU and Morocco has flourished in the last decade, and that Morocco is 

one of EU’s closest partners in the Mediterranean region. He also stressed the importance 

of cooperation between the Arab Maghreb Union and the EU, which would represent a 

new impulse to Maghreb economic integration.  

 On December 5, 2003, Tunisian President Zine El Abidine hosted the 5+5 summit 

in Tunis. Ben Ali received the heads of state and government of Algeria, Morocco, Libya, 

Mauritania and France, Italy, Spain, Portugal and Malta. The forum was a regional forum 

for consultation, cooperation and comprehensive thinking to serve the common interests 

of member countries and establish, on the basis of solidarity, a mutually beneficial 

partnership. The 5+5 Dialogue cooperation process, also known as the Forum for 

Dialogue in the Western Mediterranean, involves the five members of the Arab Maghreb 

Union - Algeria, Libya, Mauritania, Morocco and Tunisia - and five Southern European 

countries: Italy, France, Malta, Portugal and Spain. Concerning the Maghreb Union, the 

five European countries explained they "renewed their cling to the Arab Maghreb 

federation in its being a strategic option and historical gain able of achieving complete 

solidarity and integration among its member states.” A couple of months earlier, the 

Tunisian President Zine El Abidine Ben Ali, and Libya's Leader of the Revolution 
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Colonel Muammar Al-Gaddafi expressed their "deep preoccupation over the future of the 

AMU " They also stressed " joint care to effectively contribute into the exerted efforts in 

order to prepare appropriate conditions to convene the federation's summit so as to give 

an impetus to the joint Maghreb union, stressing the need of embarking on the system of 

regular Maghreb summits set for convening.”6 Unfortunately, the ongoing tensions 

between Algeria and Morocco over the Western Sahara issue let the AMU prevented the 

holding of future Maghreb Summits.  

3.1. Foreign Direct Investment and Opportunities for Development in the Euro-Med    
Region 

 
During the last decade, Gulf investors have become a major player in the 

Southern Mediterranean region (MED), sometimes dethroning Europe. The global crisis 

has reduced some ambitions directed towards this region. The foreign direct investment 

(FDI) increase has been recent (2006-2007), mainly thanks to the Emirates and somehow 

linked to a real estate/tourism bubble.7 Four major players are involved in the FDI   

business towards the (MED): Europe, the former colonial power and traditional investor; 

North America, interested in resources and main sponsor of Israel; the Gulf, concerned in 

terms of Arab brotherhood and also looking for geographical/profitable expansion; and 

the MED countries themselves, poorly integrated, but developing some in-roads for 

industrial networking.  

Once relatively neglected at world level in the early 2000s (less than 1 percent of 

global FDI inflows when they represent 4 percent of population), the MED countries 

have recovered a more significant attractiveness in the 2004-2008 period (around €40 

                                                 
6 Nawal Michalani, “L’Union du Maghreb Arabe,” L’Opinion, December 8, 2003, 7. 

 
7 European Investment Bank, “Annual Report for 2008,” European Investment Bank, 

http://www.eib.org/about/publications/annual-report-2008.htm?lang=-en (accessed December 6, 2009). 
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billion in FDI per year, or 3 to 4 percent of the world market). The region is on an 

upward trend, for external reasons – proximity with Europe at a time of high energy costs 

and the search of lower labor costs- and internal reasons- continued growth since 2000, 

pressure of domestic demand, full conversion to market economy, clever public 

investment programs (Tangier-Med in Morocco, E-government in Jordan, Tunisian 

techno parks etc…) The MED region has received around 255 billion Euros in FDI in the 

last 6.5 years (Jan 2003- October 2009), according to UNCTAD. The main beneficiaries 

are, as mentioned previously, “other MEDA” (Israel/Turkey/Malta/Cyprus), capturing 40 

percent of the flow, Mashreq (34 percent) and Maghreb (26 percent).8 

The geography of these flows, represented in the map below (Figures 6), 

illustrates the diversity of investment preferences of the principal FDI-issuing regions. 

Europe invests especially in Turkey, in the Maghreb and in Egypt, the Gulf mainly in 

Mashreq. The United States concentrates in Israel. These strong affinities are the product 

of geography, the most significant flows being established between the closest blocs 

(Europe-Maghreb or Europe-Turkey, Gulf-Mashreq). But physical geography can be 

overcome or reinforced by cultural or historical affinities: privileged business 

connections of the family and patrimonial capitalism of the Gulf with Jordan, Lebanon, 

Syria, or Egypt, intimate relations between the USA and Israel. 

