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FREE TRADE IN THE MEDITERRANEAN 

- STRENGTHS, WEAKNESSES, AND FUTURE 

DEVELOPMENT 
 

Report prepared by Mr Milan M. Cvikl (National Assembly of Slovenia)
1
 to 

the Resolution "Commitment towards free trade in the Mediterranean" 

 

 

1.  SUMMARY AND INTRODUCTION 

 

Modern economics is governed by the thesis that international trade increases economic 

growth and improves the standard of living. Free trade is a market model in which trade in 

goods and services between (or within) countries flow unhindered by government-imposed 

restrictions. Yet the above conditions are not met in international trade, meaning that no fully 

free trade exists. There are only attempts to come closer to such conditions, i.e. trade 

liberalization where the existing trade restrictions are being reduced. International trade 

expands the market and enables the use of the economies of scale.  According to the 

opponents of free trade, the increase of wealth in trading is only aggregate and depends on the 

redistribution of income. Foreign trade might cause considerable loss, particularly among the 

recently protected industries with a comparative disadvantage.  

 

World economy features various forms of imperfect competition, while international trade 

mostly occurs in state-directed markets. The fact is that in a certain historical moment all 

major developed countries (including the UK and the USA, supposed to have developed in 

perfect competition and liberal trade policy) were very aggressive in using safeguards and 

subsidies. And in nowadays world, (almost) no country (i.e. economic area) leaves its imports 

and exports merely to the spontaneous impacts of supply and demand. The conditions of free 

(i.e. fully liberalised) international trade thus do not apply (yet). States may increase exports 

or restrict imports through various forms of tariffs, taxes, permits, excise duties, etc. 

However, the application of such measures in modern international economic relations is 

increasingly governed limited or controlled by the World Trade Organisation and other 

international organisations. 

 

The relationship between regionalism (i.e. trading blocs) on one side and multilateralism (i.e. 

free trade - liberalism) on the other continues to be controversial. Trade regionalism may be 

an alternative to free trade and multilateral regulation of international trade. Yet is may also 

imply its gradual introduction, upgrading, and promotion. Concluding free trade or other 

economic agreements on a regional basis may also be seen as a reaction to the (too) slow 

negotiations at the multilateral level. Free trade areas represent a form of economic 

integration among states and gather groups of states which have abolished mutual trade 

barriers, such as tariffs, import tariffs and quotas on most (or all) goods, but have not 

established a uniform tariff toward third countries. In theory, such form of integration is 

suitable for the countries with complementary production structures. In legal terms, a free 

trade area is created by a regional trade agreement abolishing mutual market restrictions 

                                                 
1
 Report had been prepared with the assistance of Mr.Igor Zobavnik of the Research Department of the National 

Assembly of the Republic of Slovenia. 
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among the parties for all types of goods and services, while the parties may retain market 

restrictions toward third countries. 

 

The EU common trade policy is based on common principles, particularly as regards tariff 

rates as well as trade liberalisation and trade protection measures. The EU regulations on the 

common trade policy are thus entirely binding on and directly applicable in all Member 

States. Trade agreements are an extremely important part of the EU trade policy. Agreements 

concluded by the EU pursue different goals, while those concluded between the EU and the 

third, less developed countries (e.g. the Mediterranean states) have an asymmetric nature. 

This means that upon the entry into force of the agreement, the EU normally abolishes all 

tariffs for industrial products, while the other countries reduce them gradually (within a 

certain transition period starting with the entry into force of the agreement). As regards 

agriculture, fishery and processed agricultural products, the parties normally agree on a 

mutual exchange of concessions. 

 

The EU's interest in the Southern Mediterranean has led to various economic agreements. A 

new turning point in the relations between the two regions was the Barcelona conference of 

Ministers of Foreign Affairs of the EU and the Mediterranean countries in 1995. It marked the 

beginning of a new partnership - the Euro-Mediterranean Partnership. The conference adopted 

the Barcelona Declaration aiming at: 

 

- Political and security partnership: establishing a common area of peace and stability; 

- Economic and financial partnership: creating an area of shared prosperity; 

- Partnership in social, cultural and human affairs: developing human resources, 

promoting understanding between cultures and exchanges between civil societies from 

both sides of the Mediterranean. 

 

The ultimate objective of the Euro-Mediterranean Partnership is free movement of goods, 

services, and capital by 2010 (i.e. a free trade area).  

 

The EU has concluded separate bilateral agreements with individual Mediterranean countries. 

Although partnership seems interesting in terms of free trade, its scope remains very limited 

and its future uncertain. Regionalisation paves the way for the development of the Southern 

and Eastern Mediterranean coast (Darbot-Trupiano, 2005). Some critics of the Euro-

Mediterranean Partnership argue that the latter can not be successful as its aim is not the 

actual economic integration of Mediterranean countries into the European economy. An 

independent study prepared by the University of Manchester for the EU indicated that that the 

free trade area brings economic impact particularly on a long-term basis, while direct 

economic impacts are small. Negative impacts are expected in environment protection and 

social affairs of the Mediterranean countries.  

 

Following the conclusion of free trade agreements, trade between the EU and the 

Mediterranean countries has actually improved, and negotiations in services and agricultural 

products continue. The EU supports the Euro-Mediterranean Partnership also financially (in 

the past through MEDA and MEDAII programmes, and since 2007 with the European 

Neighbourhood and Partnership Instrument). In 2007, France proposed the establishment of a 

"Mediterranean Union", involving only some (Mediterranean) EU Member States. 

 

The Mediterranean countries that decided to follow the EU and adopt its development 

strategy consider the EU as a role model of economic welfare and political success. The 
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process of regionalisation brings them hope that they will be able to better and easily join the 

globalised economy and the dynamics of sustainable development, and that they will achieve 

a certain degree of political stability. As for the moment, the Euro-Mediterranean free trade 

area has not yet come to life. It is first necessary to recognise that free trade represents an 

important step forward towards regionalisation, but much more needs to be done, also 

because the Euro-Mediterranean free trade model is quite unique. Although the idea of 

creating a free trade area was encouraged by intense trade, the main characteristic of such 

process are disproportional trade exchanges. The Euro-Mediterranean free trade project 

currently applies only to trade in goods. Hopefully, cooperation will be extended to other 

areas as well (Darbot-Trupiano, 2005). 

 

Free trade areas are being created on the American continent, too. The countries of North 

America joined the North American Free Trade Agreement (NAFTA) while those in South 

America (mostly) joined the MERCOSUR. Given the opposition by a (too) large number of 

South American countries, the idea of creating a free trade area comprising the entire 

continent (favoured by the USA) by 2005 never came to life. Available data show that 

NAFTA proved useful for all its members, even Mexico as the least developed country, with 

certain negative consequences in agriculture. 

 

From a historical point of view, trade (i.e. the exchange of goods and services) has always 

been closely related to the development of mankind. This economic activity that follows 

production is the basis for welfare and economic growth as well as a means for integrating 

different cultures. International trade is becoming increasingly important not only in 

economic terms, but also from a broader perspective of international relations. Unfortunately, 

trade also has its dark side, leading to conflict and war. Yet although the dark side of trade is 

always very topical, its primary mission (namely, increasing welfare of all participants) 

remains unchanged, as trade brings benefits to both the buyer and the seller.  

 

Preparing an analysis covering several topics related to free trade agreements in the 

Mediterranean
2
 was a difficult task. It indicates the strengths and weaknesses of free trade in 

the Mediterranean and its expected development. It also takes into account the theoretical and 

practical arguments for and against free trade (in general and in the Mediterranean).  

 

The second chapter deals with the theoretical aspects of the usefulness of (free) foreign trade 

and presents the relevant notions, economic theories on foreign trade, free trade areas, the 

arguments of the advocates and of the opponents of free trade, the economic and legal aspects 

of free trade areas, and the relation between multilateral and regional approaches to regulating 

international trade. This chapter introduces the central topic - the free trade area in the 

Mediterranean (a free trade agreement between the EU and the Mediterranean countries), 

presented in more detail in the third chapter. The latter describes the main principles of EU 

foreign trade, the Euro-Mediterranean Partnership and the (future) Euro-Mediterranean free 

trade area, as well as a list of free trade agreements concluded between the EU and individual 

Southern Mediterranean countries and their common characteristics. In addition, the chapter 

indicates the strengths and weaknesses of free trade in the Mediterranean and the expected EU 

activities for 2008 related to Euro-Mediterranean Partnership. There is a brief presentation of 

other (existing and planned) free trade integrations in the region, including those not 

involving the EU. To conclude, there is a presentation of the recent French proposal to 

                                                 
2
 Review of free trade agreements between the Mediterranean countries and the EU, indicating the conditions for 

the creation of a free trade area in the Mediterranean, its strengths and weaknesses, the possibilities for further 

deepening and developing the free trade area, and a comparative analysis of the existing free trade areas.  
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establish a "Mediterranean Union". The fourth chapter briefly describes the currently largest 

free trade area of the world, involving three countries from North America (NAFTA), and 

tries to compare the situation in South America (the MERCOSUR free trade area) with the 

relation between the EU and the Mediterranean countries. 

