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1. Introduction:
The Legacy of Trade Reforms in the Arab Countries

The post World War II model of economic development in the Arab region was
anchored in a strong interventionist-redistributive mentality that included heavy
reliance on state planning, import substitution policies, nationalization of private and
foreign assets, and a social contract whereby the state provided education, housing,
health care and food subsidies (Richards and Waterbury, 1996, and Yousef, 2004).
More often than not, this statist, inward-looking model was embedded in post-inde-
pendence constitutions, laws and public policies that saw the typical Arab state as an
instrument of social transformation, political mobilization and economic distribution.
One important consequence of this model has been the establishment of the state as
an agent of public welfare, a view that to this day continues to define state-society
relations.1

From the 1950s to the mid-1970s, the Arab states enjoyed unprecedented lev-
els of economic growth and social development (Elbadawi, 2002) fuelled by massive
public investments in infrastructure, health and education, as well as state-owned
enterprises operating behind high and opaque protective walls, all of which benefit-
ed from rising oil prices, intra-regional flows of capital and labor, and workers remit-
tances.2 As a result, the economies of the Arab countries in the 1960s grew at an aver-
age annual rate of 6% per worker, the highest rate in the world (Yousef, 2004). This
achievement was accompanied by impressive gains in social indicators that saw dra-
matic reductions in infant mortality, increases in school enrolment levels and life
expectancy, and reductions in income inequality and poverty to very low levels by
international standards. By 1990 “only 5.6% of the population in the Arab region
lived on less than $1 a day [the global benchmark for absolute poverty] compared with
14.7% in East Asia and 28.8% in Latin America” (World Bank 1995). 

1 That is, Arab states provide a modicum of economic security to their people in exchange for political loy-
alty. This bargain ultimately resulted in a fundamental lack of transparency, accountability and efficiency.
Authoritarian governments in the region simply wanted to purchase social peace and had little regard for
bolstering productivity.

2 According to the World Bank, during the 1970s and 1980s, Arab countries were leading the developing
world in public investments (World Bank, 1995). Where they lagged was in the rate of private investment
due to lack of perceived investment opportunities.



By the mid-1980s, the Arab interventionist-redistributive model had run out of
steam in the wake of falling oil prices and an abrupt decline in investment and
growth (Page, 1998).3 This prompted Arab governments, with the support of inter-
national financial institutions, to rethink their economic management approach and
adopt policies designed to achieve macroeconomic stability, a larger participation of
the private sector in economic activity, and a higher degree of integration into glob-
al markets. There has been clear progress in implementing macroeconomic reforms
and in moving toward structural reforms, most notably in the area of trade reforms
which saw considerable progress in reducing tariffs and dismantling non-tariff bar-
riers. However, these have neither gone far enough to address the deep-rooted struc-
tural problems nor seriously tackled the governance and institutional reform issues
(World Bank, 2005). Nor have the reforms been able to respond to the grave social
problems of the region, including the need to create 4.5 to 5 million new jobs per
year over the next decade to absorb new entrants into the labor force together with
today’s unemployed (World Bank, 2003). 

For example, in the mid-1980s Morocco, Tunisia, and Jordan undertook a
range of critical reforms. They introduced value added taxes, adopted tighter mone-
tary policies, reduced subsidies, improved public management, and began a long jour-
ney towards liberalizing their trade regimes. Morocco and Tunisia joined the GATT
(in 1984 and 1990, respectively) and embarked upon exchange rate liberalization, fis-
cal modernization, trade and financial reform, as well as privatization. Jordan joined
the WTO in 2000. All three countries also signed agreements with the European
Union in the 1990s that provided access to new markets and EU project support.
These countries have subsequently enjoyed higher factor productivity gains and rela-
tively stronger per capita growth than many oil-producing countries (Abed and
Davoodi).

However, the reform efforts in other countries proved weaker and were not
sustained. For example, Egypt reversed its reform programs through excessive
administrative controls. Lebanon also embarked on reforms, but these too were
watered down, in part because of the difficult legacy of the civil war. Algeria, Syria
and Yemen were more partial in their reform efforts. Algeria suffered from serious
macroeconomic imbalances after the oil price collapse and as a result adopted spend-
ing discipline to contain the deficit. But the country was slow to adopt structural
reforms and subsequently abandoned several trade liberalization measures it had
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3 The mid-1980s saw a 60% reduction in the physical capital stock per worker compared with the late 1970s,
attendant productivity decreases, mounting macroeconomic imbalances, an ever poorer investment cli-
mate, rising unemployment and very low growth.



embraced earlier. Likewise, Syrian reforms were not sustained, while Yemen simply
failed to diversify its economy, although it managed to adopt a more open trading
system (Bodewig, 2005).

The Gulf countries of Saudi Arabia, the United Arab Emirates (UAE), Bahrain,
Kuwait, Qatar, and Oman have long enjoyed relatively open trade and capital move-
ment policies, but all were afflicted by the downturn in oil prices. This inspired them
to seek membership in the GATT/WTO, and now all have joined, with Saudi Arabia
acceding in December 2005. In fact, one of the defining elements of Saudi Arabia’s
economic reform program in the early 1990s was the decision to seek membership in
the WTO. Saudi officials spared no opportunity to underline their belief that WTO
entry was a cornerstone in their bid to modernize and diversify their economy away
from its high dependence on oil and to generate new opportunities for the rapidly
growing population.

Despite increased economic performance during the past two years when eco-
nomic growth – buttressed by the positive terms of trade shock – averaged 5.6% in
the Arab region, up from 3.6% in the 1990s (World Bank, 2005), the fundamental
aspects of Arab economies remain unchanged. These aspects include strong depend-
ence on volatile oil markets, limited private sector activity, limited employment cre-
ation and declining integration into the world economy. These, together with con-
tinued concerns about security and stability across the region, argue for efforts aimed
at deeper and more sustained economic reforms, including a fundamental re-assess-
ment of the role of the state in the economy and the creation of a rules-based regula-
tory environment. In a nutshell, there is an urgent need for a second generation set
of reforms.

In what follows, we examine the track record of Arab economies in the imple-
mentation of economic reforms designed to further the integration of Arab
economies into global markets for goods and services. Indeed, trade reform and inte-
gration efforts must be at the heart of the second wave of reforms, which must be
designed to reverse the declining economic performance witnessed in the past two
decades. 
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Trend in World,

Developing and Arab Countries Trade, 1981-2002

Table 1
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Source: Author’s calculation, based on data from the World Integrated Trade Solutions (WITS), the World Bank.

Trade of goods and services, BoP

World Developing Countries Arab Countries

Current  Current  Percent of Current Percent of
Year US$ billions US$ billions world trade US$ billions world trade

1981 4.653 1.265 27.2% 355 7.6%

1982 4.373 1.342 30.7% 305 7.0%

1983 4.290 1.222 28.5% 268 6.2%

1984 4.549 1.144 25.1% 231 5.1%

1985 4.616 1.143 24.8% 203 4.4%

1986 5.148 1.117 21.7% 164 3.2%

1987 6.065 1.058 17.4% 177 2.9%

1988 6.960 1.159 16.7% 186 2.7%

1989 7.559 1.327 17.6% 208 2.8%

1990 8.712 1.465 16.8% 274 3.1%

1991 8.992 1.658 18.4% 283 3.1%

1992 10.062 1.665 16.5% 302 3.0%

1993 9.712 2.217 22.8% 295 3.0%

1994 10.795 2.068 19.2% 300 2.8%

1995 12.714 2.251 17.7% 332 2.6%

1996 13.295 2.637 19.8% 365 2.7%

1997 13.781 2.820 20.5% 373 2.7%

1998 13.695 3.039 22.2% 326 2.4%

1999 14.224 2.884 20.3% 282 2.0%

2000 15.838 2.949 18.6% 353 2.2%

2001 15.356 3.519 22.9% 339 2.2%

2002 16.036 3.535 22.0% 345 2.2%

Average 
Growth (%) 6.1 5.1 -0.1



2. Arab Countries and Global Integration:
What the Record Shows

Poor economic outcomes have been an invariable feature of countries in the Arab
region for the past two decades at least. Early studies and more recent ones confirm
this finding (World Bank, 1995, 2003 and 2005; Nabli and de Klein, 2000). Stag-
nant, and, in some cases, declining economic performance has gone hand-in-hand
with inert global integration, so much so that the Arab region has lagged behind all
other regions in terms of integration into international markets. An index of the speed
of trade integration constructed by the World Bank (2003) shows that the Arab region
is the only one in the world that has consistently experienced a decline in trade inte-
gration during the past decade.4

In 2001, the Arab region traded a total of $345 billion including oil and its
derivatives. When oil is taken out of the total, the region’s entire trade falls to $86 bil-
lion. This figure is equivalent to what Argentina – with a population equal to one-
eighth that of the Arab world – traded during that year. In 1981, close to 8% of world
trade (imports plus exports) originated from the Arab world. By 1990, that share had
dropped to 3%, and by 2002 it had dropped further to 2% (Table 1). At the coun-
try level, Egyptian exports stood at about $100 per person, and Moroccan exports
were close to $260 per person, while Turkey’s per capita exports topped $570, Poland’s
hit $1,200, and Hungary’s exceeded $3,400 (World Bank, 2005).

The region’s low level of global integration is also reflected in the volume of
Foreign Direct Investment (FDI) it attracts. Data show that Arab countries have
attracted only small amounts of inward FDI, although they are part of a large eco-
nomic area with about 300 million inhabitants and had a combined GNP of some
$610 billion in 2002. This experience contrasts with that of many other emerging
market economies, where FDI inflows have grown substantially during the same peri-
od. In fact, Arab countries’ share of worldwide FDI has sharply diminished, from
around 2% of global flows in 1981 to less than 1% today (Table 2). In 2002, net FDI
flows to Arab countries were a mere $3.5 billion.
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4 The speed of trade integration is the difference between the growth of real trade and the growth in GDP.
According to the report, the Arab region experienced a decline in its trade integration of some 0.2% 
during the period 1990-94 and another 0.8% during 1995-1999. 