 
 
 
 
 
 

                                                 
8 United Nations Conference on Trade and Development, “Foreign Direct Investment Database,”  

UnctadSTAT, http://www.unctad.org/Templates/Page.asp?intItemID=1923&lang=1 (accessed May 20, 
2009). 
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Figure 6: Main Foreign Direct Investment Inflows into MED Countries per Origin and 
Sub-Region of Destination   
                 

 

Source: UNCTAD, Cumulated FDI amounts (real) over 2003-2009 in billion Euros (€).     
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CHAPTER IV 
 

THE ROLE OF ENTREPRENEURSHIP IN THE ECONOMIC  
DEVELOPMENT OF THE MAGHREB  

The economic future of the Maghreb is uncertain. On one hand, the challenges 

ahead are enormous in terms of social needs, job creation and governance issues. The 

industrial fabric is still weak and dominated by a few sectors and gigantic projects 

(energy, real estate, tourism, telecommunications, textile, and agribusiness). On the other 

hand, the reforms implemented in most countries started paying off. A positive growth 

differential is now established vis-à-vis Europe, for instance in terms of GDP per capita. 

A significant increase in foreign investment has been observed over the three last years.  

The region seems relatively well positioned to avoid major suffering from the 

ongoing financial crisis. The Maghreb region represents at the same time a relatively 

weak economic partner for Europe and one of its chances for viable recovery. The lack of 

economic development and a high unemployment rate are further incentives to illegal 

immigration and rocky relations between both sides of the Mediterranean. In such 

challenging times, the results of FDI flows are good news. In the general context of 

country reforms driven by Morocco and Tunisia, and the increased interest of Gulf 

countries in the region, FDI flows in 2007 reached USD 59 billion (4.5 percent of global 

FDI), increasing from USD 10 billion (0.9 percent) in 2002.1 

Some dream about a deeper integration (both intra-Maghreb and with Europe), 

leading to a true union, with stronger economic links, a more balanced sharing of wealth, 

a real partnership-but this scheme would imply more public and private investment, not 

really the current priority in the present crisis times. Others argue that, globally, Europe 

                                                 
1 United Nations Statistics Division, “Annual Report for 2008: Foreign Direct Investment 

Inflows,” UNdata,  http://unstats.un.org/unsd/databases.htm  (accessed December 5, 2009).  
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will lack million workers in coming years, easily supplied by Maghreb job seekers. Still 

further, others think that the Northern rim is able to carry more dwellers than the 

Southern shore – limited in terms of space, water, and facilities – and therefore that 

population relocation into the North may well be the solution. 

Most probably, the effective Maghreb future will be a mix of several patterns: a 

few areas of excellence (capital cities, logistics and industrial poles, prime service 

locations). This perspective implies a set of collective choices based on long-term 

rationality: preference for sustainable projects, development of local accountability, 

accountability, commitment to sound regional cooperation, real economic chances given 

to entrepreneurs, priority to education and awareness and intelligence will be determining 

to avoid wasting the limited available resources (for instance seashore space, for which 

urbanization, logistics, tourism, agriculture, textile are fiercely competing).  

Its North-South economic divide often defines the Mediterranean region: 

Northern rim of the Mediterranean: older countries, comfortable income per capita (10 

times higher than in South), limited growth, industry losing momentum, post-industrial 

society centered on qualitative issues; Southern rim: younger countries, needed (and 

actual) strong growth, industrial service capabilities, pressure of quantitative issues-

unemployment, infrastructure, basic services to the population. 

Compared to other economic blocks, the Euro-Med area is an ignored giant: a 

combined GDP of USD 15.4 trillion in 2006 and much higher than Asia’s GDP (9 trillion 

for China, India, Japan, and ASEAN). On this total the MED countries represent only one 

trillion USD. However, thanks to their GDP growth (5 percent in recent years) and 

declining birth rate, they start closing the gap with Europe (since 2000, their GDP per 
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capita is higher by 1 percent each year). This move is not enough-at this pace, it would 

take around 150 years to level up with Europe.  