 

Most sources and literature have been retrieved on the Internet. The official web sites of 

national and foreign state institutions were used, together with the materials from various 

universities, mostly master's and doctoral theses, expert articles, and other sources.  
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2. THEORETICAL ASPECTS  

 

The usefulness of free trade, free trade areas, and free trade 

agreements 
 

2.1. Definitions 

 

Trade (trading) means voluntary exchange of goods and services. The original form of trade 

was direct exchange of goods and services. Modern traders instead generally negotiate 

through a medium of exchange (i.e. money); as a result, buying can be separated from selling. 

Trade exists for many reasons. The main reason is specialisation as most people concentrate 

on a small aspect of production of goods and services and trade for other products. Trade also 

exists between regions because different regions have a comparative advantage in the 

production of some tradable commodity, or because different regions' size allows for the 

benefits of mass production.  

 

International trade is the exchange of goods and services across national borders. In most 

countries, it represents a significant part of GDP. Its importance and scope have increased in 

recent centuries, mainly because of industrialisation, advanced transportation, globalisation, 

and multinational corporations. Although there are usually few trade restrictions within 

countries, they certainly exist in international trade where they normally apply to imports 

(import tariffs, quotas, restrictions) but sometimes also to exports (export tariffs or subsidies). 

Such trade barriers imply a protectionist policy, but if they are removed, a condition of free 

trade exists.  

 

 

2.1.1. Theories of international trade  

 

Several theories and doctrines developed throughout history in an attempt to explain how 

international trade may be used to maximise the economic benefits for the participating 

individuals, economies, and economic areas: mercantilism (16
th

 century), liberalism (end of 

18
th

 century), protectionism (the Thirties), interventionism (the American "New Deal"), and 

globalisation (the Eighties), (Rakovec, 2005). 

 

The link between the increasing economies of scale and international trade, where a central 

role is played by technological changes, may be presented by the figure below: 

 

Figure 1: The logic of new theories of international trade 

 

 

 

 
 

Source: Svetličič, p.185. 
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Free trade is a market model in which trade in goods and services between or within 

countries flow unhindered by government-imposed restrictions. This model includes: 

- trade of goods without taxes (including tariffs) or other trade barriers (e.g. quotas on 

imports or subsidies for producers);  

- trade in services without taxes;  

- the absence of trade-distorting policies (such as taxes, subsidies, regulations or laws) 

that give some firms, households or production inputs an advantage over others;  

- free access to markets and market information;  

- inability of firms to distort markets through monopoly or oligopoly power or 

government-imposed measures; 

- the free movement of people (labour) and capital between and within countries.  

 

As a matter of fact, however, the above conditions are not met in international trade, which 

means that no fully free trade exists. There are only attempts to come closer to those 

conditions, i.e. trade liberalization where the existing trade restrictions are being reduced. 

Trade liberalisation or free trade thus only means freer trade, which - in practice - is never as 

free as in the above market model. 

 

 

2.2.  Advocates of free trade  

 

In the times of liberalism, several theories came to light, advocating the usefulness of 

international trade. The theory of absolute advantage in production costs was put forth by 

Adam Smith and supplemented by David Ricardo with his theory of relative advantage in 

production costs
3
. The heart of this theory is that each nation should specialise in those 

activities in which it achieves relatively lower production costs than other nations. In the 

second half of the 20
th

 century, Ricardo's theory was upgraded by Heckscher, Ohlin and 

Samuelson with their HOS model which introduced a number of production inputs into 

Ricardo's theory. All the above theories however prove that both international trade and the 

production specialisation of countries in the activities where they have a comparative 

advantage bring benefits to all the countries involved.
4
 The said theories are based on the 

presumption of perfect competition (Rakovec, 2005). Nowadays, economics mainly advocates 

the thesis that international trade improves economic growth and the standard of living. 

 

International trade expands the market and enables to use the economies of scale. If a country 

exports products in which its production is above the average and imports those in which its 

production is below the average, the share of its industries where production is above the 

average increases and the share of those where production is below the average decreases. 

Thus, all costs in the economy decrease. Moreover, international trade helps improve the 

production structure and increases the adaptability of the economy. International trade also 

has an educational value and provides for a competitive environment in the local economy. It 

helps perceive the changes in the world and transfer them into the local economy, offering the 

local surpluses to the world. Given its dynamic advantages, international trade plays in a 

                                                 
3
 Both classics of economics operated in Great Britain, although Ricardo originated from Portugal. At those 

times, the English Empire was the world's leading economy. 
4
 Much later, Leontief found that US exports were much more labour-intensive than capital intensive, as 

advocated by classic theory (in the theory of economics, this phenomenon is known as the Leontief Paradox), 

and thus disputed the classic theory of international trade.  
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certain sense a role similar to technological development, as it increases the production 

capacities of the country
5
 (Senjur, 2002). 

 

For small countries, international trade is even more important than for larger ones. Smaller 

countries are disadvantaged because of their smaller internal markets and can not efficiently 

develop the economic activities involving the economies of scale. Moreover, smaller 

countries can not have a sufficiently branched production structure. The domestic markets of 

these countries are too small to allow for a sufficiently successful development dynamics. Yet 

irrespective of that, many small countries develop successfully. In addition to favourable 

export opportunities, a small country must focus on promoting the export of products and 

services in specialised market niches (Predolac, 2006).  

 

The world economy is dominated by various forms of imperfect competition, and 

international trade occurs in mostly governed markets
6
. Based on such findings, several 

"alternative" or new theories evolved, such as: the theory of the technological gap, the theory 

of the product life cycle, the theory of intra-industry trade, etc. These alternative theories, too, 

point to the advantages of an open economy. Some new theories of international trade 

proposed by economists such as Brander, Dixit, Helpman, Krugman, and Spencer speak of 

higher returns achieved in an oligopolistic economy. Such finding leads to the conclusion that 

restrictive measures imposed by a country can improve the trade relations to its advantage. 

Yet on a long-term basis, trade restrictions always lead to deterioration of the trading terms 

for both countries and, as a consequence, to lower welfare (Rakovec, 2005).  

 

It is a historical fact that the UK and the USA,
7
 which supposedly developed under imperfect 

competition and a liberal trade policy, were in a certain period of history very aggressive in 

using safeguards and subsidies (Predolac, 2006). A similar practice of protectionism as a 

predecessor of the country's economic success seems to have applied in other economic 

powers, e.g. Germany, Japan, and China. 

 

 

 

 

 

                                                 
5
 These statements are supported by practical calculations. Jeras (2003) states that in 1999 Damijan et al. studied 

the effect of trade liberalisation on the country's performance. Taking Poland for example, they tried to calculate 

the percentage of its GDP increase following the abolition of customs duties. The abolition of customs duties ran 

parallel with the conclusion of the free trade agreement with the EU and the creation of the CEFTA. They found 

out that the abolition of customs duties (by 1999) led to a GDP increase in Poland by 7.3 %. 
6
 It is interesting that Hymer in 1960 found that FDI only occur in the conditions of imperfect competition, 

product differentiation, and entry barriers on the markets (Rakovec, 2005).  
7
 The predominance of free trade in the USA coincides with its undisputed primacy in the world economy. As 

regards the USA and the liberalisation of foreign trade, the classics of economics (Smith and Ricardo) were 

opposed by Ricardo's contemporary Henry Charles Carey, a leading 19
th

 century economist of the American 

School of capitalism, best known for the book Harmony of Interest. Contrary to what he called the "British 

System" (promoted by Smith and Ricardo) of laissez faire free trade, Carey advocated the "American System" of 

developmental capitalism, through tariff protection and government intervention to encourage production. 

Intervention was popular also in practice, most explicitly at the times of Presidents Lincoln and Grant, 

culminating in the Thirties (with the protectionist Hawley-Smoot Tariff Act). During the presidency of Franklin 

D. Roosevelt, barriers to foreign trade started to decrease and continued to do so after World War II, while the 

USA became a strong advocate of free trade only in the Seventies, following the activities carried out at the time 

of President Kennedy.  
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2.3. Opponents of free trade  

 

No country (or economic area) leaves its imports and exports merely to the spontaneous 

reactions of domestic and world supply and demand. The conditions of free i.e. fully 

liberalised international trade do not apply in the modern world. A country may increase 

exports or restrict imports through various forms of tariffs, taxes, permits, excise duties, etc. 