Intra-regional trade among Arab countries also remains low – at 7-11% – depending
on the measurement approach and the number of countries included (Galal and
Hoekman, 2003; Dessus, et al., 2003). Similar figures for the European Union are
60-65% and about 60% for Asia. 
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Trend in World,

Developing and Arab Countries FDI, 1981-2002

Table 2

Source: Author’s calculations based on World Bank’s World Development Indicators and WITS

FDI, Net Inflows, BoP

World Developing Countries Arab Countries

Current  Current  Percent of  Current Percent of 
Year US$ billions US$ billions world FDI US$ billions world FDI

1981 68 20 29.4% 1,3 1.9%

1982 55 23 41.8% 0,9 1.6%

1983 49 15 30.6% 0,9 1.8%

1984 57 14 24.6% 1,1 1.9%

1985 56 12 21.4% 1,5 2.7%

1986 84 11 13.1% 1,5 1.8%

1987 130 9 6.9% 1,2 0.9%

1988 157 18 11.5% 1,6 1.0%

1989 193 21 10.9% 1,7 0.9%

1990 202 24 11.9% 1,2 0.6%

1991 155 33 21.3% 0,9 0.6%

1992 168 45 26.8% 1,6 1.0%

1993 220 68 30.9% 1,8 0.8%

1994 243 90 37.0% 2,6 1.1%

1995 323 105 32.5% 1,4 0.4%

1996 369 128 34.7% 2,1 0.6%

1997 460 171 37.2% 3,4 0.7%

1998 691 176 25.5% 3,4 0.5%

1999 1 090 182 16.7% 4,1 0.4%

2000 1 502 162 10.8% 4,3 0.3%

2001 791 175 22.1% 5,4 0.7%

2002 631 147 23.3% 3,5 0.6%

Average 
Growth (%) 11.2 9.9 4.8
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The region’s economic links with the rest of the world remain dependent on oil and
natural resources, tourism and labor remittances, while other regions have become
essential links in global production chains in manufacturing, technology and other
dynamic sectors such as services. The regulatory constraints and low efficiency levels
that characterize the services sectors in Arab countries are substantial impediments to
trade and investment. For example, the transport sector provides freight services at a
cost that is significantly higher than in other regions. Also, the telecommunications
sector provides services of lower quality and higher cost than in other regions with
comparable income levels. 

In the area of services trade, the Arab region has been losing shares in world
markets. For example, in 1982, its share in global services trade was 3.8%; by 2003,
that share was around 2.7% (IMF, 2005). Tourism is the single most important serv-
ices export sector of the Arab region. Its contribution to GDP during the 1990s was
trapped between 3-4% when in other regions of the world, such as Europe and 
Central Asia, the sector’s contribution to GDP had tripled. In addition, the share
of the Arab region in world tourism trade declined from 3.4% in 1987 to around
2.6% in 2000 at a time when world tourism trade had expanded fivefold (World
Bank, 2003).

The participation of the public sector in the national economies, whether in
the form of public monopolies, state-owned enterprises or via strategic shareholdings
in privatized companies, remains considerable in many countries in the region (Safadi,
1998). In addition, traders and investors face a bureaucratic process that is often
labyrinthine, cumbersome and opaque. In Egypt and Jordan, the extremely sophisti-
cated investment incentives programs discourage potential investors because the time
needed to process their applications is inevitably longer. Another barrier is the inef-
fective enforcement of intellectual property rights. Although many Arab countries are
making efforts to improve the protection of such rights, uncertainties regarding expro-
priation without compensation still exist in many economies in the region. Further-
more, the absence of transparent legal and regulatory frameworks, particularly in Alge-
ria, Egypt, Jordan and the Palestinian Authority, together with the political uncertain-
ties and disputes between and among the countries in the region still constitute major
disincentives for foreign investors.

The above elements have resulted in a large gap between the performance of
Arab countries and that of the rest of the world. In fact, a study by the World Bank
(2003) concluded that, “the 1990s were marked by stagnant or declining trade and
private investment and the Arab region was the only region in the world to experi-
ence a reversal. There is strong pressure to produce better results.”  





3. Experience with Trade Reforms

In a review of Arab countries’ record in poverty alleviation, Page and van Gelder
(2005) set out to explain the factors that had led to positive achievements on the
poverty front in the region. They observed that the region had achieved high rates of
poverty reduction despite having registered low levels of both long-term growth in
GDP and global integration. To this seemingly paradoxical result, the authors found
a convincing answer, in that, while Arab countries lagged behind others in terms of
integration into global trade and investment markets, they were “early integrators” in
the global markets of both labor and capital. International migration and official cap-
ital aid flows to the Arab region, according to Page and van Gelder, were key factors
in reducing poverty in the region during the period 1970-2000. Unfortunately, the
authors also found that these positive trends in migration and capital flows had run
their course. The authors then indicated that they expected global integration into
world markets for goods and services would provide the fuel for future progress in
reducing poverty in the Arab region. 

At a first glance, the links between trade and poverty do not seem as direct
as those between poverty and domestic policies on education, health, social safety nets
and land reform. However, by affecting relative prices and re-shaping markets, trade
policy has an important impact on the well-being of all economic actors, including
the poor. Consequently, changes in trade policy affect the consumption, production
and labor-supply decisions of individuals. For example, at the most general level, fol-
lowing a reduction of tariffs on widgets, consumers of this product will be better off,
and if the poor depend on widgets for their daily survival, then clearly that change in
trade policy will also benefit the poor. However, if the poor are the ones producing the
widgets and the price of widgets has fallen as a result of trade policy changes, then clear-
ly the poor will be worse off (at least initially).5 This is glaringly obvious. In reality,
however, the story is more complicated since individuals will be adjusting to a multi-
tude of shocks at the same time. Nevertheless, the basic line remains the same. And in
the case of the Arab poor, integration efforts should concentrate on a priority basis, on
goods that rely heavily on unskilled (poor) labor, such as agriculture and agricultural
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5 For an excellent review of the links between trade liberalization and poverty, including a rich review of
field experience, see Oxfam-IDS (1999) and Winters (2000).



products. Indeed, it is these goods that unfortunately have not benefited from the
improved market access conditions that have resulted from the bilateral and multilat-
eral agreements Arab countries have concluded, whether they were in the context of
the Euro-Med agreements, the FTAs with the US, or the WTO negotiations. 

Progress toward trade liberalization has certainly been made, notably in the con-
text of Association Agreements with the EU, as well as through regional and multilat-
eral initiatives. Indeed, since 1993, the Arab region has witnessed heightened interest in
expanding trade relations through regional integration arrangements. Algeria, Egypt,
Jordan, Lebanon, Morocco, Tunisia and the West Bank and Gaza are now closely tied
to Europe through EU Association Agreements, and Syria signed such an agreement in
2004. In addition, several Arab countries have signed bilateral trade and investment
agreements with the US. These include Trade and Investment Framework Agreements
(TIFAs), which are a prelude to an FTA with the US, with Algeria, Bahrain, Egypt, Jor-
dan, Iraq, Kuwait, Morocco, Oman, Qatar, Saudi Arabia, the UAE and Yemen. These
TIFAs are in addition to the bilateral free trade agreements that have been implement-
ed with Jordan, Morocco and Bahrain, and the one signed with Oman on January 19,
2006. A further free trade agreement is under negotiation with the UAE. 

At the intra-regional level, Arab states revived the 1981 Executive Program
for Arab Free Trade in 1997 for the creation of the Pan Arab Free Trade Area (PAFTA),
which provides for an across-the-board reduction of tariffs, tariff-like charges and non-
tariff barriers on industrial goods over a period of ten years. The GCC countries
implemented their customs union at the beginning of 2003, and Egypt, Jordan,
Morocco and Tunisia signed the Agadir Agreement in 2004. While most of these
agreements are technically “shallow” integration agreements (with the exception of the
GCC customs union), there is considerable leeway for incorporating “deeper” aspects
of integration which would lead to dynamic gains. 

At the multilateral level, only six of the 18 Arab countries remain outside the
WTO system. All six, however, are seeking to accede to the WTO, and five countries
have had a Working Party established to steer them through the accession process
(Table 3). To date, Syria’s request to begin the accession process has not been answered.

Membership in the WTO is a critical aspect of a country’s global integration
efforts. First, the WTO system supports a process of economic reforms that facilitates
the integration of members’ industries into global production networks. Second, it
seeks to ensure that markets are opened to the members’ export products of interest.6

At the most fundamental level, the WTO defines a framework for the medi-
ation of international trade relations, so that conflicts about trade can be avoided and
that trade can take place in a stable and predictable environment. The WTO and its
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Status of Entry of Arab Countries 

into the World Trade Organization

Table 3

predecessor the GATT were designed to offer opportunities for mutually beneficial
cooperation among nations, whereby the alternative was mutually destructive defen-
sive behavior. The WTO can also be seen as a mechanism for mediating domestic con-
flicts between interest groups. International obligations allow governments to avoid a
partisan posture on domestic issues or decisions that may make for good politics but
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6 It is worth noting that in the context of both bilateral agreements concluded by Arab countries and mul-
tilateral negotiations, important sectors – such as agriculture and services – remain insulated from liber-
alization, though negotiations are now under way in both these areas.

Countries WTO Membership Status as of April 2006

Algeria Non-member, observer government.
Working party established in June 1987

Bahrain Member, January 1, 1995

Egypt Member, June 30, 1995

Iraq Non-member, observer government
Working Party established in December 2004

Jordan Member,April 11, 2000

Kuwait Member, January 1, 1995

Lebanon Non-member, observer government.
Working party established in April 1999

G.S.P. Libyan A.J. Non-member, observer government
Working Party established in July 2004

Morocco Member, January 1, 1995

Oman   Member, November 9, 2000

Qatar Member, January 13, 1996

Saudi Arabia Member, December 11, 2005

Sudan Non-member, observer government.
Working party established in October 1994

Syrian Arab Republic* Non-member,

Tunisia Member, March 29, 1995

United Arab Emirates Member,April 10, 1996

West Bank and Gaza Non-member

Republic of Yemen Non-member, observer government.
Working party established in July 2000

* A request for accession was circulated by Syria on October 30, 2001 (WT/ACC/SYR/1). No Working Party

has been established.



bad economics. Thus, the WTO is intended as a system of rules for both external and
internal reasons. These rules are negotiated by member governments and written into
legally binding agreements that are shared with the general public so that all concerned
parties can operate under transparent and predictable trading rules, thus helping to
lower transaction costs (Safadi and Laird, 1996).

The dispute-settlement function of the WTO supplements its rule-setting role
by emphasizing the willingness of governments to abide by the defined disciplines.
By seeking to ensure that all trade conflicts are resolved harmoniously within the
agreed rules, it provides added security and certainty to all those engaged in interna-
tional trade. Simultaneously, the reinforced character of the dispute settlement sys-
tem increasingly leads parties to seek mutually agreed solutions to their disputes, thus
offering particularly smaller countries an additional, less costly avenue for asserting
their position. 

The GATT/WTO also sponsors concerted multilateral negotiations that aim
to further liberalize the international flow of goods and services. Two important ben-
efits emerge from this. First, there is an enhanced prospect for political acceptability
when reform of domestic protection is part of a global effort, or, in other words, con-
certed multilateral liberalization helps turn exporters into a more coherent force for
import liberalization. Second, there is an additional benefit that can accrue from lib-
eralization by others; that is, the larger the number of countries involved, the greater
the gains from trade liberalization tend to be.