In most Maghreb countries, the industrial fabric is weak. The productive system is 

characterized mainly by small enterprises with a strong specialization in low and medium 

technology sectors, such as Agrifood, textile and clothing, furniture and capital goods. 

Not including energy, petrochemicals, minerals, agribusiness, real estate, tourism, real 

estate and some new sectors such as Information and Communication Technologies 

(ICT), industry is lacking depth, integration and international size with the exception of 

metropolitan areas (Tangiers-Med, Arzew, Southern Tunis etc...). Domestic companies, 

besides Orascom, hydrocarbons, and construction holdings, often do not mach 

international standards. Small and Medium Enterprises (SMEs) cannot easily contribute 

to growth and job creation when facing obstacles in their development (infrastructure, 

financing, trade barriers, red tape, and poor internet service). The formal sector is often a 

minority employer. Entrepreneurship, innovation, university-industry relationships are 

limited. Foreign partners or competitors dominate their Maghreb operators. They are 

mainly sub-contractors or assemblers and they do not master the most strategic segments 

of the value chain (design, branding, organization of work, marketing, logistics, R&D, 

distribution etc.). In numerous instances, they are only physical manufacturers and they 

do not incorporate locally a sufficiently interconnected content to have a say on the 

global production system.  

SME development is a compulsory answer. If the Maghreb countries are to 

swiftly close their gap with Europe, it cannot be only via public projects (though some 

catalyst projects such as Tanger-Méditerranée (Morocco)) or via the mega-projects 
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developed by transnational companies. The most important part of the 3 million jobs to 

be created every year in the region (in order to maintain current unemployment levels) 

will result from SME development. SMEs are growing faster, are more flexible and more 

innovative. They use labor as their first resource. At the present time, the SME sector 

gathers between 42 percent (Tunisia) and 95 percent (Egypt) of MED companies and 

employs between 48 percent (Morocco) and 61 percent (Jordan) of total workforce.2 

The recipe for more SME creation and development is well known. It starts with 

inoculating the passion for entrepreneurship and industry; it continues with a favorable 

environment (i.e. education, facilities for companies, incubators, coaching, mentoring, 

networking, retention of brains, provision of good infrastructure and efficient 

regulations). This entails removing the usual obstacles (bureaucracy, red tape, lack of 

transparency, political interferences etc.). Also, it implies a specific attention to 

financing. The cycle ends with success stories and business promotion, so that positive 

models are offered to potential entrepreneurs eager in turn to launch their own projects.     

Financing is perceived as the main obstacle for SME development in Maghreb 

countries and most developing countries. Money exists, but is not necessarily made 

available or conveyed through the right channels. Good projects also exist, but investors 

are not always aware of them.  

4.1. Mediterranean: Cradle of Trade 

Entrepreneurship has flourished in the Southern and Eastern Mediterranean area 

for more than two thousand years.  A shining testimony is the amphitheatre of El Jem in 

Tunisia, still in use today, which was built by an entrepreneur-trader who cultivated olive 

                                                 
2 Emanuel Noutary, Funding Start-ups and SME Innovation (Beirut: University of Lebanon Press, 

2008), 45. 
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groves, processed the oil and sold it throughout the Roman Empire.  Entrepreneurship 

flourished again during the expansion of Islam throughout the Mediterranean, then 

declined under the Ottoman Empire and the colonial period.  After the Second World 

War, the newly independent countries of the Maghreb (Morocco, Algeria and Tunisia) 

experimented with a variety of political, economic and social systems with mixed results. 

At present, progressive countries of North Africa and the Middle East, including 

the selected Maghreb countries, have realized that entrepreneurship and innovation are 

the main vehicles for economic development and for achieving competitiveness in the 

globalizing world markets.  One recent example is the Algerian government’s 

announcement, on April 6, 2010, to launch a presidential program for the creation of 

200,000 small and medium enterprises (SMEs). H.E. Minister Mustapha Benbada made 

the announcement for Small and Medium Enterprises.3 

Thus the focus should be on assisting the current well-educated generations of 

these countries create and grow innovative small and medium businesses (SMEs) that 

will boost regional economic development with high-value-added jobs, exports and an 

improved quality of life. 

Modern entrepreneurship is primarily an American concept that has been 

developed as a new scholarly discipline in American universities and is now taught 

worldwide.  In fact, American SMEs have been the major contributors to job creation and 

regional economic development in the United States.  The share of employment of the 

500 largest American firms decreased from 19 percent in 1968 to 9 percent in 1996.  