The application of such measures in modern international economic relations is, however, 

increasingly limited or controlled (Rakovec, 2005). 

 

Contrary to the prevailing opinion on the usefulness of trade, the critics thereof believe that 

international trade is not useful and even has a negative effect for, e.g., the developing 

countries because of the transfer of income from the poor to the rich countries as a result of 

the following: 

 

- the increase of the world demand for primary products is limited; the developed 

countries are technologically advanced, the efficiency of the use of raw material in 

industry has improved considerably, and the productivity of agriculture in the 

developed countries has increased; 

- the terms of trade of the countries whose exports rely on primary products are 

deteriorating owing to the oligopolistic control of the market of production inputs and 

consumable goods in developed countries; 

- protectionism of developed countries in agriculture is increasing (Todaro and Smith in 

Borak and Suša, 2006). 

 

According to the opponents of free trade, the increase of wealth in trading is only aggregate 

and depends on the redistribution of income. Foreign trade might cause considerable loss, 

particularly among the recently protected industries with a comparative disadvantage. The 

proponents of free trade disagree and retort that the gains of the gainers exceed the losses of 

the losers. 

 

2.4. Alternatives to free trade  

 

In addition to listing the drawbacks of free trade, its critics also suggest possible alternatives. 

Here are some of the most common: 

 

- protectionism is the economic policy (often accompanied by political actions) of 

isolating a country's economy through the imposition of tariffs, quotas, restrictions, 

border security, and other measures. Supporters of protectionism affirm that it 

prevents the distortion of the fragile wage and price structure by foreign dumping, 

unfair trade with undeveloped nations, labour arbitrage, illegal immigration, and other 

foreign interference in the domestic market;  

- balanced trade is an alternative economic model to free trade, under which nations 

are required to provide a fairly even reciprocal trade pattern, meaning that they cannot 

run large trade deficits. If deficits appear, the surplus nation must find a way to 

balance out trade; 
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- fair trade is an organized social movement which in international trade promotes the 

payment of a "fair price" as well as social and environmental standards in areas related 

to the production of a wide variety of goods;
8
 

- international barter, occasionally arranged by certain countries (the former Soviet 

Union, the Arab League nations); 

- international price floors: some argue that free trade is responsible for the decline in 

international commodity prices. One reason for these low prices is the over-production 

of subsidized commodities in the developed world. Rather than removing the 

subsidies, some suggest extending them to the developing world; 

- regional trading blocs: some advocate free trade within regional trading blocs, but 

not between blocs. Countries within a customs union normally have similar living 

standards and social norms. 

-  

2.5. Multilateralism and regionalism  

 

At the multilateral level, the most comprehensive agreement is the Agreement Establishing 

the World Trade Organization - WTO
9
 that came into being on 1 January 1995. Over the 

years, the first round of 23 GATT members expanded to the current 144, with Slovenia 

joining on 27 September 1994 as the 124
th

 (University of Maribor website). 

 

Considerable importance is attached also to the agreements on trade in raw materials, such as: 

the International Coffee Agreement - ICA, the International Rubber Agreement - INRA, and 

the best known Organisation of the Petroleum Exporting Countries - OPEC (University of 

Maribor website). 

 

The framework of trade policies established by the agreements within the WTO is based on 

the following principles (Tratnik, 2002): 

- non-discrimination or the system of most-favourable conditions, 

- national treatment, 

- commitment to free trade, 

- transparency (predictability or trust).

 

At the regional level, trade agreements have led to some of the most important economic 

integrations: 

- EEC, European Economic Community later European Union (i.e. EU), 

- EFTA, European Free Trade Association, 

- NAFTA, North American Free Trade Agreement. 

                                                 
8
 Fair trade is presented in more detail in, e.g., Borak and Suša (2006). 

9
 WTO is an international organisation established to design multilateral rules of trade between member nations. 

It was established in 1995 with the Marrakech Act as a result of the Uruguay round (1986-1994), although the 

basic trade system (limited to mainly industrial products) had been established as early 1947 with the signing of 

the General Agreement on Tariffs and Trade (GATT). The WTO covers a much larger number of rules or 

agreements regulating trade in industrial and agricultural products, services, and the trading aspects of 

intellectual property rights. Moreover, it includes a (multilateral) mechanism on dispute settlement among its 

member and a mechanism of regular assessment of members' trade policies. The main role of the WTO is to 

coordinate future multilateral intergovernmental negotiations to reduce or eliminate international trade barriers. 

Considering the large number of members and the conflict of interests, such negotiations are complex and long-

lasting - for such reason, there have been increasing attempts among the countries towards bilateral or regional 

communication in terms of international trade (White Paper on Trade and Investment, 2007: hereinafter White 

Paper, 2007).  
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Regionalism is an alternative to free trade and to the multilateral regulation of international 

trade. Likewise, it may be seen as a basis for the gradual establishment, upgrading and 

promotion thereof. Regional agreements are in fact a response to the (too) slow negotiations 

at the multilateral level. 

 

On the other hand, regional trade agreements have certain weaknesses, such as non-

transparency and pressures on weaker countries, which is why the EU is striving for the 

success of multilateral negotiations. Moreover, with an increased activity of third countries at 

the bilateral and regional levels the EU risks being excluded from such process and missing 

new trading and investment opportunities in the world (White Paper, 2007). 

 

The relation between regionalism (trading blocs) on one hand and multilateralism (free trade - 

liberalism) on the other continues to be controversial. Pursuant to Article XXIV of GATT, the 

WTO allows regional agreements (to be forwarded to WTO for conformity assessment) that 

should not be contrary to the international trade system. The main criterion is that trading with 

third countries is not affected more than it has been before the formation of the regional 

group. Based on GATT, two forms of preferential trading are possible: a customs union and a 

free trade area (Alvarez-Coque, 2003). 

 

 

A free trade area is a form of economic integration among countries. Economic integration 

reduces barriers among individual national markets and can be categorised, depending on the 

level of integration, in the following groups: (1) preferential trading area, (2) free trade area, 

(3) customs union, (4) common market, (5) economic and monetary union, and (6) full 

economic integration. The areas under (3), (4), (5) and (6) are also free trade areas (2). The 

existing top level of economic integration among independent countries is the European 

Monetary Union of member states that have introduced the euro as their common currency.  

 

The table below indicates the individual levels of economic integration and the relative 

economic measures (main characteristics). 

 

 

 

Table 1: Levels of international regional integration and their main characteristics: 

 
 M a i n   c h a r a c t e r i s t i c s  

Level of  

integration 

Abolition of 

tariffs and 

quotas 

Common 

external 

customs tariff  

Mobility of 

production 

inputs 

Harmonised 

economic policy 

Full integration of 

economic policies 

Free trade 

area  

YES NO NO NO NO 

Customs 

union 

YES YES NO NO NO 

Common 

market  

YES YES YES NO NO 

Economic 

union 

YES YES YES YES NO 

Full economic 

union 

YES YES YES YES YES 

Source: adapted from Jovanovič, in Plevnik p. 20. 
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A free trade area is thus a designated group of countries that have agreed to eliminate trade 

barriers (such as tariffs and quotas) on most (if not all) goods between them, but do not have 

the same policies with respect to non-members. In theory, such form of integration is only 

adequate if the countries' production structures are complementary. In a competitive situation, 

a more suitable form of integration is the customs union (Alvarez-Coque, 2003). 

 

 

2.6.  International free trade agreements and treaties  

 

International economic agreements
10

 may be divided into four categories: (1) agreements on 

economic and commercial cooperation, providing general principles of cooperation; (2) 

agreements on the promotion and protection of investments, (3) agreements on the avoidance 

double taxation, and (4) free trade agreements, aimed at a gradual establishment of free 

movement of goods, services, capital, and labour (Rakovec, 2005). 

 

Legally speaking, regional trade agreements create a free trade area and eliminate market 

restrictions among the members for all types of goods. The members may, however, retain 

market restrictions in relation to third countries. An essential element of the free trade area is 

the origin of goods. Unlike a customs union, the free trade area does not apply the same tariff 

and quota policy towards non-members. Thus, certificates of origin are necessary to prevent 

tax avoidance (in the form of re-export), providing for a minimum volume of domestic 

material inputs and domestic value added of goods (Plevnik, 2006). 