This is not to say that trade liberalization can be turned into a welfare gain only
if reciprocated, as such a mercantilist motivation finds little support in economic rea-
soning. However, political arguments lend support to this approach. In a democrat-
ic society, it is easier to secure trade liberalization over the opposition of affected
domestic producers if a government can show that further market opening will result
from its own trade liberalization actions. Thus, reciprocal bargaining on trade liber-
alization may be able to secure more open markets than the economically rational
course of unilateral trade liberalization.

In summary, the WTO: (1) fosters the adoption of good domestic policies by
providing guarantees against policy reversal and by making promises of future
reforms credible; (2) promotes transparency and predictability of members’ trade
regimes; (3) facilitates improved access to export markets; and (4) helps countries
defend their market access rights. A case in point is the recent accession of Saudi Ara-
bia to the WTO, a process that the government used to usher in and anchor a new
wave of economic reforms designed to further the integration of the Kingdom into
global markets (Box 1).
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Saudi Accession to the WTO:
An Impetus to Economic Reform

The Saudi Government embarked in the early 1990s on a major restruc-
turing strategy and an economic reform program with the objective of
creating an enabling environment that would allow private individuals
and firms to exploit the nation’s resources more efficiently. One of the
defining elements of the program was the decision by the Kingdom to
seek membership in the World Trade Organisation (WTO). Saudi offi-
cials spared no opportunity to underline their belief that WTO entry was
a cornerstone in their bid to modernize and diversify their economy
away from its high dependence on oil and to generate new opportuni-
ties for the rapidly growing population.

The Kingdom’s process of accession began in 1986 when it
acquired an observer status. In 1993, the Kingdom made a formal appli-
cation for GATT membership. The first meeting of the accession Work-
ing Party was held in May 1996 and followed by more than a dozen such
meetings along with countless bilateral negotiations on the terms of
accession with more than three dozen trading partners. These efforts
paid off in December 2005 when the Kingdom was welcomed as the
149th WTO Member during the organization’s Ministerial Meeting in
Hong Kong, China. 

Membership in the WTO will serve the Kingdom’s restructuring
and economic reform program by creating an enabling environment that
includes the provision of public goods such as a stable, business-friend-
ly legal framework that permits contracts to be enforced rapidly and at
least cost; a regulatory regime that fosters and maintains competition on
product and factor markets, and provides basic education and health serv-
ices more efficiently. While trade liberalization is a powerful instrument
for increasing competition, formal trade policies such as the level and
dispersion of tariffs represent only one aspect of the trade regime. Equal-
ly as important are trade institutions such as the framework in which
policies are determined and the administrative mechanisms through
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which they are implemented and enforced. Traders should operate under
as little uncertainty as possible with regard to what rules and regulations
apply, what taxes must be paid, or how long customs clearance can last.

The private sector has added significantly to the current growth
momentum following the implementation since 1999 of structural
reforms aimed at increasing private sector participation. Progress on that
front has continued through privatization of state enterprises, strength-
ening of insurance and capital market regulation and supervision, finan-
cial sector liberalization, and the reform of the legal, regulatory and judi-
cial framework. The “Saudization” labor policy, which aims at creating
private sector employment for Saudi nationals through training pro-
grams, wage subsidies, and sector specific quotas, has continued to be
applied in a flexible manner. 

In December 2001, a GCC summit generated substantial forward
movement in support of GCC economic integration, while the date for
concluding the customs union, originally planned for 2005, was moved
forward to 2003. Earlier in 2001, Saudi Arabia had unilaterally cut its
customs duties on imports from its GCC partners for most products to
5%. Although other GCC countries eventually matched the Saudi rate
cuts, some tariff lines remained excluded from the GCC custom union
for protective purposes. 

Regarding customs duties, until December 2002 some Saudi
industries were protected by the imposition of a 20% import duty on
certain commodities. However, while most consumer goods are duty-
free, other items attract duties of 12% of total cost, inclusive of insur-
ance and freight. In line with Saudi government directives and in order
to assist Saudi business, contractors must buy equipment and materials
from a Saudi importer or manufacturer, but if supplies are not available
locally, they may be imported from foreign sources. Tariff rates vary from
zero to 4% with items produced in the Kingdom, such as aluminium or
wooden frames, assessed at an import tariff of 20%. In most cases, how-
ever, contracts provide for duty-free imports of supplies and machinery.
The adoption of the unified customs tariffs by the GCC, in December
2002, changed the tariff structure in the Kingdom. In fact and under
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the customs unification, tariffs against imports from a GCC Member
Country were reduced from 12% to a uniform 5% on 92% of all
imported items throughout the GCC, with the proceeds to be shared
among the GCC Member Countries on the basis of a pre-approved for-
mula.

In addition to the distortions formerly created by tariffs, Saudi
government intervention in economic activities took many other forms.
One such intervention, in an effort to encourage some activities, was the
provision of subsidies to goods and services, mainly in the agricultural
sector. Direct subsidies through the budget have generally included cash
payments to farmers and utility companies to cover their operating loss-
es. Furthermore, there are substantial indirect or implicit subsidies in the
form of free or below-cost provision of government services (utilities,
education, health, transportation, and sector-specific inputs). However,
it has generally proved difficult to quantify the magnitude or effective-
ness of these implicit subsidies. In the context of the Saudi accession to
the WTO, one major achievement was the gradual reduction and even-
tual elimination or rationalization of many subsidies over the medium
term. A critical aspect of such a move would involve adjusting industri-
al and agricultural procurement prices to their international levels. Water
provides an example of an implicit subsidy. In this case, the Saudi Gov-
ernment recuperates a maximum of 40% of actual production cost.

The impact of these reforms has been estimated to increase Saudi
GDP by 0.6% from its 2003 baseline level, from an average of 3.9% per
annum during the period 2006-2015 in the baseline scenario, to 4.5%
during the same period (Chemingui and Safadi, 2005). This relatively
marginal gain is a direct result of the relatively high dominance of oil in
the domestic economy and the elimination of subsidies, which in 2000
accounted for nearly 5% of all government expenditures and 2% of the
country’s GDP.



The combination of bilateral and multilateral trade agreements has led to notable
progress in tariff and non-tariff reforms in the Arab region, although, as will be
described later, individual experiences differ across the region. A measure of the lev-
els of tariffs and incidence of non-tariff barriers is provided by the IMF Trade Restric-
tiveness Index (TRI). 

Figure 1 shows that between 1997 and 2002, the TRI of Arab countries
(excluding GCC countries) declined by more than a third, from 5.9 to 4.4, the largest
decline observed among the groups included in the figure. This decline reflects
progress in dismantling non-tariff barriers and reductions in tariffs, from an average
of 24% in 1997 to 19% by 2002. Nonetheless, the TRI for the Arab region (again
excluding the GCC countries) remains marginally higher than the index of develop-
ing countries as a whole. However, the GCC TRI is the lowest of any region, suggest-
ing higher levels of openness in the GCC countries than in industrial countries. 
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Note: Scale is 1–10, with 10 being most restrictive Source: IMF 2003

(*) The IMF TRI consists of three components: the Overall Trade Restrictiveness Index, the Tariff Restrictive-

ness Rating, and the Non-Tariff Restrictiveness Rating.The tariff portion of the index consists of a five-point

scale, based on the simple un-weighted average of a country’s most-favored-nation (MFN) applied tariff

rates, plus any additional surcharges or fees which are applied only to imports. Based on information avail-

able at the time, the TRI rating was designed so that broadly equal numbers of countries were represent-

ed in each of the five categories.The non-tariff component of the index consists of a three-point scale eval-

uating a country’s use of non-tariff trade restrictions (such as quotas, restrictive licensing requirements, bans,

state trading, or exchange restrictions) based on the aggregate amount of trade or production affected.

IMF Trade Restrictiveness Indices for Arab Countries, 
1997 and 2002*

Chart 1
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Progress with Trade Reforms, 2000-2004
Table 4
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Source:World Bank, 2005.

Notes: Current status reflects the country's current placement in a worldwide ordering (distribution) of coun-

tries based on the composite indicator, with 100 reflecting the country with the best policies, and 0 reflect-

ing the country with the most restrictive policies. Reform progress reflects the improvement in a country's

rank between 2000 and 2004 (or the period available), with 100 reflecting the country which exhibited the

greatest improvement in rank and 0 reflecting the country which exhibited the greatest deterioration.

Table 4 below depicts progress in trade reforms at the country level as reported by the
World Bank (World Bank, 2005). As is evident from the data in Table 4, all the Arab
countries listed, with the exception of Bahrain, have achieved noticeable progress in
trade reform, and the Arab region ranks in the 71st percentile worldwide in terms of
improving its global ranking with regard to tariffs.

Trade Reform

Country Current Status Reform Progress

Algeria 5 66

Bahrain 65 34

Egypt 60 100

Jordan 20 86

Lebanon 81 87

Morocco 1 49

Saudi Arabia 76 88

Tunisia 1 49

All of the above 35 71

Sub-Saharan Africa 29 21

East Asia - Pacific Region 55 49

Europe and Central Asia 72 64

Latin America 49 56

OECD 93 67

South Asia 25 43

Low & middle income countries 38 63

excluding Arab countries

World 50 50



Generally speaking, one could discern two contrasting trade regimes in the Arab world.
Many countries, including the GCC Members and Yemen, and, to a lesser extent and
more recently, Algeria and Jordan, are generally open to trade. However, despite recent
trade liberalization efforts, the remaining countries, such as Morocco, Tunisia and Sudan,
continue to maintain relatively high tariffs and non-tariff barriers. In Tunisia, for exam-
ple, the reforms have not liberalized trade substantially. In fact, for more than 30 years,
the strategy pursued by Tunisia has consisted of promoting exports, especially manufac-
tured goods, while heavily protecting enterprises that supply the local market. This tac-
tic has created a dualism within the economy, between an export sector whose compet-
itiveness depends largely on concessions (including tax, customs and foreign exchange
concessions) and a domestic sector that is still heavily protected (despite the opening up
of bilateral trade in non-agricultural products under the EU Association Agreement).

Since 2001, Tunisia’s customs authority has been carrying out reforms to sim-
plify import procedures, with special emphasis on documentation and the implementa-
tion of the WTO Agreement on Customs Valuation. However, technical import inspec-
tion procedures remain lengthy and complex and constitute one of the main factors
responsible for delays in the clearance of goods (WTO, 2005). At the end of 2004, a start
was made on reforming these procedures. 