Businesses with more than 500 employees dropped 4 million jobs in 1990-94, while firms 

                                                 
3 Amal Belkessam,  “La Petite et Moyenne Entreprise Algérienne Entre Développement Annoncé 

et Contraintes de Terrain,” L’Actualité Economique En Méditerranée 76 (April 6, 2010): 9.  
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with fewer than 50 employees swelled by 8 million new jobs.  This trend is continuing.  

Large U. S. firms, such as General Motors and Ford are in a downward spiral of job 

reduction, while recently created innovative high-tech firms, such as Google and Cisco, 

continue to grow worldwide. 

However, past experience has shown that it is difficult to transfer American and 

European entrepreneurship implementation practices to developing countries and to 

countries with economies in transition.  For instance, after the collapse of the Soviet 

Union, Finnish entrepreneurs planned to create twin new business incubators in Helsinki 

and St. Petersburg, which are only 443 kilometers apart, to develop joint Finnish-Russian 

businesses.  After several years, it became clear that the St. Petersburg incubator was not 

feasible, due to the local bureaucratic and political environment.  The solution was to 

train the new Russian entrepreneurs in the Finnish incubator and let them establish 

operations in both countries, as required by the nature of their business. 

There is no doubt that the cultural environment of a country has an impact on how 

industrial enterprises and their personnel carry out their functions.  Prevailing religious 

beliefs and cultural values, in conjunction with the formal system of education usually 

have direct and significant bearing on the dominant view toward work and achievement.  

In fact, it has been recently argued that globalization has neither standardized societies 

nor produced a homogenous world culture. This is why entrepreneurship theory should 

take into account these differences.  More importantly, entrepreneurship practice should 

be congruent with the cultural and social environment of the region, and the business 

support systems should be adapted to the country’s legal, commercial and political 

environment.   
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  This region includes three countries that share a strong religious, cultural and 

social Islamic heritage, and that have obtained independence during the last century.  

These nations also share a common challenge: to create meaningful and well-paid jobs 

for the recent graduates of local and foreign universities who want to contribute to the 

economic and social development of their countries.  While each country may follow a 

different model of economic development, the realities of increased globalization and 

competitiveness in international markets are driving the Maghreb towards the creation of 

innovative SMEs so that these countries can become masters of their own destiny, 

independent of less-efficient government enterprises or distant multinational 

corporations. "Small and Medium businesses are a primary driver for job creation and 

economic growth in emerging economies," said Dr. Shamshad Akhtar, World Bank Vice 

President for the Middle East and North Africa (MENA). "In several countries of this 

region they (SMEs) contribute to economic diversification and play an important role in 

private sector development. Through increasing access to finance for small business 

players, we aim at increasing productivity and employment as a development priority in 

our support to this region", Dr. Akhtar concluded.4 

Globalization envisions the entire world as a “global village” without trade 

barriers and the first step towards this objective is to develop regional strategies that will 

take advantage of the geographic, historical and cultural affinities of countries in a 

region.  The North American Free Trade Association (NAFTA), which includes the 

United States, Canada and Mexico, is a successful example of regionalization leading to 

globalization.   

                                                 
4 Ch. Narendra, “World Bank Supports Micro and Small Enterprises in Egypt to Spur Economic 

Growth and Jobs,” World Bank Group, http://go.worldbank.org/ZSPRFLULV0 (accessed March 10, 2010).   
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4.2. Guidelines for the Economic Development of the Maghreb 

Algeria, Morocco and Tunisia flourished as centers of Arab-Muslim culture, 

became de facto French protectorates, and achieved independence roughly fifty years 

ago.  They have maintained close cultural, economic and commercial ties with France, 

and utilize the French language in addition to Arabic for business and higher education.  

Their universities follow the French academic system, and many professors have degrees 

from leading French, European and American universities.  The French connections have 

evolved into ties and agreements with the European Economic Community (EEC).  In 

parallel, commercial and cultural relationships with the United States are becoming 

stronger, particularly in Tunisia and Morocco.  