 

The concept of "free trade" has assumed a political meaning and quite often free trade 

agreements introduce additional trade restrictions. The latter are often imposed by domestic 

pressures from large companies, environmental protectionists, and trade unions, all calling for 

the protection of their interests. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
10

 International conventions and treaties are the main source of international law. Other terms used as synonym 

for treaty or certain type of treaty include: agreement, pact, protocol, charter, covenant, declaration, engagement, 

arrangement, accord, regulations, and provisions. Treaties most often regulate economic relations among the 

countries in respect of the economic operators of the signatories (free trade agreement, preferential clause, 

investment protection, customs union, etc.) (University of Maribor website). 
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2.7.  Regional free trade agreements  

 

The past fifteen years saw an explosion of trade agreements. There is almost no country in the 

world that is not a party of or in negotiations to conclude one or more regional integration 

agreements
11

. The main reason for trade agreements is economic. Emphasis is placed on the 

advantages brought by increased competition and the possibility of achieving (higher) 

economies of scale
12

 (Jeras, 2003).  

 

The World Bank divides the effects of trade agreements in two categories: (1) 

competitiveness and scale effects, and (2) trade and location effects. The competitiveness and 

scale effects arise when separate markets of different countries integrate into a single, unified 

market. Greater market enables the economies of scale as well as close contact between the 

producers in the member countries, and increases competition among them. The increasing 

enterprise efficiency weakens the existing monopolies. The change relating to the size of the 

market and competitiveness will be felt by the producers from non-members that export on 

the single market, and alter the products' price structure and the FDI regime. Owing to greater 

competition, prices will decrease while FDI will grow (as the foreign market will be more 

attractive). The reduction of prices of goods imported from partner countries encourages the 

consumers to buy products from the partner countries instead of those produced by their 

country or by non-members. Finally, this will result in changes relating to the real income of 

producers and consumers as well as of the entire country (Jeras, 2003). 

 

The negative side of trade agreements is the decrease in trading and in the transfer of 

technology to and from non-members, as well as a stronger dependency on specific markets. 

Most often, however, the advantages outweigh the negative effects, as indicated by the large 

number of agreements. In the past years, in fact, the world has witnessed a growth in the 

number of agreements as well as an increase of their qualities (Jeras, 2003).  

 

 

 

 

 

 

 

 

                                                 
11

 The World Bank uses the term "regional integration agreement" to stress its non-economic effects. Quite often, 

in fact, trade agreements also have political and social effects (e.g. the EU) (Jeras, 2003).  
12

 Trade agreements develop through the following main stages: 

1. Acknowledgement that efficient integration requires more than a mere reduction (abolition) of tariffs and 

quotas. Several other barriers lead to market segmentation and hinder the free movement of goods, services, 

investments, and ideas. 

2. Transition from a closed regionalism top a more open model. Many trade agreements concluded among the 

developing countries in the Seventies were based on a model of import substitution development, implemented 

thanks to regional agreements accompanied by substantial foreign trade barriers. 

3. Trading bloc, where the developed and the less developed countries participate on an equal footing. Such 

agreements aim at promoting the economy of all members. 

The third stage is also the most efficient one. A first example thereof was NAFTA, expanding the free trade 

agreement between the USA and Canada to include Mexico in 1994. Similar agreements also exist between the 

EU and less developed countries: the Europe Agreements with the candidate countries, a special agreement with 

Turkey, and, lately, a policy of what is known as the Mediterranean agreements, offering special opportunities to 

the countries of North Africa and the Middle East (Jeras, 2003). 
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3. THE MEDITERRANEAN FREE TRADE AREA 

 

Free trade agreements between the EU and the Mediterranean 

countries 
 

 

3.1. PAST DEVELOPMENT OF FREE TRADE IN THE 

MEDITERRANEAN   

 

3.1.1. EU and foreign trade 

 

Trade agreements are a very important element of the European trade policy. The agreements 

the EU entered in the past were motivated by various reasons: the association preparations, 

closer relations with the neighbouring countries and stimulation of development, the EU's 

reaction to political events, the establishment of political and economic cooperation and 

stability, the opening of new markets, and the establishment of new commercial rules and 

promotion of sustainable development. This variety is reflected by the existing agreements 

(the Europe agreements, the stabilisation and association agreements, the Euro-Mediterranean 

agreements, the partnership and cooperation agreements, etc.). Regional trade agreements are 

used by the EU for different purposes, whereby an important role is attributed to the long-

term perspective thereof. The purpose of such agreements is not solely to remove the 

traditional barriers to trade (White Paper, 2007). The agreements entered by the EU with other 

countries represent two thirds of all commercial agreements in the world (Jeras, 2003).
13

  

 

Free trade agreements entered by the EU with less developed countries are of asymmetric 

nature, implying that the EU, upon entering into force of such agreements, abolishes, as a 

general rule, all tariffs for industrial products, while allowing the other parties to proceed 

gradually - within a specified transition period, starting with the entry into force of the 

agreement. For agricultural commodities and processed agricultural products as well as 

fishery products, the parties in general agree to exchange concessions. Bilateral and regional 

agreement negotiations may help to cover some of the missing aspects of the multilateral 

negotiations held under the WTO; this process, which leads to liberalisation of trade between 

the parties to the agreement, is also much faster (White Paper, 2007). 

 

Article 113 of the Treaty on European Union serves as legal basis for one of the most 

important European policies, namely the common commercial policy. Article 113 provides 

that common commercial policy shall be based on uniform principles, particularly in regard to 

tariff rates, the achievement of uniformity in measures of liberalization, and measures to 

protect trade. European regulations on common commercial policy are binding in their 

entirety and directly applicable in all Member States. In international trade, the Member 

States act as one subject. Hence, the Members States need to coordinate their commercial 

policies even though their priorities may differ. When determining the priorities, the Member 

                                                 
13

 For the list of free trade agreements see Appendix 1, for the list of free trade agreements entered by the EU 

that are currently under preparation (that are being negotiated) see Appendix 2. 
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States represent the interests of their economies, taking into account also the common interest 

of the European Union (White Paper, 2007). 

 

The EU has progressively removed barriers to trade and is today one of world's most outward-

oriented economies. The average tariff rate for industrial products in the EU is 4 % and is 

amongst the lowest in the world. EU trade in goods and services accounts for 15 % of its GDP 

(that is 3 points above the US or Japan). The EU is the first exporter of goods and services 

and the first investor abroad. The liberalisation of trade has been a major catalyst of the 

European productivity growth, owing to greater competition, better specialization based on 

comparative advantage, innovations, the technological content of foreign imports and 

investments, and economies of scale. 

 

EU has great export potential in high-quality and high-tech products and services. 

Enforcement of intellectual property rights at the international level is of utmost importance 

when it comes to preserving this comparative advantage. Basic principles of the common 

commercial policy of the EU include free access to third markets, ensuring necessary 

competition on external markets ensured by the EU, as well as respect and promotion of WTO 

rules and arrangements. The EU strives to focus its trade in a way as to ensure that the 

positive effects thereof reach the poorest countries. Industrial products are imported in the EU 

at preferential rates specified under bilateral agreements, the generalised system of 

preferences and suspension of tariff duties (White Paper, 2007). 

 

 

3.1.2. Euro-Mediterranean Partnership and the Euro-Mediterranean Free 

Trade Area 

 

Owing to its vicinity, the EU has always evinced much interest in the south Mediterranean 

region
14

 given the millennia of shared history, culture and exchange (Müller-Jentsch, 2003).  

 

This interest has also given rise to several economic agreements and a conference in 

Barcelona, representing a milestone in the relations betweens the two regions. The Euro-

Mediterranean Conference held in Barcelona on 27 and 28 November 1995 brought together 

foreign ministers of the (then) 15 EU Member States and 12 Mediterranean countries 

(Morocco, Algeria, Tunisia, Egypt, Israel, Jordan, Palestinian Authority of the West Bank and 

Gaza Strip, Lebanon, Turkey, Cyprus, and Malta). The US participated in the conference as 

an observer.
15

 The conference marked the beginning of the Euro-Mediterranean Partnership, 

launching the process also known as the Barcelona Process. The Barcelona Declaration, 

adopted at the conference, established three main objectives: 

 

- Political and security partnership: establishing a common area of peace and stability; 

- Economic and financial partnership: creating an area of shared prosperity; 

- Partnership in social, cultural and human affairs: developing human resources, 

promoting understanding between cultures and exchanges between civil societies from 

both sides of the Mediterranean. 

                                                 
14

 For the map of the area see Appendix (below). 
15

 The US has also demonstrated significant economic interest in this area. By 2013, the US is pushing for the 

creation of the Middle East Free Trade Area - MEFTA. The US has already closed free trade agreements with 

Israel and Jordan and is nearing free trade agreement Morocco and Bahrain. Free trade agreements are also to be 

entered by the US with Oman and the UAE. 

http://ec.europa.eu/trade/issues/sectoral/intell_property/index_en.htm
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The final objective of the Euro-Mediterranean Partnership is to establish free movement of 

goods, services, and capital (i.e. a free trade area) by 2010. 