The heavy tariff protection of the domestic market has changed only slightly in
the course of the past 10 years. The simple average of the applied tariffs in Tunisia in 2005
was 32%, compared with 33% in 2004 and 31% in 1994. The average duty on agricul-
tural products was 67%, with a maximum rate of 150%; while the average duty on non-
agricultural products was 23% (WTO, 2005). The most frequently applied tariff rate is
43%, and products corresponding to 15% of tariff lines are admitted duty-free. Overall,
the tariff is characterized by mixed escalation, with raw materials protected by average
rates much higher than those for other product categories.

Under the EU-Tunis Association Agreement, tariffs on non-agricultural products
originating in the European Union have been substantially lowered. This decision has
made it possible to reduce the average preferential tariff applied to imports originating
in the EU to 18% in 2005, or 64% on agricultural products and 6.3% on other prod-
ucts (WTO, 2005). Moreover, since January 2005, all imports from the other 16 mem-
bers of the Pan Arab Free Trade Area have been admitted duty-free.

Tunisian quantitative import restrictions imposed for trade reasons have been
largely removed, while a whole range of concessions in the form of transport cost subsi-
dies, tax exemptions, facilitated customs procedures, and freedom from foreign exchange
controls, are available to exporters. These benefits are provided for in several different
pieces of legislation, under the “wholly” or “partially” exporting “resident” or “non-resi-
dent” enterprise regimes.
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Although Tunisia has been implementing a gradual privatization program since 1994,
the state continues to maintain a strong presence in economic activities. Consequently,
some important sectors of the economy are still controlled by the state through monop-
olies or exclusive production, distribution or international trading rights. The value
added for state-owned enterprises is about 13% of GDP, and state-owned trading enter-
prises are responsible for approximately 16% of merchandise imports (WTO, 2005).

Since 1996, Morocco has made a number of changes in its trade regime, includ-
ing the application of rates resulting from the tariffication in 1996, which ended the
imposition of quantitative import restrictions on the majority of products. The con-
tinued computerization of customs procedures, the development of customs clearance
warehouses and areas, and the creation of domiciliation offices or on-site customs
clearance procedures have substantially reduced the time needed for customs clear-
ance and enhanced transparency in this area. 

Customs duties have been lowered on certain non-agricultural products, and
in 2000, the fiscal import levy was incorporated into customs tariffs with the aim of
simplifying imposition at the border. However, this integration, together with Moroc-
co’s application of rates resulting from tariffication and the disaggregation of tariff
lines from eight to 10 digits in the Harmonized System, has increased the simple arith-
metical average of applied rates from 23.5% in 1995 to 33.4% in 2002, with ad val-
orem rates that can reach 339%. Overall, customs tariffs show mixed escalation with
higher rates on products at the first stage of processing, rather than at the second stage.
Imported goods may also be subject to a number of other duties and taxes, including
the para-fiscal import tax of 0.25%, value added taxes at rates of up to 20%, and
domestic consumption taxes.

Subsidies in Morocco have been abolished for the majority of products, with
the exception of locally-produced sunflower seeds and sugar not intended for indus-
trial use. Subsidies for these two products are granted either in the form of produc-
tion support or consumer price support. A number of fiscal, customs and financial
benefits are given to investors, especially exporting enterprises, through the 1995
Investment Charter, customs regimes, the free export zone regime, and the Hassan II
Fund for Economic and Social Development, which was created in 2002. Subsidies
are also granted to promote exports of certain agricultural products by air freight.
However, levies are applied to exports of maize, plant fiber and crude phosphates.

Morocco has also made progress in the implementation of structural reforms,
including privatization. Price controls and marketing monopolies have been abolished
for almost all goods and services, with the exception of tobacco, certain transport and
fixed telephone services, and crude phosphates. Legislation on government procurements
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and competition entered into force in 1999 and 2001, respectively. The Government
Procurement Code enhances transparency and incorporates provisions designed to
combat corruption, while a price preference of up to 15% is given to Moroccan enter-
prises for contract work and related design contracts.

Progress has also been made in harmonizing intellectual property legislation
with the international agreements signed by Morocco. Furthermore, new legislation
has been adopted in each of the following areas: copyright and neighboring rights;
new varieties of plants; and protection of industrial property which continues to be
governed by the Dahir of June 23, 1916.

Egypt’s present applied tariff structure was implemented in September 2004
with significant across-the-board cuts and a reduction in the number of tariff bands
to 12. As a result, the average applied tariff has fallen to 20% from 27% in 1998. Nev-
ertheless, the country's tariff system remains complex, with numerous exemptions and
concessions. For example, tariffs of up to 3,000% apply to alcoholic beverages and
spirits. Moreover, in aggregate, the tariff displays positive escalation, that is, high effec-
tive protection. Although there is an ongoing privatization program, state ownership
remains extensive in the Egyptian economy. Between 1999 and 2004, 97 companies
were privatized, generating divestiture receipts of LE 7.1 billion. Since the privatiza-
tion program had lost some of its momentum at the beginning of the millennium, an
ambitious plan to revitalize it was presented to the Cabinet in early 2004. The plan
envisaged the privatization of 125 of the remaining 178 state-owned enterprises.

Jordan’s accession to the WTO (2000), the EU Partnership Agreement (1998),
membership in the Pan Arab Free Trade Area (1998) and bilateral free trade agree-
ments with other countries, as well as the ratification of a free trade agreement with
the US (2001) signalled a clear commitment to trade reforms. As a result of these
agreements and other unilateral measures, the average import tariff on a trade-weight-
ed basis was gradually brought down from 17.5% in 1994 to 13% in 2003. An addi-
tional factor was the creation, in 1998, of the Foreign Trade Policy Department
(FTPD) at the Ministry of Industry and Trade, which assists the government in the
formulation, negotiation and implementation of trade policy. The FTPD was instru-
mental in the process of accession negotiations to the WTO and also played an inte-
gral role in the country’s negotiations to establish a free trade area pact with the Unit-
ed States in 2000-01. The establishment of the FTPD reflected and re-enforced the
integration of foreign trade policy into the country’s economic policy as a whole.
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4. Progress in Services Liberalization

The growth of the services sector is recognised as an important aspect of economic
development and is strongly associated with income growth and economic modern-
ization. The share of services in total GDP indicates the diversification level of an
economy. It also reflects the gradual structural changes in an economy and has the
potential to influence the trade diversification level. 

Services are the dominant feature of industrial countries’ economies. Services
typically account for the largest share of economic activity (approximately 60-70%),
and a comparable share of employment in developed countries. Since the early 1980s,
however, services have been growing rapidly in terms of economic importance in
developing and transition countries. As a result, the share of services in GDP has
steadily increased to above 50% in many middle-income countries. The changes
toward a services-oriented economy are explained by both demand side factors such
as final expenditure patterns and prices and by the production structure of economies.
In general, the change occurs when the primary sector’s share of output falls, while
manufacturing and services tend to grow simultaneously until the primary sector
becomes relatively insignificant. Once this point has been reached, the share of serv-
ices in output expands relative to the other two sectors. This latter evolution is deter-
mined mainly by the relationship between services and manufacturing.

The trend toward a service-oriented society and the growing importance of
services can be observed in a number of Arab countries although services exhibit a
weaker performance in these economies than in other developing regions. As indicat-
ed in Table 5, the proportion of GDP attributable to services remains lower in the
Arab region than in a number of other developing regions (Latin America, Europe,
Central and South Asia and Sub-Saharan Africa). The services sector accounts for the
largest share of total GDP in Jordan, Lebanon, Tunisia, Morocco and Egypt, but in
other countries, including Algeria, Saudi Arabia and Yemen, the services sector record-
ed values of under 50% and even registered a decline in economic importance between
1990 and 2003.

At the regional level, trade in services has registered considerable expansion in
recent years. Once considered to be untradable, services have turned in a remarkable
performance over the past decade and the share of the sector in total trade has greatly
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increased. Table 6 presents the evolution of services exports for a number of develop-
ing regions, including the Arab region, as well as for individual Arab countries. 

Between 1994 and 2003, services exports in the Arab region increased at an
average annual rate of 7.4%, faster than in any other region, except in the develop-
ing countries of Europe and Central Asia. With the export of services accounting for
some 13% of total exports, Arab countries are reaching the shares registered by other
developing economies. Despite these above average growth rates, exports of services
grew slower than goods trade, which explains why the region’s share of services exports
in world exports is stagnating. 

Although as a group Arab countries accounted for only approximately 2% of
total world exports of commercial services in 2003, services as a share of total trade
in individual countries were of undisputed importance. For example, in Egypt serv-
ices exports contributed more than 50% to the country’s total exports, while services
exports accounted for over 25% of total exports in Morocco, Tunisia and Jordan. 

What follows is a report on early findings from the groundbreaking work being
undertaken by a group of researchers headed by Nora Dihel on the quantification of
regulatory barriers in selected services sectors. These results concern the restrictive-
ness indices for financial (banking and insurance) and telecommunications (fixed and
mobile) services for selected Arab and other countries. The quantitative estimates of
services barriers, even if still imperfect, represent useful complements to extensive
qualitative descriptions of services restrictions, particularly since they facilitate com-
parisons in time, across countries and potentially among different services sectors. The
calculations were based on a large sample that included selected Arab countries (Egypt,
Jordan, Morocco and Tunisia) and various countries in Asia and Latin America as well
as selected transition economies and OECD countries. 

The indices presented in this paper cover restrictions on subsidies, establish-
ment or residency recognition requirements for providing cross-border services,
requirements for cooperating with local organizations, geographical limitations and
authorization requirements. Others indices include foreign equity limits, limitations
on the form of establishment, including joint venture requirements, screening and
approval, and limitations on business activity. Finally, other indices are limits on the
duration of stay, the number of work permits, issues related to licensing recognition
requirements and limitations on the boards of directors.

The aggregate sectoral trade restrictiveness indices presented in Figures 2 to 5
have been scaled so as to place a “liberal” country at the zero point on the scale. The
horizontal line represents the average scores of all OECD member countries. 
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Jordan’s banking sector appears to be operating in the least burdensome regulatory
environment of all the countries in the sample. In fact, it displays a better perform-
ance than the OECD average. By contrast, the other Arab countries all have scores
above the OECD average, although in many respects their regulatory environment is
more open than those of Russia and some Asian countries. Screening and approval
requirements, restrictions on short-term stays of foreign specialists and barriers to
cross-border banking are important impediments in Egypt, Morocco and Tunisia.
While Morocco has limits on the level of foreign ownership, Egypt and Morocco
impose licensing restrictions, joint venture requirements for entering the banking sec-
tor and restrictions on lending funds by banks. Tunisia and Morocco limit other bank
business (insurance services), while Tunisia and Egypt restrict the participation of for-
eigners on boards of directors. 