The new enterprise should be innovative, that is, it should be based on new 

products or services or processes, or markets, with high potential growth.  This excludes 

a majority of small business that merely copy what others have already done, such as 

pizza parlors. Also, it should continue to develop the opportunity (product, service, 

market) thereby striving to increase sales and profits and employment.  This excludes 

“lifestyle businesses” and “mom and pop stores” that have no intention to grow and 

expand. Moreover, it should create high added value for the entrepreneurs, the 

employees, customers and society, that is, should strive to become a successful and 

sustainable business.  This excludes inventors and educators who are not interested in 

exploiting fully their business opportunities and non-profit organizations.   

Value creation is directly related to innovation and, in fact, the economies of the most 

competitive countries in the world (for instance: Finland, the United States and Taiwan) 

are based on high-value-added, relatively young, innovative companies like Nokia, 
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Microsoft and Acer. For developing and industrializing countries, innovative SMEs 

represent a major natural resource as noted below: 

• create direct high-value-added jobs; 

• create indirect jobs (estimated ratio of 5 to 1);5 

• are more innovative and efficient than large public or private businesses; 

• often are valued partners of large businesses;6 

• promote exports and contribute to the country’s balance of payments; 

• improve the quality of life; 

• do not rely on scarce national resources; 

• are diversified in technologies and markets, and thus less vulnerable to economic 
recessions and major shifts in consumer demands and in dominant designs and 
technologies; 

 
• are models for developing entrepreneurship and innovation in a country or 

region.7 
 
An effective way to stimulate growth and achieve high-value-added output is through 

innovation, both in new ventures and in established companies, the last a more difficult 

task.  Innovation can take place in many business areas: marketing, finance, information 

systems, organization, human resources, but I will concentrate on technological 

innovation because technology is one of the globally dominant factors for the 

competitiveness of countries. While invention implies discovery and originality, 

innovation is often the creative application of existing technologies to new products, 

                                                 
5 World Bank Group, “Economic Development Indicators,” World Bank Group, 

http://go.worldbank.org/1S4LTRFQU0 (accessed April 30, 2010).  
 

6 A typical example is the pharmaceutical industry where the top companies subcontract work to  
innovative new ventures to save money and time and stimulate creativity. 
 

7 Alberto Rincon, “The Growth of Research Triangle Park,” Small Business Economics 20, no. 2            
(December 2007): 174-75.  
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processes or services.  For instance, the diesel-electric locomotive, developed by General 

Motors in the 1930s, was a synergistic combination of older technologies, the diesel 

engine utilized for ship propulsion, the electric generator and motor, and the standardized 

assembly line process of Detroit.  In practice, a technological innovation can be 

implemented in three ways: 

• Embodied in the products offered (cellular phones, heart monitors); 

• Utilized in the production process (welding robots, chip manufacturing); 

• Offered as on-line services (e-commerce, buying rapid transit tickets by mobile phone 
in Finland). 

Entrepreneurs in industrializing countries should select the most appropriate 

technologies for their company, not necessarily the most sophisticated ones, which may 

be difficult to transfer and implement locally.  Many of these appropriate technologies are 

available at no cost or may be obtained at low cost from industrialized countries with 

assistance from government and non-government organizations, or through joint ventures 

with established companies that want to expand into emerging markets.   

A typical example is the technological and economic evolution of Taiwan from 1950 

to 2005.  At the end of the war, Taiwan was one of the poorest countries of the Pacific 

Rim.  In 2004, Taiwan ranked fourth in world competitiveness (after Finland, the United 

States and Sweden) and second in technology (after the United States).8  Taiwan achieved 

this high ranking by gradually upgrading its technological capability, working with 

multinational corporations, and transferring technology from Silicon Valley by 

encouraging Taiwanese Ph.D.’s to return to Taiwan to teach in universities and do 

research in technology parks.  In contrast, Mexico was ranked 48th in world 

                                                 
8 Taiwan Today, “Island Jumps 5 Places in World Economic Forum Report,” Taiwan Today,    

http://www.taiwantoday.tw/ct.asp?xitem=63017&ctnode=427&mp=9 (accessed May 16, 2010).  
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competitiveness and technology.  Although Mexico is contiguous to the United States 

and has had access to the same U.S. technologies as Taiwan, the transfer to local industry 

has been ineffective. 