 

Several Euro-Mediterranean conferences of ministers for foreign affairs
16

 were organised in 

the following years at different intervals, the last one in Lisbon in November 2007.
17

 The 

Euro-Mediterranean Trade Conferences (Brussels 2001, Toledo 2002, Palermo 2003, Istanbul 

2004 and Marrakech 2006) contributed to the advancement of foreign trade.
18

 At the Euro-

Mediterranean Conference of Ministers of Foreign Affairs held in Stuttgart in 1999, an 

agreement was reached that Libya could become a member of the Euro-Mediterranean 

Partnership, however upon having fully accepted the Barcelona acquis. This process is based 

on respect of human rights and development of democracy, two fundamental prerequisites for 

peace, stability, and shared prosperity of the region. The year 2005 was named the "Year of 

the Mediterranean" marking, among other, the 10
th

 anniversary of the beginning of the 

Barcelona Process. 

 

With the aim of establishing a free trade area, the EU has signed bilateral association 

agreements with Mediterranean countries (vertical or North-South integration). The 

agreements set out a gradual reduction of tariff and non-tariff barriers applied on industrial 

products, while anticipating a progressive liberalisation of trade in agricultural products 

through reciprocal preferential access to the markets of the parties to the agreements. At the 

same time, the Barcelona process provides a framework for free trade agreements to be 

implemented among the Mediterranean Countries themselves (horizontal or South-South 

integration). 

 

The process leading to the Euro-Mediterranean agreements was very complex, since 

negotiations took longer than expected. Each agreement was preceded by a difficult 

negotiating process between the European Commission and the respective Mediterranean 

Partner (Müller-Jentsch, 2003)
19

. 

 

The EU has concluded and currently implements association agreements with the following 

countries: Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Lebanon, and Tunisia. The 

agreement with Lebanon has been initiated (with the EC Council to decide on the signature
20

), 

and an interim agreement concluded with the Palestine Authority of the West Bank and Gaza 

Strip. Bilateral Euro-Mediterranean association agreements are similar to accession 

agreements concluded with the EU candidate countries (the import of industrial products from 

                                                 
16

 At the Euro-Mediterranean Conference in Crete (2003), the foreign ministers agreed to include the Euro-

Mediterranean Parliamentary Assembly (EMPA) in the framework of the Barcelona Process. The founding 

session of the EMPA was held in Greece between 22 and 23 March 2004. Slovenia was represented at the 

meeting by the Vice-President of the National Assembly, Mr Valentin Pohorec. The EMPA consists of 240 

parliamentarians: 120 from the European Union (75 from the national parliaments of the European Union 

Member States and 45 from the European Parliament) and 120 from the Mediterranean Partner countries. 
17

 The conclusions of this meeting, relating to all areas of the Partnership, and partially also to the free trade area, 

are available in English at the following website: http://www.eu2007.pt/NR/rdonlyres/FF7CA6E4-5980-4B3A-

A3B6-00D072967697/0/9ReuniaoEuromedMNES.pdf. 
18

 The next trade conference is scheduled to take place in France in the second half of 2008. 
19

 "This new regional dynamics faces reserves and has its limitations. In fact, it needs to be recognised that the 

risks for these Mediterranean countries are considerable and it is not even certain that this is the best solution for 

them. How can we know if such process of regionalisation is coherent in the Mediterranean, despite of the very 

honourable results remarked in other areas of the world?" (Darbot Trupiano). 
20

 The decision is pending due to political reasons. 

http://ec.europa.eu/trade/issues/bilateral/regions/euromed/aa_en.htm
http://www.eu2007.pt/NR/rdonlyres/FF7CA6E4-5980-4B3A-A3B6-00D072967697/0/9ReuniaoEuromedMNES.pdf
http://www.eu2007.pt/NR/rdonlyres/FF7CA6E4-5980-4B3A-A3B6-00D072967697/0/9ReuniaoEuromedMNES.pdf
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those countries in the EU is not subject to tariff duties); however, they exclude the possibility 

of joining the European Union (EC website).  

 

The following table contains a detailed list of association agreements concluded with 

individual countries: 

 

Table 2: Association agreements 

 
 TITLE OF THE AGREEMENT STATUS: 

ALGERIA 

COM (2002) 157 final 

Euro-Mediterranean Association Agreement Signed :  22 April 2002  

Entry into force: September 

2005 

EGYPT 

COM (2001) 184 final 

Euro-Mediterranean Association Agreement Signed on 25 June 2001 

Entry into force: 1 June 2004 

ISRAEL 

OJ L 147 

Euro-Mediterranean Association Agreement Signed: 20 November 1995  

Entry into force: 1 June 2000 

JORDAN 

OJ L 129/02 

Euro-Mediterranean Association Agreement Signed on 24 November 

1997  

Entry into force: 1 May 2002 

LEBANON 

COM (2002) 170 final 

Association Agreement 

(April 2002) 

Interim Agreement 

(September 2002) 

Euro-Mediterranean Association Agreement  

 

Interim Agreement for Early Implementation of. 

Trade Measures 

Signed: 17 June 2002 

Entry into force: 1 April 

2006. 

 

Entry into force: 1 March 

2003 

MOROCCO 

OJ L 70/00 

Euro-Mediterranean Association Agreement Signed: 26 February 1996 

Entry into force: 1 March 

2000 

PALESTINE 

AUTHORITY 

OJ L 187/97 

Interim Association Agreement, Euro-

Mediterranean Association Agreement 

Signed: 24 February 1997 

Entry into force: 1 July 1997 

LEBANON 

 

Euro-Mediterranean Association Agreement Negotiations concluded  

Initialled: 19 October 2004 

The EU Council is to decide 

on the signature. 

TUNISIA 

OJ L 97/98 

Euro-Mediterranean Association Agreement Signed: 17 July 1995 

Entry into force: 1 March 

1998 

TURKEY 

OJ L 35/96  

Agreement establishing the definite phase of the 

customs union 

Signed: 6 March 1995 

Entry into force: 31 

December 1995 

Source: EC website 

 

All association agreements provide for trade liberalisation of industrial goods by guaranteeing 

free access to the European market for exports from Mediterranean countries, and by gradual 

tariff dismantling for EU exports over a specified transitional period. Tariffs imposed on EU 

industrial goods are to be removed by the Mediterranean Partners over a transitional period of 

up to 12 years (15 years for some) from the entry into force of the agreement, while for 

certain groups of other products the tariffs are removed with immediate effect. In agriculture, 

reciprocal preferences are granted by the parties. Liberalisation of trade in services and 

investment, including the right of establishment, is also part of the association agreements' 

key objectives. (EC website, Alvarez-Coque, 2003).  

 

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/treatiesGeneralData.do?step=0&redirect=true&treatyId=821
http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/treatiesGeneralData.do?step=0&redirect=true&treatyId=231
http://europa.eu/eur-lex/pri/en/oj/dat/2000/l_147/l_14720000621en00030156.pdf
http://www.dellbn.ec.europa.eu/en/eu_and_lebanon/agreements.htm
http://europa.eu/eur-lex/pri/en/oj/dat/2000/l_070/l_07020000318en00020190.pdf
http://europa.eu/smartapi/cgi/sga_doc?smartapi!celexapi!prod!CELEXnumdoc&lg=EN&numdoc=21997A0716(01)&model=guichett
http://europa.eu/eur-lex/pri/en/oj/dat/1998/l_097/l_09719980330en00020174.pdf
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The Euro-Mediterranean free trade area between the EU and the 12 Mediterranean Partners 

shall be established by the target date of 2010. Prospective members of the free trade area are 

as follows: the (currently 27) Member States of the EU
21

, Algeria, Egypt, Israel, Jordan, 

Lebanon, Morocco, Palestine Authority of the West Bank and Gaza Strip, and Tunisia. Malta 

and Cyprus that also took part in the Barcelona Process have since joined the EU, and Turkey 

entered in a customs union with the EU. Possible additional (future) partners of the free trade 

area are: Lebanon, Libya, the Gulf States
22

, Iraq, and Mauretania.
23

  

 

At the same time, regional free trade agreements are being implemented among the 

Mediterranean Countries themselves. The Agadir Free Trade Agreement, entering into force 

in 2007, was concluded by Tunisia, Morocco, Jordan and Egypt, with Lebanon and Syria 

already expressing interest to join the Agreement. Other potential parties to the Agreement 

include: Algeria, Libya, Mauretania and the Palestine Authority of the West Bank and Gaza 

Strip (EC website and Wikipedia). 