With respect to insurance, the selected Arab countries, except for Egypt, have
scores above the OECD average. All countries maintain some type of restrictions/
reservations on operations between resident with non-resident institutions on the one
hand, and non-resident with resident institutions on the other. All countries impose
restrictions on the form of commercial presence and the scope of operations. In addi-
tion, Morocco’s and Tunisia’s high restrictiveness scores can be explained by various
limits on foreign equity, and on screening and approval requirements. 

Telecommunications services in the Arab region are more heavily restricted
than financial services. These results, which are consistent with other findings (for
example, Rosotto et al., 2003), show that Arab markets remain less competitive than
elsewhere in the developing world. In both fixed and mobile telecommunications,
market access is restricted by various regulatory impediments to entry and competi-
tion. Telecommunications privatization has also been much slower than in other
developing regions. Despite some recent progress in telecommunications reforms, the
selected Arab countries are still more restrictive on average than elsewhere. 

From the above it is clear that the plethora of regional integration arrangements
recently concluded by Arab countries, together with the continued drive to WTO
accession, have encouraged trade reforms in the region to one extent or another. What
impact these arrangements have had on Arab economies is less clear. The evidence
available suggests that the impact these arrangements have had on trade (and hence
on growth) has been limited. There are four reasons for this. First, bilateral arrange-
ments have not expanded liberalization beyond traditional trade barriers. In other
words, trade reform does not appear to be part of an overall development strategy, and,
as such, export expansion due to preferential access to any one partner market will be
constrained. Second, so far the arrangements cover neither agriculture, nor services,



areas with a large potential for job creation (particularly agriculture) and export
growth. Third, the agreements contain restrictive rules of origin which tend to dis-
tort trade and investment patterns by encouraging trade diversion rather than cre-
ation. For example, a firm may decide to use a higher cost “local” input in order to
qualify for preferential treatment in an FTA, thereby compromising economic effi-
ciency. Similarly, a firm may opt to locate its entire production process within an FTA
if it believes that its product will not meet the origin test, or that efforts to “prove”
origin will be too burdensome. Finally, little progress has been achieved in dealing
with trade-impeding effects of domestic regulatory structures, which raise export
transaction costs and distort competition. Such measures would include, for exam-
ple, the adoption of EU product standards, customs procedures and the harmoniza-
tion of regulatory frameworks among Arab countries. Therefore, economic growth
may result from increases in the overall efficiency of production, higher levels of 
foreign and direct private investment, and improvement in trade-related services 
generally associated with deeper integration among member countries.

Virtually all of the regional integration arrangements Arab countries have 
concluded contain specific disciplines on standards-related issues, which need to be
scrutinized not only in terms of their efficiency, but also of their possible effects on
trade and their overall consistency with parallel multilateral rules on the subject. Tech-
nical regulations and standards should be the subjects for further work with a view
toward enhancing the quality of trade reforms in the Arab region. Annex I provides
some guidance for future policy directions.

Two main policy approaches are available to policy-makers in seeking to min-
imize or eliminate technical barriers to trade (TBTs). Harmonization and mutual
recognition – both forms of regulatory rapprochement – have been used with vary-
ing degrees of success in regional arrangements. As the term suggests, harmonization
of technical regulations and standards involves a high degree of policy approximation
among “harmonizing” countries. Mutual recognition allows for greater diversity in the
means (technical regulations and standards) used to achieve the ends (shared policy
objectives), taking into account different local situations. Variants of both broad
approaches, such as recognition of test results, partial harmonization in some sectors
or harmonization of minimum essential health and safety requirements) are possible. 

Cross-country experiences with these two main approaches suggest that Arab
policymakers need not adopt an “either, or” approach to address TBTs effectively. A
combined approach, in fact, may be what is required. Harmonization, which frequent-
ly requires surmounting formidable political, juridical and administrative hurdles,
may carry the additional risk of “locking” participating countries into what may later
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prove to be a sub-optimal regime that discourages innovation. This would be partic-
ularly so if harmonized rules are drafted in terms of design or descriptive product char-
acteristics as opposed to performance criteria. Thus, harmonized rules may be best
suited to “core” issues such as health and safety concerns.

Mutual recognition, through its intrinsic tolerance of regulatory diversity, may
be an adequate policy response in other areas. As a policy instrument, mutual recog-
nition may also be better suited for promoting regulatory competition and correcting
market imperfections, such as a lack of consumer information.





5. Final Remarks

The Arab world has witnessed a large number of trade liberalizing initiatives during
the past two decades. These were induced in a unilateral fashion, or more common-
ly by intra-regional, bilateral and multilateral integration agreements, including the
EU Association Agreements in the case of a large number of countries, free trade areas
with the United States for some, and accession to the WTO for many others. These
moves represent an important change in trade policy for a region where the develop-
ment strategies launched during the 1960s led to growing isolation from the global
economy. While these initiatives have helped bring down tariffs and non-tariff barri-
ers, progress on “behind-the-border type” measures or deeper forms of integration has
been at best patchy. In addition, the wide range of these bilateral initiatives argues in
favor of attempting to examine the plethora of regulations and standards they have
introduced. Perhaps more importantly, they do not appear to have been part of a
broader development strategy, and it is not surprising therefore that they have not suc-
ceeded in becoming a true engine of growth.

The challenges lying ahead, particularly the need to create 4.5 to 5 million new
jobs per year over the next 10 years, argue in favor of pushing ahead with a second gen-
eration set of reforms. While Arab governments have demonstrated their commitment
to openness, the new generation of economic reforms must proceed at a faster pace
and will require better focus, more depth and more consistent implementation efforts. 

With the reduction in tariffs and non-tariff barriers, further promotion of com-
petition in the Arab region depends critically on the reform of behind-the-border
barriers – notably, domestic regulation and restrictions on service sector activities.
Arab economies are riddled with regulations that affect the domestic cost of produc-
tion and the performance of backbone services that are critical inputs into the pro-
duction of goods such as transport, telecommunications and finance. Such factors
include regulatory policies that impede competition, such as high administrative bar-
riers to entry; restrictions on trade and investment; tolerance of cartels and public
enterprise monopolies; restrictions on establishment or residency-recognition require-
ments to provide cross-border services; and requirements to cooperate with local
organizations. Other factors include geographical limitations; authorization require-
ments; foreign equity limits; limitations on the form of establishment, including joint
venture requirements; limitations on business activity; and, screening and approval. 
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The adoption of pro-competitive regulatory reforms and the liberalization of servic-
es, trade and investment can be expected to help relieve some of the constraints on
Arab countries’ growth potential. Evidence shows that such effects are likely to be
greatest with regard to establishment-related trade. Foreign capital inflows provide a
higher rate of savings and the potential for a higher rate of investment since domes-
tic funds can then be diverted to other opportunities. Inflows of foreign capital also
lower the balance of payments constraint on growth and allow for lower real interest
rates. This factor, together with the boost to short-term growth rates, tends to crowd
in greater domestic investment. As foreign entrants generally employ significant num-
bers of local workers, this process typically sustains the development of human capi-
tal and knowledge-based industries.

An important dimension of services trade and investment liberalization is that
the adjustment associated with greater market openness is generally smoother in many
service sectors than in some more traditional areas of goods production. This is so for
two reasons. First, adjustments in service industries such as telecommunications and
finance often occur within a dynamic sectoral environment, where expanding market
segments and firms can more readily absorb workers from shrinking sectors. Second,
because of a lower degree of sector-specific professional specialization, service sector
employees tend to display greater overall labor market mobility.

It has often been said that governments in the Arab world are caught between
the need to move ahead with economic reforms and the fear of the transitional costs
that reforms may entail in terms of potential losses of jobs and incomes. With their
currently high levels of population growth and unemployment, no Arab country can
afford to continue pushing adjustment into the future.
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Annex I: Technical Standards and Regulatory Reform

The rationale and appropriate role of regulatory intervention has become a central
concern in international economic policy-making. Until comparatively recently, gov-
ernments considered both the objectives of regulation and the nature of interventions
deployed to meet regulatory objectives, which are largely a matter of domestic poli-
cy, as an interference which posed a threat to national sovereignty. Now the idea that
regulation can be treated as the exclusive prerogative of individual governments is no
longer tenable, if it ever was, and there is growing pressure for governments to find
ways of accommodating one another with respect to a wide range of domestic regu-
latory policies.  

This is apparent both at the multilateral and regional levels, and it touches
upon virtually all countries to some extent. In the GATT/WTO context, several agree-
ments address regulatory issues in increasingly detailed, explicit and intrusive ways.
This trend has become particularly marked following the Uruguay Round in which
the Agreement on Technical Barriers to Trade (TBT) was reformed. Entirely new
agreements were negotiated, including the GATS, the TRIPS Agreement, and the
Agreement on the Application of Sanitary and Phytosanitary Measures (SPS). All of
these agreements deal in significant ways with domestic regulatory interventions.
Moreover, the Uruguay Round results, embodied in the Marrakech Agreement Estab-
lishing the World Trade Organization and in the Annexes to that Agreement and the
associated Ministerial Decisions as well as Declarations and Understandings, are a
“single undertaking” to which all WTO Members subscribe. This situation is in sharp
contrast to the pre-Uruguay Round situation, when governments could pick and
choose in relation to a range of agreements and associated commitments. In the case
of the TBT Agreement, for example, only 46 countries were signatories of the precur-
sor to the present Agreement and the Tokyo Round TBT Code, but today 149 coun-
tries subscribe to the strengthened Uruguay Round TBT Agreement.

The WTO Agreements embody the international commitments that are of
most relevance for a great majority of countries, especially Arab countries. Although
the contents of these agreements are discussed below, it is perhaps worth noting how
the TBT Agreement – the one significant WTO Agreement dealing with regulation
which was not introduced for the first time in the Uruguay Round – has changed as
a result of the negotiations. The significant point about all these changes is that they
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strengthen the degree of international accountability to which governments have sub-
mitted their regulatory regimes, and this is indicative of the direction in which glob-
alization and growing interdependence is inevitably taking nations.

The first major point to note about the new TBT Agreement is that for the
first time it was extended to product-related production and process methods (PPMs).
This decision means that the disciplines of the Agreement relate not only to products
per se, but also to various aspects of product characteristics that may be attributed to
the way a product is produced or processed. Second, under the pre-Uruguay Round
Agreement, national treatment applied only to product testing and certification pro-
grams in the field of conformity assessment. The new Agreement, however, extends
the non-discrimination principle to all aspects of conformity assessment, including
registration, inspection, laboratory accreditation and quality system registration pro-
grams. Third, governments were only required to take such “reasonable measures” as
may be available to them to ensure that local government and non-governmental bod-
ies complied with the rules of the TBT Agreement, but under the new Agreement,
they are required to accept full responsibility for the observation of all relevant pro-
visions by such bodies, and must formulate and implement measures and mechanisms
in support of observance of relevant provisions by subsidiary bodies. Similar provi-
sions are written into the SPS Agreement (Article 13).   