In summary, small and medium entrepreneurial firms are more innovative, more 

efficient and more socially effective than large private or government-owned companies, 

but they also suffer a higher mortality rate, due to their inability to grow and realize their 

business and economic potential.  The main causes are as follows: 

• Wrong strategies (launching uncompetitive products and/or targeting unattractive 
markets); 

 
• Lack of human, technical, and financial resources; 

• Poor market coupling (assuming that the new product will “sell itself”); 

• Lack of focus (shifting from one product to the next, before learning from market 
feedback); 

 
• And the lack of management and entrepreneurial skills as the business grows in size 

and scope. 
 

In more conservative cultures and smaller countries there are two additional causes: 

the fear that growth may entail loss of control by the owners, and the fear of becoming 

international with higher risks of market instability, currency fluctuations and more 

aggressive competition. This last limitation to growth is particularly serious for 

developing countries with few natural resources that must export in order to survive and 

grow their economies. The effect of the entire infrastructure constraints listed above can 

be greatly reduced by developing the infrastructure for technological entrepreneurship 

and by creating support systems for entrepreneurial small and medium firms. Figure 7 

represents the suggested roadmap for the economic development of the Maghreb through 

the creation and support of innovative SMEs.  
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Figure 7: Roadmap for the Economic Development of the Maghreb 
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CHAPTER V 
 

CONCLUSION 
 

The AMU Treaty calls for a strengthening of all forms of ties among member 

states and for a gradual move toward the free circulation of goods, services, and factors 

of production among the member countries. Economic integration, it was hoped, would 

stimulate economic development and growth by allowing specialization along the lines of 

comparative advantage, exploitation of economies of scale through a larger market for 

goods and services, and improve the negotiating position vis-à-vis third countries and 

other trading blocks. The AMU has provided a useful framework to foster dialogue 

among the member countries in the relatively short period of its existence. Despite 

difficulties in their political environment, economic ties have increased significantly 

between the Maghreb countries over recent years, as reflected in the movement of labor, 

and the number of joint ventures. However, for some member countries, economic ties 

with Europe have developed faster than links to other AMU members, reflecting the well-

established trade links with, and the gravity effects of, European economies, but also 

regional infrastructure inadequacies and the similarities in factor endowments and 

production patterns among the AMU countries. Given the structural differences between 

the economies—Morocco and Tunisia are relatively diversified and open economies with 

a fairly large manufacturing sector, while the economies of Algeria and Libya remain 

heavily dependent on hydrocarbon exports, and Mauritania is a rural and resource-poor 

economy that is undergoing major structural reforms—the potential for intra-regional 

trade has remained limited. In addition, little headway has been made toward establishing 

a free trade area and dismantling the numerous obstacles to intra-Maghreb trade. 
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 Beside political differences, the underlying cause for this limited progress, 

however, has to be sought mainly in persistent differences in development strategies and 

economic policies of the five countries. For example, Morocco’s and Tunisia’s strategies 

have favored the emergence of a large private sector, whereas, Libya and Algeria have 

economies that are largely state-dominated. More importantly, prudent financial policies 

and structural reforms have contributed to the progress that Morocco and Tunisia have 

made in establishing macroeconomic stability, current account convertibility, and trade 

liberalization. However, the other countries still face macroeconomic imbalances, 

reflected in exchange and trade restrictions.  

As a result, the progress in other AMU countries in removing tariff and nontariff 

barriers to intraregional trade has been slow. Some AMU members have also been 

concerned that liberalizing trade between them might displace industries and aggravate 

unemployment in the short run, as well as adversely affect their budget revenue in the 

absence of an appropriate transfer mechanism. Finally, domestic difficulties among 

member states, the UN sanctions on Libya, and political difficulties in Algeria have 

continued to hamper the strengthening of economic ties between the AMU countries. 

 Overall, it appears that in establishing the Union and during the first years of its 

existence, the member countries have relied too much on non economic factors, namely 

their historical, cultural, language affinities, to help boost their intraregional relations. 

Drawing from the lessons of the recent experience, the AMU countries decided in 1993 

to review their strategy of integration and to proceed in a more gradual fashion. The 

Union members should intensify their efforts to reduce non-tariff barriers and agree on a 

subset of commodities that would circulate freely throughout the AMU. The Union 
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members should find ways of devising appropriate transfer mechanisms to compensate 

members that would be disproportionately affected by trade liberalization.  