 

In addition to the Agadir Agreement, a bilateral free trade agreement was signed by Israel and 

Jordan, while Egypt, Israel, Morocco, and Tunisia concluded bilateral free trade agreement 

with Turkey.  

 

As evident from Table 3, depicting Mediterranean association and regional agreements, the 

process of establishing the Mediterranean free trade area is far from complete (white spaces 

indicating the absence of agreements between individual countries), this being particularly 

true for Israel that has not established diplomatic relations with many Arab states (spaces 

indicated by NDR). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
21

 The Principality of Monaco is not a member of the EU, but is in a customs union with France.  
22

 Including Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.  
23

 The communication on the entry into force of the protocols on the rules of origin was published in 2006, 

containing the dates of entry into force for those countries already implementing the cumulation. A detailed 

description of the cumulation (origin of goods) is provided in Appendix 3. 
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Table 3: Regional free trade agreements 

 

  

  

Associated 

Members Partner States 

Other  

possible 

partners 

EU Turkey Morocc

o 

Algeria Tunisia Egypt Jordan Lebanon Syria Israel Palest.Auth. Libya 

EU  x CU 1996 
AA 

2000 

AA 

2005 

AA 

1998 

AA 

2004 
AA 2002 

AA 

2006 

I AA I 
  

AA 2000 AA 1997 

Turkey  CU 

1996 

  x  FTA   FTA 

2005 

 FTA 

2006 

       FTA  

1997 

 FTA 2005   

Morocco 
AA 

2000 
 FTA   x   

Agadir 

2004 

Agadir 

2004 

Agadir 

2004 

N 
   NDR     

Agadir 

Algeria AA 

2005 

      x     FTA      NDR     

Tunisia 
AA 

 FTA 2005 
Agadir 

2004 
    X 

Agadir 

2004 

Agadir 

2004 

N 
   NDR     

1998 Agadir 

Egypt 
AA 

2004 
 FTA 2006 

Agadir 

2004 
  

Agadir 

2004 
  x 

Agadir 

2004 

N 
        

Agadir 

Jordan 
AA 

2002 
  

Agadir 

2004 
FTA 

Agadir 

2004 

Agadir 

2004 
  x 

N 
FTA   

I 
FTA 

Agadir FTA 

Lebanon 
AA 

2006 
  

N 
  

N N N 
  x    NDR     

Agadir Agadir Agadir Agadir 

Syria AA           FTA     x  NDR     

Israel AA 

2000 

 FTA  1997  NDR  NDR  NDR      NDR  NDR   x CU 1994  NDR 

Palest. 

Auth. 

I 
 FTA 2005         

I 
    

CU 

1994 
  x   

AA 

1997 

FTA 

Libya       FTA   NDR    x  
Sources: Wikipedia, EC Website. 

 

Key:   

CU   Customs Union 

AA   Association Agreement 

FTA   Free Trade Agreement 

I    Interim Agreement 

Agadir   Agadir Free Trade Agreement 

N    Agreement Negotiations 

NDR   No diplomatic relations with Israel 

 

Gray   Agreement in Force (Year of entry into force)   

Dark Gray  Interim Agreement (AA, FTA) 

 

Also in the process of negotiation is the enlargement of the Agadir Free Trade Agreement to 

create a Great Arab Free Trade Area. The Arab League has already announced the expectation 

that by 2015 the Agadir Agreement shall extend to 22 Arab countries under the Arab Free 

Trade Agreement. 

 

According to the European Commission, the EU is also committed to promote peace, 

stability, freedom, and economic prosperity in the seven Southeast European countries 

(Albania, Bosnia- Herzegovina, Croatia, the Former Yugoslav Republic of Macedonia, 

Montenegro, Serbia, and territories of Kosovo).
24

 By offering autonomous trade measures to 

these countries in 2000, the EU made it possible for nearly all their exports to enter the Union 

                                                 
24

 As defined in United Nation Security Council Resolution 1244. 
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free of duties and any quantitative limits. In 2005, these autonomous trade concessions were 

extended for another period of 5 years. 

 

In addition to the autonomous trade measures mentioned above, the EU is negotiating and 

implementing stabilisation and association agreements with the countries of the region. 

Agreements are in force with the Former Yugoslav Republic of Macedonia (entered into force 

on 1 May 2004), Croatia (entered into force on 1 February 2005), and Albania (the Interim 

Agreement entered into force on 1 December 2006). The negotiations with Montenegro, 

Serbia, and Bosnia and Herzegovina started in late 2005. 

 

The stabilisation and association agreements cover a number of areas, focusing on: 

 

- trade liberalisation in goods and other trade-related issues (services, government 

procurement, protection of intellectual property, competition, etc.);  

- political dialogue; 

- legal approximation; 

- other areas of co-operation, such as industry, environment and energy. 

 

The aim of these agreements is to progressively establish a free-trade area between the EU 

and the countries of the region, on the basis of reciprocity but in an asymmetric manner (EC 

website). 

 

 

 

3.2. FUTURE PROSPECTS FOR FREE TRADE IN THE 

MEDITERRANEAN 

 

3.2.1. Continuation of negotiations on services and trade in agricultural 

products 

 

Still on the agenda of the Euro-Mediterranean Partnership are liberalisation of services and 

trade in agricultural products, in both the vertical (between the EU and individual 

Mediterranean countries) and horizontal (among the individual Mediterranean countries 

themselves) direction. 

 

Negotiations on the right of establishment have elicited much attention, with most of the 

partners to negotiations already making their commitments. Following the meeting of the EU 

ministers of trade in Lisbon on 22 October 2007, the Commission is about to start bilateral 

negotiations on bilateral services and investment with a number of interested Mediterranean 

partners in early 2008. The negotiations are likely to end in the envisaged time frame by 2010, 

thus substantially liberalising services and the right of establishment.   

 

Negotiations on liberalisation of trade in agricultural, fisheries and processed agricultural 

products among Egypt, Israel, and Morocco are also making progress. In 2005, negotiations 

between the Commission and Jordan ended, resulting in substantial liberalisation of trade 

between the countries. Tunisia has also committed itself to close the negotiations by the end 
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of 2007. Discussions are also taking place on bilateral agreements on mutual recognition and 

protection of the geographic denominations for agricultural products. Cooperation between 

the EU and the Mediterranean Partners for sustainable development of fishing resources is 

also about to strengthen, particularly in the framework of the competent regional bodies 

(General Fisheries Commission for the Mediterranean and the International Commission for 

the Conservation of Atlantic Tunas) under the provisions of the declaration of the Ministerial 

Conference on the Sustainable Development of Fisheries in the Mediterranean, held in Venice 

in November 2003. (See Communication from the Commission to the Council and the 

European Parliament) 

 

 

3.2.2. Technical and financial support for achieving the partnership
25

 

 

The principal financial instruments for the implementation of the Euro-Mediterranean 

Partnership were the MEDA (1995-1999) and the  MEDA II programmes (2000-2006), 

offering technical and financial support measures to accompany the reform of economic and 

social structures in the Mediterranean countries (White Paper, 2007). The resources allocated 

to the mentioned programmes from the EU budget were combined with substantial loans from 

the European Investment Bank, which is also an important source of funding for the activities 

in the Euro-Mediterranean Partnership. The resources allocated to MEDA since 1995 totalled 

about EUR 10 billion. 

 

The European Commission has prepared national and regional strategy papers and indicative 

programmes, which will provide the framework for Euro-Mediterranean national and regional 

financial cooperation from 2007 onwards under the new European Neighbourhood and 

Partnership Instrument (ENPI). From 2007, the Regional Strategy and Indicative Programme 

focuses principally on funding the priorities identified in the Five-Year Work Programme. 

 

The European Neighbourhood Policy, outlined in 2003, was established with the objective of 

offering the European neighbours stability, safety and prosperity of the EU in circumstances 

other than the process of enlargement. The objective is also to avoid the emergence of new 

dividing lines in Europe by offering the neighbouring countries strengthened political, 

security, economic, and cultural cooperation, building upon a mutual commitment to common 

values: democracy, the rule of law, good governance, human rights (including the freedom of 

media), and common interests including, among other, sustainable development.  