Regulation has also been the subject of attention in regional arrangements.
Consequently, bilateral cooperation has led to the negotiation or establishment of var-
ious understandings and arrangements relating to regulatory policy, for example,
between the EU and the United States, the EU and Australia, the EU and Canada,
the US and Australia, the US and New Zealand, and the US and Japan. The integra-
tion process of the European Communities is the most far-reaching experience with
international cooperation in the domain of domestic regulation.

The pressure for international cooperation in matters of regulation is a nat-
ural outgrowth of globalization, and of the deeper level of economic integration
inevitably implied by increased international economic interdependency. Moreover,
the removal of traditional barriers to trade and investment in many countries has
made regulatory interventions a far more crucial determinant of the conditions of
competition in markets and of the ability of foreign suppliers of goods and servic-
es to secure effective market access beyond the confines of national boundaries. Tra-
ditional trade and investment barriers can often be understood in relatively straight-
forward terms as interventions by governments to accord advantages to domestic
suppliers over foreign ones – in other words to provide economic protection. Any
international agenda designed to address protection is also uncomplicated, since it
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essentially entails the single objective of approximating, if not attaining, unimped-
ed market access.

The objectives of domestic regulation, however, are altogether more diverse and
often more complex. Regulatory interventions may be designed to deal with poorly
functioning markets or they may pursue non-market objectives. Because regulatory
reform cannot simply be equated with liberalization, the possibility of conflicting pol-
icy objectives is ever present. For example, the attainment of a given social objective
may not be compatible with unrestrained market access. At the same time, it is well
known that the putative pursuit of legitimate regulatory objectives can easily cloak
protectionist intent. Thus, regulations can be used to undo or neutralize market access
commitments undertaken in other policy domains, such as tariff reductions, the
removal of quantitative import restrictions, or the opening up of the investment
regime. The policy challenge, therefore, is to safeguard the right of governments to
pursue legitimate public policy objectives without using the regulatory interventions
involved as an illegitimate means of frustrating economic liberalization or undermin-
ing pre-existing market access commitments.

Policy discussions on regulation and regulatory reforms are based on a broad
and generally vague notion of the nature and circumstance of regulatory interventions.
In the context of these general terms, however, it may be said that regulation seeks to
intervene in decisions and circumstances surrounding market entry, product attrib-
utes, production methods and market transactions. The central objective of regulato-
ry reform is to attain efficiency in the nature and form of regulatory intervention, both
in the sense of attaining the “least-cost” or “least-disruptive” method of intervention,
and in the sense of minimizing undesirable side-effects from such interventions. Reg-
ulatory reform, therefore, may cover a wide variety of policies. These can range from
structural approaches such as privatization, to positive rules about deregulation per se,
or about standard-setting and standards-related procedures.

In broad terms, there are two distinct elements in the rationale for regulatory
intervention. One has to do with the failure of markets to function properly because
of structural impediments of one kind or another, usually attributable to the behav-
ior of economic agents in the market concerned, or because of market failure in the
sense of externalities. The second rationale concerns the pursuit by governments of
social goals that markets simply cannot address. Those shortcomings of the market
mechanism that reside in structural impediments to competition are the subject mat-
ter of competition or antitrust policy. They result from the ability of actors in the mar-
ket to use a dominant position to override market forces and determine outcomes in
a manner that is advantageous to their own narrow interests. 
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The appropriate policy response to anti-competitive behavior depends to some degree
upon the source of the market distortion. Sometimes it may be other government poli-
cies that give rise to the problem, in which case the solution may well be to change
those policies rather than to introduce an additional layer of regulation. In other cir-
cumstances, the need may well be present for a regulatory intervention to eliminate
the source of market power. Some regulatory interventions of this nature may be ex
post in the sense of correcting observed anti-competitive behavior, while others may
already be written into laws proscribing certain kinds of conduct.

The other kind of market failure alluded to above arises when the calculus of
private costs and benefits diverges from the calculus of social costs and benefits, giv-
ing rise to externalities, or to a situation in which private economic agents in the mar-
ket behave in ways that are optimal from their perspective, but sub-optimal in a social
sense. This situation could arise, for example, when resource inputs are not priced to
reflect their true scarcity value because of a lack of well-defined property rights over
those resources. In this case, scarce resources will be priced too low, which encourages
producers to use them in a manner and at a rate that does not reflect their true value
to society. In many instances like the example just cited, a price-based intervention,
such as a tax, would be the most appropriate means of bringing private and social
returns into alignment. In other cases, such as the production of a toxic emission con-
sidered to pose an unacceptable risk at any level above zero, a regulatory intervention
prohibiting the offending production process would be called for. 

It is important to make the distinction between price and non-price interven-
tions in the present context, not so much because of the efficiency consideration
underlying the choice of instrument (in the first example above, a government might
have chosen the less efficient policy of restricting access to the scarce resource quan-
titatively instead of through influencing the price), but rather because the policy
debate seems to have separated tax and subsidy policy from administrative or other
kinds of regulatory intervention. While this may be useful in clarifying the issues at
hand, it should be borne in mind that analytically, all of these different interventions
are part of the same continuum of government action that affects access to markets
and the conditions of competition in those markets.

The second rationale for the regulation mentioned above, that of governments
pursuing social goals not attended to by markets, is closely linked to the idea of mar-
ket failures that generate externalities. But in this case, a market-related remedy may
not be an option because the public policy objective which needs to be addressed is
simply too far removed from the array of market signals to which producers and con-
sumers respond. Regulatory interventions to protect moral values, for example, could
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only be achieved by a specific intervention targeted at that objective. A similar argu-
ment might apply in relation to an income distribution objective.

Before considering the various ways in which international/regional coopera-
tion might be secured in matters of domestic regulation, it is perhaps worth highlight-
ing one fundamental distinction that underlies the entire debate. Basically, this is the
distinction between seeking to influence the objectives of public policy, and setting the
rules about how to achieve those public policy objectives. The “models” of interna-
tional cooperation relating to domestic regulatory regimes discussed below contain
elements of these two aspects of regulation to sharply differing degrees. At one
extreme, the objectives of public policy are considered sacrosanct, and the entire focus
of rule-making efforts is on the manner in which these objectives are to be met. At
the other extreme, countries might be so similar that they are willing to agree jointly
on the objectives of any intervention. 

Similar contrasts, although not necessarily at the outer limits of the spectrum,
are to be found in international agreements. The GATT/WTO, for example, has gen-
erally been fastidious in avoiding rules that impinge upon the objectives of public pol-
icy – governments for the most part, but not in all circumstances, retain full sover-
eignty with respect to what they claim to be the social or public policy objectives of
their regulatory interventions. Other agreements, on the other hand, more readily give
rise to accountability in terms of regulatory objectives. This situation can happen part-
ly through commitments to regulatory harmonization, and partly through “regulato-
ry competition” induced by mutual recognition arrangements.

A. Alternative Approaches to International/Regional Cooperation 
in the Field of Domestic Regulation

Four different approaches to regulatory cooperation at the international/regional level
are discussed below. These approaches, however, are not mutually exclusive in terms of
the regulatory mix that might be chosen by governments. The principal distinguish-
ing feature between the different approaches is the extent to which they impose inter-
national/regional regulatory commitments on governments, or lead to convergence.
The first of the four approaches has been described as “policed decentralization,”7 and
amounts to a set of international rules concerning the conduct of regulatory policies.
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The second approach is harmonization, whereby governments agree to harmonize
defined aspects of their regulatory regimes, most notably the substantive content of
regulations. The third approach relies on international enforcement commitments
that do not involve efforts to harmonize anything, but do entail the establishment of
an internationally justifiable obligation to enforce national regulations. Finally, the
fourth approach is represented by mutual recognition agreements that also do not seek
to harmonize regulations, but may very well lead in that direction after some time.

B. Policed Decentralization

Policed decentralization describes an arrangement whereby governments operate their
regulatory regimes independently, including in respect to the possibility of divergent
regulatory objectives and substantive regulations, but subject to certain commitments
relating to the operation of the regulatory regime. Such commitments might include
non-discrimination, the obligation to give reasons for regulating and for the means of
doing so, transparency, and the use of the least-trade restrictive interventions. Non-dis-
crimination refers to national treatment and, by extension, the MFN principle. The
commitment not to discriminate is a powerful discipline, especially in the national
treatment sense, since it precludes the possibility of setting regulations in a fashion
designed to disadvantage foreign suppliers or foreign products. Matters do not always
turn out to be that simple, however, since formal non-discriminatory interventions may
still have discriminatory effects in practice, depending on the design of the substantive
obligation, or the design of the procedures associated with its implementation. 

The idea behind making governments accountable in the sense of explaining
the objectives of their regulatory interventions is that if authorities know they will be
obliged to explain why they are intervening, they will be less likely to deploy regula-
tory interventions for protectionist purposes. The reasons for embracing the princi-
ple of transparency are also self-evident. A question, however, is precisely what aspects
of regulation-setting or implementation should be subject to transparency require-
ments. Clearly, the publication of rules and regulations is a basic requirement. In addi-
tion, governments may have the obligation to consult, both on the substantive con-
tent of regulations prior to their implementation and on all matters of implementa-
tion. The commitment to use the least-trade restrictive intervention to achieve a pub-
lic policy objective is also a powerful discipline. It means that regulations must not
erect any unnecessary barriers on trade, although the consequence of a regulation
complying with this requirement could, depending on the regulatory objective, still
have the practical effect of limiting trade.
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The approach of policed decentralization bears a close resemblance to many interna-
tional rules dealing with regulation. The primary hallmark of this model of interna-
tional cooperation is that it maximizes the flexibility of governments, particularly with
respect to the objectives of regulatory interventions, although less so with respect to
the manner of achieving them. Moreover, even where international commitments go
further than this, these principles frequently form the basis on which more far-reach-
ing commitments are built. The WTO rules constitute the most significant set of
international commitments in the field of regulation for most countries, especially
developing countries. They are based largely, but not exclusively, on the policed decen-
tralization approach.

Thus, the TBT Agreement does not define regulatory objectives. Instead, in
Article II it refers to “legitimate” objectives, but provides only an illustrative list of
objectives that could be legitimate. Included in this list are national security require-
ments, the prevention of deceptive practices, and the protection of human health or
safety, animal or plant life or health, and the environment. These are all unexception-
able public policy goals. However, reliance on a non-exhaustive illustrative list in the
Agreement means that governments remain free to use regulations to pursue other
objectives, provided they are prepared to defend their legitimacy. The approach in
GATS is very similar, whereby Article VI refers only to a single objective, that of ensur-
ing the quality of a service. The SPS Agreement, on the other hand, because it is more
narrowly focused, is able to specify the single and exclusive objective of protecting
human, animal or plant life or health (Article II.1).