 Given the rapid integration now taking place in the world economy, regional 

groupings need to recognize the importance of integration and interdependence to 

promote an atmosphere conducive to efficient resource allocation and growth. So far as 

regional integration in the AMU leads to more liberalized trade and payments flows both 

among its members and between the AMU and the rest of the world, the main trading 

partners of the AMU will benefit from further integration of the Maghreb countries.  

The EU, being the largest trading partner of the Maghreb, already supports the AMU and 

its central goals viewing integration and growth in the Maghreb as beneficial to both rims 

of the Mediterranean. Of course, other dynamics represent the driving force for such 

interest including the aging population and slow birth rates in the old continent, eminent 

shortage of labor, fight. The Maghreb offers the perfect match with a large pool of young 

and skilled labor force.  

Moreover, the United States should lead regional economies to a system of higher 

economic efficiency, while taking the reality of the Maghreb into account and showing 

flexibility where necessary. The U.S. can draw significant interests from the trade 

potential of the region, lobby for a stronger presence of U.S. firms and deter the terrorism 

and other security threats.  

Individually the Maghreb countries completed important strides over the past two 

decades. Financial and economic stability was established during the 1980s and the 1990s 

under government reforms supported by the IMF.1 Stable macroeconomic conditions 

                                                 
1 Mark R. Stone, “The Role of Government in Times of Crisis,” Economic Issues, no. 31 (June 

2002): 19-20. 
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have been maintained over the last few years. As a result, these economies have seen 

some growth and have made noteworthy progress in reducing poverty.  But, throughout 

the region, economic growth has remained below its potential, unemployment is still 

much too high, and poverty remains present. This suggests that there are important 

constraints on the economies that need to be addressed.  

The economies of Algeria, Morocco and Tunisia share some features. In all three 

countries, agriculture is important; the state dominates the economy to varying degrees; 

and external trade regimes generally remain quite restrictive, despite more open trade 

with the European Union. The greatest structural difference is that Algeria is 

predominantly an oil-exporting country, while Morocco and Tunisia are more diversified. 

The slow progress in opening these Maghreb economies to multilateral trade and 

investment is a key obstacle to achieving higher growth rates and reducing high 

unemployment. The Maghreb countries represent relatively small markets, whose best 

chance for development lies in greater openness and integration. In practice, their 

restrictive trade regimes and cumbersome investment regulations (i.e. Algeria) have 

discouraged domestic private investment and attracted only limited amounts of foreign 

direct investment, outside the hydrocarbon sector.  

The countries of the region are aware of the benefits of more open economies. 

They have established Association Agreements with the European Union and have 

concluded trading arrangements among themselves. But at present, these arrangements 

are not being fully exploited. Bilateral trade among the three countries accounts for a tiny 

fraction (around 3 percent) of each country's total trade and remains well below potential. 

Their fragmented markets are also an incentive for European and other foreign investors 
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to locate their operations in Europe to benefit from economies of scale and to export to 

each country under the separate bilateral trade arrangements with Europe. 

Greater regional economic integration would yield important benefits. It would 

create a regional market of more than 80 million consumers, similar in population size to 

many leading trading nations. It would bring efficiency gains and make the region more 

attractive for foreign investors. And, most important, the complementary economic 

structures of the Maghreb countries would create opportunities for mutually beneficial 

trade within the region. To take greater advantage of the potential of the EU Association 

Agreements and the Wider European Neighborhood, it is in the Maghreb countries' 

interest to facilitate trade among them as well as with the European Union. They should 

build the institutions that are necessary to pursue common goals and share best practices, 

including in banking reform, tax reform, and capital account liberalization. To this end, 

stronger efforts are needed to coordinate economic, institutional and legal reforms within 

the region, for instance by strengthening the secretariat of the Arab Maghreb Union and 

its regional cooperation mechanisms. The Wider European Neighborhood also provides a 

forum for harmonizing the Maghreb's institutions and legal frameworks with European 

standards. The United States can help in a variety of ways. It can play a catalytic role in 

the dialogue among the Maghreb countries to help them benefit from a common market 

and a stronger trading platform. Through its policy advice, it can help them move forward 

with economic reforms important for the region, resolve political conflicts and it can 

assist them in implementing the AMU initiative.  

The Maghreb has the opportunity to be a trailblazer for the Middle East and North 

Africa region and other developing countries. Few countries have achieved success 
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without adopting an outward orientation in their policies, and even fewer have achieved 

sustained growth without establishing strong trading and investment links with their 

neighbors. 
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