 

The ENPI sets out an agenda of political and economic reforms, backed by the EU in terms of 

financial and technical support. It also promotes the opening of the markets and access to EU 

programmes (if necessary). The central elements for the implementation are bilateral Action 

Plans, agreed between the EU and each partner.
26
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 Source: EC website, unless indicated otherwise. 
26

 ENPI is implemented via three types of programmes: country programmes (73 % of all funds allocated) for 

bilateral cooperation between the EU and individual beneficiary country; cross border cooperation programmes 

(5 % of all funds allocated) between the EU and the neighbouring countries on the external border of the EU; 

and regional programmes (15 % of all funds allocated) for cooperation among the beneficiary countries among 

themselves. In addition to the programmes within the ENPI framework, twinning and technical assistance 

programmes will be actively implemented as well. ENPI also provides for the establishment of the Governance 

facility and support for investments fund, for which the European Union has earmarked EUR 700 billion over the 

next seven years, i.e. about EUR 100 billion annually. This fund is expected to become operational in 2008, or at 

the beginning of 2009 at the latest. 
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In the period 2007–2013, the European Union will allocate approximately EUR 15 billion to 

the ENPI program. The MEDA countries are now grouped together as the Southern States.
27

 

Key areas of assistance for the Southern States are as follows: support for institutional, 

legislative and administrative reforms, assistance with economic and trade development; 

assistance to the financial sector and investment promotion; assistance for social reforms and 

human resources development; education and training; assistance in the fight against 

terrorism; assistance in environmental protection and waste management; assistance for 

poverty reduction and job creation; assistance for public health; assistance for modernisation 

of industry and the energy sector, and general support for economic infrastructure; assistance 

for strengthening human rights and migrations; and assistance for the civil society and local 

development. 

 

3.2.3. Recent EU policies toward the Mediterranean partner countries  

 

The main objectives for future activities of the Euro-Mediterranean Partnership are provided 

in the Five Year Work Programme, adopted in 2005, and implemented through the annual 

work programmes. The 2007 work programme, adopted by the ministers of foreign affairs at 

the 8
th

 Euro-Mediterranean Conference in Tampere, Finland, defined the activities in the 

fundamental categories of the Partnership (see Declaration on Activities of the Republic of 

Slovenia in the Institutions of the European Union in the Period January 2007 - June 2008).
28

  

 

In its resolution of March 2007, the European Parliament expressed concern for the lack of a 

clear definition of the EU's Mediterranean policy and of a long-term strategic vision for the 

region's development and stabilisation. The EU is far from reaching its objectives and trade 

exchange structures are still poorly diversified. The European Parliament also expressed its 

concern over the findings of the Sustainability Impact Assessment of the Euro-Mediterranean 

Free Trade Area, a study produced by the University of Manchester, and suggested more 

attention be paid to social cohesion and sustainable development advocated by this study. The 

EP also called to adopt, as soon as possible, protocols on the rules of origin (Resolution of the 

European Parliament). 

                                                                                                                                                         
ENPI programmes listed by countries are available at the EC website: 

http://ec.europa.eu/world/enp/index_en.htm. 
27

 The group of Southern States consists of 10 Mediterranean countries: Algeria, Egypt, Israel, Jordan, Lebanon, 

Libya, Morocco, Palestine, Syria and Tunis, for which about EUR 10 billion will be earmarked. (Government 

Office for European Affairs website). 
28

These activities are divided in three categories: 

 - political and security dialogue (to create an area of peace, safety and stability, with special attention placed on 

the resumption of the Middle East peace process, to organise a ministerial meeting on migrations, to work 

towards an enhanced role for civil society and women, to introduce international voting standards, to implement 

the code on conduct countering terrorism, to improve working methods, etc.),  

- economic dimension (to continue negotiations on the regional free trade zone, to organise a ministerial meeting 

on commerce, finance, energy and tourism, to organise a forum on transport, to set up a standing committee for 

the implementation of the Horizon 2020 environment initiative, and an hoc group to investigate the possibilities 

of enhancing the investment inflow into the region, etc.),  

- education and social development (to create a university forum, to launch a scholarship scheme, to organise 

workshops on employment and contagious diseases) as well as intercultural dialogue (to enhance the role of the 

Anna Lindh Foundation for intercultural dialogue, to launch a project for enhanced role of the media, to promote 

youth exchange, to form a youth parliament, to organise a ministerial meeting on culture, etc.). (Taken from the 

Declaration on Activities of Republic of Slovenia in the Institutions of the European Union in the Period January 

2007 - June 2008). 

http://ec.europa.eu/world/enp/index_en.htm
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Among the proposals and objectives for 2008 (Communication from the Commission to the 

Council and the European Parliament), the Commission suggests holding a ministerial 

meeting on trade and the first Euro-Mediterranean meeting on tourism, as well as some other 

initiatives in social affairs, culture, health, information society, and the like. 

 

The proposals and objectives for 2008 referred to above are as follows: 2008 will be an 

important year for the implementation of the priorities established at the Barcelona Summit. 

Substantial progress is expected in the implementation of a number of initiatives adopted in 

previous years, especially the implementation of "Horizon 2020" initiative on the de-pollution 

of the Mediterranean, as well as further actions in the programme adopted at the ministerial 

meeting on the role of women in society. Also in 2008, Euro-Mediterranean partners will 

launch five major initiatives to strengthen the partnership and to extend it to other areas. 

These initiatives are: the Euro-Mediterranean Ministerial Meeting on culture; the first Euro-

Mediterranean Ministerial Meeting on employment and social affairs; the first Euro-

Mediterranean Ministerial Meeting on tourism; the Euro-Mediterranean Ministerial Meeting 

on health; and the launching of a partnership between the Commission and Mediterranean 

country administrations to foster secondment and exchange of officials and trainees. In 

addition to these initiatives, the Partnership will continue its work in other areas of relevance, 

such as information society, the second Euro-Mediterranean Ministers Conference in this 

field; the annual FEMIP conference; the 4
th

 Euro-Mediterranean ECOFIN Ministerial 

conference; the Trade Ministers meetings, and the conference on industrial cooperation. 

Towards the end of 2008, the meeting of foreign affairs ministers will take place. 

 

Enhancing the Anna Lindh Foundation and promoting intercultural dialogue  

(the Anna Lindh Foundation for the dialogue between cultures was officially inaugurated in 

April 2005 in Alexandria, Egypt. After an initial period of work during which the Foundation 

has established itself as the common Euro-Mediterranean institution dedicated to cultural 

dialogue, partners will consolidate the institution by approving new statutes and appointing a 

new leadership to be in place from April 2008.) 

 

A Euro-Mediterranean ministerial meeting on culture and cultural dialogue in 2008 will be an 

important event intended to allow partners to set out political guidelines for the future 

activities of the Foundation. The Commission proposed to give particular visibility to this 

meeting with events in Euro-Mediterranean partner countries to promote intercultural 

dialogue and diversity and to raise the profile of the Anna Lindh Foundation as a bridge 

between Euro-Mediterranean cultures, religions, and beliefs. A Euro-Mediterranean 

ministerial meeting on cultural dialogue will be in line with the objectives of the decision by 

the European Parliament and the European Council to designate 2008 as the European Year of 

Intercultural Dialogue (Decision of 18 December 2006). In synergy with this, the Commission 

proposes that ministers in Lisbon declare 2008 as the Euro-Mediterranean Year of Inter-

Cultural Dialogue (Communication from the Commission to the Council and the European 

Parliament). 
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3.2.4. Proposal to establish a Mediterranean Union and/or Union for the 

Mediterranean 

 

In addition to the activities related to the Barcelona process, the initiative to establish a 

"Mediterranean Union" - i.e. a community gathering the countries of the Mediterranean rim - 

has recently been launched by the French President Nicolas Sarkozy. The idea was originally 

suggested as part of the Sarkozy's election campaign. The Mediterranean Union would be 

established in 2008 under the French Presidency of the EU. However, the lack of details 

provided so far has been a source of criticism
29

 and concern about its implications for the 

existing partnership and a possible duplication of EU policies in this area.  

 

 

The idea and purpose of the Mediterranean Union are explained in more detail on the website 

of the French Embassy in Ljubljana. On 20 December 2007, the French President and the 

Italian and Spanish Prime Ministers met in Rome to discuss the rough outlines of the future 

Mediterranean Union. Its purpose is to gather Europe and Asia through the countries ringing 

the Mediterranean and to establish a partnership according to the principle of equality 

among the countries of the Mediterranean area. The added value of the Mediterranean Union 

is seen in its political promotion of cooperation among Mediterranean countries and 

mobilisation of the civil society, entrepreneurship, local communities, associations, and 

NGOs. The Mediterranean Union would be the heart and soul of cooperation in the 

Mediterranean and for the Mediterranean. It would aim at grater transparency and clarity of 

activities of various institutions to the benefit of the Mediterranean. The Mediterranean 

Union would be established based on the principle of cooperation instead of integration. To 

meet this objective, the Presidents of States and Governments of the Mediterranean rim 

countries would meet with EU Member States in Paris on 14 July to define the common vision 

of the Mediterranean Union. Prior to the summit, the Mediterranean countries alone would 

meet on 13 July. The summit would set out the principles and organisation of the 

Mediterranean Union. Its activities would be based on the implementation of specific projects 

and on the recognition that in a certain aspect the Mediterranean countries and the EU share 

a common fate. Before the meeting, France, Spain and Italy would start the preparations and 

discuss the proposal with all the countries involved in order to identify the priority areas of 

cooperation, the projects, their feasibility studies and sources of finance, as well as to provide 

a list of those wishing to participate in individual projects (taken from the French Embassy's 

website). 