Turning to the question of non-discrimination, the TBT Agreement, which
applies to all industrial and agricultural products, is firmly rooted in the principle of
non-discrimination, via the national treatment commitment in Article III.4 of the
GATT. The latter provision states that:

The products of the territory of any contracting party imported into the
territory of any other contracting party shall be accorded treatment no
less favorable than that accorded to like products of national origin in
respect of all laws, regulations and requirements affecting their internal
sale, offering for sale, purchase, transportation, distribution or use.

Article II.1 of the TBT Agreement states that products imported from the territo-
ry of any Member “shall be accorded treatment no less favorable than that accord-
ed to like products of national origin and to like products originating in any other
country.” This phraseology captures both the national treatment and the MFN prin-
ciples. The SPS Agreement requires that sanitary and phytosanitary measures do not
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“unjustifiably discriminate between Members where identical or similar conditions
prevail, including between their own territory and that of other Members.” (Arti-
cle II.3). Again, the wording addresses both MFN and national treatment.

The GATS national treatment provision is more elaborate than those men-
tioned above. It reads:

1. In the sectors inscribed in its Schedule, and subject to any conditions
and qualifications set out therein, each Member shall accord to serv-
ices and service suppliers of any other Member, in respect of all meas-
ures affecting the supply of services, treatment no less favorable than
that it accords to its own like services and service suppliers.

2. A Member may meet the requirement of Paragraph 1 by according
to services and service suppliers of any other Member, either formal-
ly identical treatment or formally different treatment to that it
accords to its own like services or service suppliers.

3. Formally identical or formally different treatment shall be considered
to be less favorable if it modifies the conditions of competition in
favor of services or service suppliers of the Member compared to like
services or service suppliers of any other Member.

The wording of the first paragraph covers MFN as well as national treatment, while
the GATS provisions address two situations in which a problem may arise: i) identi-
cal treatment may be discriminatory, thus calling for formally different treatment; and
ii) different treatment may be discriminatory, thus calling for formally identical treat-
ment, or for modified different treatment. This elaboration, which requires that what-
ever treatment is accorded it must not modify the conditions of competition in a man-
ner less favorable to services or service suppliers of foreign origin, reflects earlier GATT
case law.8

In sum, the national treatment requirement is a minimum standard, which
means that countries are not obliged to apply to imports of goods or services, or to
service suppliers, the regulations they apply to their domestic analogues. In other
words, nothing in the WTO prevents governments from discriminating against
domestic goods, services or service suppliers. In addition, the national treatment pro-
vision is not outcome-oriented, but rather opportunity-oriented; and for a regulation
to be non-discriminatory, it must not change competitive opportunities in a market. 
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From a regulatory perspective, therefore, the substantive details or procedures associ-
ated with a regulation do not have to be identical, as long as any differences do not
modify the conditions of competition in the relevant market. At the same time, reg-
ulations cannot be designed so that although they impose identical requirements upon
domestic and foreign suppliers, they do not afford the same competitive opportuni-
ties to foreigners. An example of a regulation according identical treatment to foreign
and domestic suppliers that would most likely be considered discriminatory would be
a requirement that all lawyers wishing to practice law in a particular country had to
receive their formal legal training in that country.

An obligation to give reasons for a regulatory intervention is somewhat relat-
ed to transparency requirements. The basic idea is that when regulatory authorities
are obliged to explain their regulatory policies, this requirement has the effect of deter-
ring protectionist subterfuge. The strength and effectiveness of such a requirement
depends on its aim, and such accountability can relate to regulatory objectives, to the
substantive design of a regulation, or to a procedure associated with the enforcement
of a regulatory requirement, including conformity assessment.

However, the WTO agreements dealing with regulation do not contain explic-
it requirements of this nature. Nevertheless, both the TBT Agreement (Article II) and
the SPS Agreement (Annex B) require that Members should be given adequate time
to comment in writing on any intended new or modified regulatory intervention,
where such an intervention is not substantially based upon international norms or
practice. Moreover, the Members are obliged to consult, upon request, in relation to
the written comments, and to take the comments and the results of any discussion
into account when formulating the final content of the regulation. The GATS does
not contain comparable provisions, but the Members have committed themselves to
developing any disciplines in the regulatory field that are necessary as replacements
for the very general provisions that currently exist in Article VI.4.

As for transparency requirements, WTO Members are required to publish all
laws, regulations, judicial decisions and administrative rulings of general application
insofar as these pertain to the subject matter of the relevant agreements. Furthermore,
the publication should occur before implementation, except in circumstances of
particular urgency. In addition, the TBT and SPS Agreements and the GATS require
the establishment of enquiry points to which requests for information by other
Members may be addressed. Wide-ranging notification requirements are also writ-
ten into all the relevant WTO agreements that touch upon regulatory matters. In
general, it may be said that the transparency requirements, which were designed to
raise the degree of accountability of national governments at the international level,
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offer a valuable means for influencing national policy while at the same time avoid-
ing the more intrusive nature of approaches involving harmonization and mutual
recognition. 

As noted earlier, the requirement that regulatory interventions must not con-
stitute unnecessary barriers to trade constitutes another effective means for control-
ling the misuse of regulations to provide protection to domestic interests in a relative-
ly non-intrusive manner. The necessity test may not always be straightforward to inter-
pret when disputes arise in specific cases, but it does create a strong presumption that
adverse trade effects will be minimized. The necessity test is explicit in the TBT Agree-
ment (Article II.2), the SPS Agreement (Article V), and in GATS (Article VI.4). In
line with the generally conservative approach of these agreements towards judgment
about the objectives of regulatory interventions, the necessity test applies only to the
design and procedural features of regulations.      

C. Harmonization

Even the most casual empirical observation reveals that approaches to regulatory pol-
icy and the content of regulations differ significantly from country to country. In con-
sidering the case for harmonization as a mode of international cooperation in the area
of regulatory policy, it may be useful in the first instance to consider why regulatory
objectives may differ among countries. First, income levels are a key determinant of
the content of standards because of the effect income has on preferences, as well as
on differences in the ability to afford the “quality of life” goals underlying many reg-
ulatory interventions. Additionally, even if standards are formally quite similar regard-
less of significant differences in income, there are often important differences in the
degree to which standards are enforced in practice. This fact should be borne in mind
by those interests that seek to impose standards on governments for which the
implementation of such standards is either of no interest, or, at least, not a matter
of priority. Furthermore, there are likely to be differences in tastes among different
societies, independent of income differentials, which may also militate against har-
monization. Second, standards may differ because of different geographical condi-
tions. In some cases, these translate into local differences which neither present sig-
nificant difficulty in terms of relations among countries, nor create any interest in har-
monization. It is hard to imagine, for example, that a building code in a tropical coun-
try that does not set insulation standards for houses would be a source of contention,
although insulation contributes significantly to building costs in temperate climates. 
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As soon as trade enters the picture, however, differences in production or process stan-
dards may generate friction, even if a solid rationale exists for differing standards. In
the field of environmental policy, for example, emission standards may well be set in
line with a judgment regarding the absorptive capacity of the surrounding environ-
ment. For instance, authorities responsible for geographical areas with low population
density and few polluting activities are less likely to see the need for attaining high
emission control standards than authorities responsible for already highly industrial-
ized and polluted centers of production. Such differences in standards will bear on
the relative costs faced by producers in the two locations competing for the same mar-
ket, and can be a source of pressure for harmonization. While the case for harmoniza-
tion would be hard to sustain on environmental grounds, there may still be grounds
for legitimate concern about the abuse of this diversity to gain an illegitimate trade
advantage. This kind of concern is analogous, but diametrically opposed, to that
underlying the necessity test. The point is that regulations concealing an illegitimate
trade objective could be either too weak or too strong.

In practice, it is not easy to set differentials in standards that precisely reflect
the objective conditions that warrant such differences. An alternative to harmoniza-
tion that avoids this problem is the establishment of minimum standards, which may
help to bridge wide gaps in national preferences while eliminating the risk of egre-
gious standard-setting practices aimed at securing illegitimate advantages. As noted
earlier, the WTO has tended to shy away from establishing the substantive content
of standards, even of the minimum variety. But in the Agreement on Trade-Related
Intellectual Property (TRIPS), minimum standards are established in relation to the
substantive content of intellectual property rights. The TRIPS Agreement also con-
tains an element of harmonization in the domestic enforcement procedures that
ensure that private right-holders can exercise their rights through domestic judicial
procedures. The harmonization element of these obligations is relatively light, how-
ever, since it focuses primarily on the existence of an appropriate institutional setting
and on a number of procedural obligations.

While arguments based on the desirability of diversity and the inappropriate-
ness of imposing a straightjacket of uniformity in dissimilar conditions may be per-
suasive in some circumstances, there are also important reasons why a harmonized
approach may be attractive. First, a corollary of the consensus, which is implicit in
the establishment of an international standard, is the existence of less scope for the
protectionist capture of regulatory interventions. In other words, harmonization auto-
matically reduces the scope for abuse and helps remove a potential source of con-
tention in international economic relations. Second, regulatory heterogeneity can
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carry real economic costs for foreign products and producers. These costs may include
the requirement to submit to more than one conformity assessment procedure,9 addi-
tional uncertainty as to the stability of regulatory regimes, higher information costs
for producers, and the loss of economies of scale in production, if differences in stan-
dards are sufficiently far-reaching to lead to significant differentiation of products or
production processes.

The WTO Agreements dealing with regulatory matters are generally cautious
when it comes to harmonization, seeking to tread an intermediate path and avoiding
any direct involvement in standard-setting activities. Article II.4 of the TBT Agree-
ment states that:

Where technical regulations are required and relevant international stan-
dards exist or their completion is imminent, Members shall use them,
or the relevant parts of them, as a basis for their technical regulations
except when such international standards or relevant parts would be an
ineffective or inappropriate means for the fulfilment of the legitimate
objectives pursued, for instance, because of fundamental climatic or geo-
graphical factors or fundamental technological problems.

The Agreement establishes a refutable presumption that whenever a standard is adopt-
ed or applied in accordance with relevant international standards, it does not consti-
tute an unnecessary barrier to trade. The Agreement also calls upon the Members to
play as full a part as possible in the preparation of standards in appropriate interna-
tional standardizing bodies.

The SPS Agreement adopts a similar approach, requiring Members to base their
SPS measures on international standards, guidelines and recommendations when
these exist (Article III), and establishing that such standards conform to the Agree-
ment in the sense of meeting the necessity criterion. The Agreement allows Members
to establish standards that are higher than those existing internationally, provided they
can be justified scientifically and respond to an appropriate assessment of risk. Mem-
bers are also required to participate in the work of relevant international standardiza-
tion bodies, including the Codex Alimentarius Commission, the International Office
of Epizootics, and organizations operating within the framework of the Internation-
al Plant Protection Convention.

Thus, both of the main WTO agreements dealing specifically with standards
encourage harmonization while at the same time avoiding involvement in standard-
setting. Clearly, this is only possible by cross-references to bodies that do set standards,
and implicit in the work of such bodies is consideration of the trade-off between the
lower transactions costs associated with uniformity and the weight to be attached to
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objectively different conditions obtaining in different countries. The TBT Agreement
in particular does, however, provide a basis for challenging the trade-off implicitly set-
tled upon in the formulation of an international standard by recognizing that govern-
ments may have valid reasons for departing from international standards. 

The GATS approach to the harmonization objective is conservative, consisting
of the relatively weak requirement of taking account of international standards of rel-
evant international organizations in ensuring that licensing and qualification require-
ments and technical standards do not constitute unnecessary barriers to trade in serv-
ices. However, a recent noteworthy development in the direction of regulatory har-
monization was the establishment of a common set of regulatory principles in the
basic telecommunications sector. In the context of the negotiations on the liberaliza-
tion of trade in basic telecommunications services carried over from the Uruguay
Round, some 30 governments have agreed10 to incorporate a common set of regula-
tory principles in their schedules of specific commitments. 

The reason for doing this was that despite the widespread trend towards the
removal of monopoly privileges in the sector, strong elements of natural monopoly
are likely to persist through the ownership and control of telecommunications net-
works by dominant suppliers in the market. In terms of real access to markets, this
dominance potentially renders the liberalization commitments of governments mean-
ingless. The common regulatory principles establish WTO-enforceable commitments
by governments to impose interconnection obligations upon major suppliers, and they
also embody a number of competitive safeguards against abuse of market dominance.
These provisions are remarkable for how far they go, considering the traditional reluc-
tance of governments to harmonize the substantive content of regulations in a WTO
context. Although only 30 countries or so have assumed these commitments, they are
MFN-based, which means that any WTO Member can raise a non-compliance chal-
lenge. One possilbe reason the GATS negotiotions could move so far in this direction
is that the subject matter was sufficiently specific for governments to feel assured of
a requisite degree of reciprocity and to have little uncertainty about the future impli-
cations of their commitments. Moreover, in some respects, the common regulatory
principles are stated in a sufficiently general way that permits flexibility on detail at
the national level.     
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D. International Enforcement
Another approach to cooperation in regulatory matters entails the acceptance of an
international commitment to enforce domestic regulations. In other words, govern-
ments promise one another to enforce their respective regulatory regimes and submit
to the possibility of an international challenge through dispute settlement in the event
of lax enforcement. This approach, which does not involve harmonization, is perhaps
best suited to situations where governments are comfortable with the content of
diverse regulatory regimes because the diversity is not considered excessive, but are
less comfortable with the degree of assiduity applied to the enforcement of such
regimes. Examples of international agreements based on this approach are not numer-
ous, but elements of it may be found, for instance, in the TRIPS Agreement. Here,
governments have made explicit enforcement commitments, supplemented by certain
provisions relating to underlying enforcement regimes and procedures, as well as to
internationally agreed, minimum substantive standards. Nevertheless, a right of inter-
national action has been created on the grounds of a failure to respect domestic
enforcement procedures, and these procedures have not been fully harmonized. 

A better example of an international enforcement model is the 1994 North
American Agreement on Labor Cooperation (NAALC), which is a supplementary
agreement negotiated in the context of the North American Free Trade Agreement
(NAFTA). In essence, the NAALC sets up cooperative machinery in matters of labor
policy, the centerpiece of which is the right of one NAFTA Member to challenge
another Member through NAFTA-based dispute settlement machinery in the event
that the latter party is considered to be failing to enforce its own labor laws. Reme-
dies in the face of non-compliance with a dispute finding include monetary penalties,
and ultimately, retaliation through trade restrictions.

E. Mutual Recognition

Mutual recognition could be characterized as a market-based approach to harmoniza-
tion, insofar as the regulatory competition implicit in such recognition may be expect-
ed to eventually lead to a narrowing of differences among national regulatory regimes.
This convergence process, if permitted to occur, is likely to be most pronounced and
rapid in circumstances where regulations are a significant determinant of competitive-
ness. This implication of regulatory competition is precisely what causes governments
to worry about mutual recognition being an assault on their sovereignty and about
such consequences as the much vaunted “race to the bottom” in setting standards. 
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Mutual recognition, or for that matter unilateral recognition, is most likely to be pro-
moted where national regulatory regimes are already similar – a situation most preva-
lent among countries at comparable income and development levels. This is why
mutual recognition has not occurred on an across-the-board basis, and is not likely
to occur in any foreseeable future. Yet many international agreements, including those
under WTO auspices, actively promote mutual recognition because of its attractive-
ness as a mechanism for facilitating trade and eliminating any possibility of regulato-
ry manipulation for protectionist purposes. Permitting the establishment of mutual
recognition agreements (MRAs) with restricted membership, however, raises a serious
prospect of MFN-inconsistency. Some would even argue on one hand that MRAs
amount simply to conditional MFN status, with all the actual and potential discrim-
inatory implications of such an outcome. On the other hand, it may also be argued
that open-ended MRAs based on objective, pre-announced conditions of participa-
tion are MFN-consistent, insofar as they do not set out to discriminate against any
party, nor prescribe the ab initio exclusion of any particular country.

The organization with the most extensive experience of mutual recognition is
the EU, which was built on a far-reaching process of constructing a single market. It
has taken many years for the EU to reach its present stage of integration in the regu-
latory field. Apart from certain standards-related regulations defined at the Commu-
nity level, the regulatory policies of the EU are a combination of judicial mutual recog-
nition,11 and regulatory mutual recognition. These approaches are supported by a com-
mitment to the principle of free movement of goods, services and factors of produc-
tion within the EU, and by the principles of subsidiarity and proportionality. At the
political level, reliance on qualified majority voting (subject to exceptions) reinforces
the integrating effects of a regulatory regime relying on mutual recognition. One les-
son from the EU experience is that mutual recognition arrangements are not easy to
attain and may often require complicated negotiations. The recent experience of the
United States and the EU in attempting to craft a mutual recognition agreement has
confirmed how complicated such negotiations can be, even when restricted to con-
formity assessment procedures in relation to a selected group of agreed products.

The relevant WTO agreements in this area are supportive of recognition,
whether unilateral or mutual, but they do not create strong obligations in this respect.
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The TBT Agreement encourages recognition both in relation to the substantive con-
tent of regulations and conformity assessment procedures. In relation to standards,
Article II.7 states that:

Members shall give positive consideration to accepting as equivalent
technical regulations of other Members, even if these regulations differ
from their own, provided they are satisfied that these regulations ade-
quately fulfil the objectives of their own regulations.

In a sense, this requirement does not entail “mutual” recognition, since Members are
enjoined to make their own independent judgments as to whether they can accept the
standards of others as equivalent to their own. In practice, however, pressures for rec-
iprocity reduce the likelihood that governments would make favorable equivalence
judgments in the absence of reciprocal treatment. The approach with respect to mutu-
al recognition of conformity assessment procedures is very similar. Article VI.1
requires that Members shall ensure, whenever possible, that results of conformity
assessment procedures of other Members are accepted, even when those procedures
differ from their own, provided they are satisfied that those procedures offer an assur-
ance of conformity with applicable technical regulations or standards equivalent to
their own procedures. 

The TBT Agreement also explicitly enjoins Members to show willingness to
enter into negotiations for the conclusion of mutual recognition agreements with
respect to conformity assessment procedures (Article VI.3).

However, the GATS provisions on recognition are more elaborate. Article VII.1
of GATS states that for the purpose of meeting standards or criteria in relation to the
authorization, licensing or certification of services suppliers, Members “may recognise
the education or experience obtained, requirements met, or licenses or certifications
granted in a particular country.” The paragraph goes on to say that “such recognition,
which may be achieved through harmonization or otherwise, may be based upon 
an agreement or arrangement with the country concerned or may be accorded
autonomously.” The text of Article VII (2 and 3) then states that:

A Member that is a party to an agreement or arrangement of the type
referred to in Paragraph 1, whether existing or future, shall afford ade-
quate opportunity for other interested Members to negotiate their acces-
sion to such an agreement or arrangement or to negotiate 
comparable ones with it. Where a Member accords recognition
autonomously, it shall afford adequate opportunity for any other Mem-
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ber to demonstrate that education, experience, licenses, or certifications
obtained or requirements met in the other Member’s territory should be
recognized. 

A Member shall not accord recognition in a manner which would con-
stitute a means of discrimination between countries in the application
of its standards or criteria for the authorization, licensing or certification
of services suppliers, or a disguised restriction on trade in services.” 

Paragraph 5 of Article VII requires that wherever appropriate, multilaterally agreed
criteria should be used in the area of recognition. Members are further directed to
work in cooperation with “relevant intergovernmental and non-governmental organ-
izations towards the establishment and adoption of common international standards
and criteria for recognition and common international standards for the practice of
relevant services trades and professions.” In addition, Paragraph 4 of Article VII
requires that GATS must be notified of all existing recognition measures, of any new
negotiations concerning recognition, and of any new or modified arrangements relat-
ing to recognition.  

Finally, like the TBT Agreement, the GATS does not seek to dictate the pace
in relation to recognition, but at the same time seems to espouse recognition as a valid
instrument of trade facilitation. One reason for the more elaborate GATS provisions
is that they pay particular attention to the risks of unwarranted discrimination, which
are inherent in recognition arrangements that are less than universal. This tension
between the attractiveness of recognition agreements and the specter of unjustified 
discrimination is a theme that is likely to become more prominent in coming years.
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Acronyms and Abbreviations 

BoP Balance of Payments

EU European Union

FDI Foreign Direct Investment

FTA Free Trade Agreement

FTPD Foreign Trade Policy Department

GATS General Agreement on Trade in Services

GATT General Agreement on Tariffs and Trade

GCC Gulf Cooperation Council

GDP Gross Domestic Product

IMF International Monetary Fund

LE Egyptian Pound

MFN Most Favored Nation

MRA Mutual Recognition Agreement

NAALC North American Agreement on Labor Cooperation

NAFTA North American Free Trade Agreement

NTRR Non-Tariff Restrictiveness Rating

OECD Organization for Economic Cooperation and Development

PAFTA Pan-Arab Free Trade Area

SPS Sanitary and Phytosanitary Measures

TBT Technical Barriers to Trade

TIFAs Trade and Investment Framework Agreements

TRI Trade Restrictiveness Index

TRIPS Trade-Related Intellectual Property

UAE United Arab Emirates

WITS World Integrated Trade Solution

WTO World Trade Organization