 

The Mediterranean Union is not intended to replace the cooperation and dialogue that 

already exist among the Mediterranean countries. Its only purpose is to complement and 

accelerate them in the spirit of cooperation with all the existing institutions. The Barcelona 

process and the European Neighbourhood Policy will thus maintain the leading role in the 

partnership between the European Union and its partners in the Mediterranean. The 

Mediterranean Union will not interfere with the stabilisation and association processes of 

individual countries nor with the negotiating processes taking place between Croatia and the 

European Union or between the European Union and Turkey (taken from the French 

Embassy's website). 
 

                                                 
29

 According to the Embassy's website, the Mediterranean Union would include all Mediterranean countries, 

Portugal and Mauretania. A map of the MU is provided in Appendix 4, and a list of the members in Appendix 5. 
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The French minister of foreign affairs Bernard Kouchner presented the idea of establishing 

the Mediterranean Union to his colleagues from the Mediterranean EU Member States in 

Portorož on 5 July 2007. "In principle, we have agreed that the Barcelona process would 

evolve into the Mediterranean Union," commented the Slovenian minister of foreign affairs 

Dimitrij Rupel. "The Mediterranean Union would be based on the Barcelona process, and all 

the countries involved therein would become members of the Mediterranean Union. With the 

establishment of new agencies, the Mediterranean Union would move the existing 

cooperation onto a higher level." (website of the Ministry of Foreign Affairs of Slovenia). 

 

The proposal to establish a Mediterranean Union was also supported by the "Olive Group" 

(the Mediterranean EU Member States) at the 5
th

 informal meeting of foreign ministers in 

Cyprus in January 2008. The participants agreed that the Union would be complementary to 

the Barcelona process, that all EU Member States should be involved in this initiative, and 

that it would, in no way, interfere or substitute the accession prospects of the candidate 

countries (website of the Ministry of Foreign Affairs of Cyprus). 

 

As regards the institutions of the Mediterranean Union, members would form a council under 

a rotating presidency (similar to the EU model), dealing with energy, security, counter-

terrorism, immigration, and trade. A Mediterranean Development Bank
30

, modelled on its 

European counterpart, would help develop eastern and southern economies. The 

Mediterranean and European Unions would work together and share some institutions, 

including a common judicial area to fight corruption, terrorism, organised crime, and people 

smuggling.  

 

On 14 March 2008, the European Council approved the principle of a Union for the 

Mediterranean which would include the Member States of the European Union and the non-

EU Mediterranean coastal states. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
30

 Its origins could be based on the model of Mediterranean Banking Network, established in 1995 by Nova 

Ljubljanska banka (Slovenia) and the Bank of Valetta (Malta) and two others institutions. Today it includes 

financial institutions of 12 countries. If MDB is to be developed, governments and international organizations 

and financial institutions should be directly involved. 
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3.3. STRENGTHS AND WEAKNESSES OF A FREE TRADE 

AREA IN THE MEDITERRANEAN  

 

In general terms, the strengths and weaknesses of a free trade area in the Mediterranean are 

presented in the second chapter, while the present chapter explains them in more detail. The 

Euro-Mediterranean area is an example of regional integration involving two groups of 

countries with exceptional diversities and asymmetries. The EU is a much larger economy 

than the Mediterranean countries. The asymmetry north-south is considerable as the GDP per 

capita in the EU is about ten times more than in the Mediterranean. Another difference is the 

actual size of the economies.
31

 It is also true that there is a limited trading activity among 

these countries as such. In fact, trading within the South Mediterranean accounts for less than 

15 % of their total trade and is the lowest compared to any other region of this size in the 

world (Alvarez-Coque et al., 2006)
32

. 

 

 

 

 

 

The main barriers to regional integration among the Mediterranean countries are as follows: 

 

- insufficient size of the local markets, 

- lack of industry diversification and complementarity, 

- drawbacks in infrastructure (transport, telecommunications), 

- over-bureaucratisation at borders, 

- lack of integration among the relevant countries, 

- high tariff protection (Negm et al., 2006).   

 

The following industries are particularly dynamic and could make up the region's potential: 

petroleum and chemical industry and chemicals, agriculture, ICT, production of goods, 

pharmaceutical industry, tourism (Negm et al., 2006). 

 

In an increasingly globalised world, the EU remains the main partner of the Mediterranean 

countries in terms of trade in goods and services. The EU accounts for more than 50 % of 

their trading, with some Mediterranean countries exporting to the EU even more than 70 % of 

their total exports. The EU is also the main foreign direct investor in the region (36 % of the 

total FDI), as well as the main provider of financial aid and financing (yearly almost EUR 3 

billion in the form of loans and donations). Moreover, the EU is an important contributor to 

tourism and the main destination for migrants from the Mediterranean. On the other hand, the 

Mediterranean countries accounted for only 4 % of the EU foreign trade at the end of last 

century, meaning that they do not represent an important trading partner for the EU (EC 

website and Müller-Jentsch, 2003). 

 

                                                 
31

 In France, for example, GDP per capita is 18 times more than in Morocco, and in Spain it is 9 times more than 

in Algeria. GDP in Maghreb (Morocco, Algeria, Tunisia) with a population of 66 million is lower than in 

Portugal (population of 10 million), while GDP in the Marrakech countries (Egypt, Lebanon, Syria, Jordan) with 

a total population of 86 million is almost similar to GDP in Greece (population of 10 million) or Finland 

(population of 5 million) (Alvarez-Coque et al., 2007). 
32

 Péridy (2005) estimates that trade flows among members are extremely low due to lack of economic 

complementarity and the relatively high trading costs. Therefore, the Agadir Free Trade Agreement can only 

have a limited effect.  
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Although association agreements have been concluded between the EU and the Mediterranean 

countries, the creation of an actual regional market is still hindered, mostly because of the 

slow integration among the Mediterranean countries. The continuous fragmentation of South 

Mediterranean countries puts off major domestic and foreign investments. The EU might as 

well be the largest partner of the region, but partnership has not yet fully come to life 

(Alvarez-Coque et al., 2006). Critics even sustain that the Euro-Mediterranean partnership can 

not be successful because its objective is not the actual economic integration of 

Mediterranean countries into the European economy (Tovias, 2004). 

 

Data reveal that the liberalisation of trade was followed by an increase of trade in goods 

between the EU and the Mediterranean countries. Thus, the exports of the Mediterranean 

countries to the EU-27 in 2000-2006 rose by 10 % on average, whereby the highest share was 

recorded by Algeria and Egypt (17 %). In the same period, imports from the EU-27 grew by 

an average of 4 %, and the region accounted for more than 5 % (EUR 120 billion) of the EU 

trade in 2006 (EC website). 

 

3.3.1. Expected impacts of the free trade area in the EU  

 

According to the study undertaken by the University of Manchester
33

, the economic impacts 

for the EU are expected to be beneficial overall, but small in terms of direct economic 

efficiency. Larger economic gains may occur in the longer term for services, and to some 

extent (due to the expected impacts of investments) for industrial products. These cannot be 

forecast with certainty as they will be strongly dependent on individual investment decisions 

and other aspects of economic and development policy in both the EU and the Mediterranean 

countries.  

 

For agricultural liberalisation the economic benefits may be accompanied by significant 

adverse social impacts in local areas of the EU if not remedied by parallel mitigation 

measures. These impacts are mainly restricted to rural areas of southern European countries, 

where the types of crops grown are similar to those produced in the Mediterranean partner 

countries. In some areas the affected workers will include temporary migrants from the 

Mediterranean countries, with a knock-on effect on social issues in these countries. 

 

Both positive and negative environmental effects in the EU are expected. Impacts on water 

resources, agricultural pollution and biodiversity are generally beneficial, while those on the 

agricultural value and amenity value of rural environments may be adverse. 

 

 

3.3.2. Expected impacts of the free trade area in the Mediterranean partner 

countries  

 

In terms of direct effects on consumer welfare the economic impacts in the Mediterranean 

countries are generally positive and larger than in the EU, although a small short term 

negative effect is possible in some countries. For industrial products, welfare is expected to 

rise by an average of about 0.8 % of GDP, ranging from slightly less than zero in some 

                                                 
33

 The following subchapters are taken from a study prepared by the University of Manchester for the EU 

(Sustainability Impact Assessment of the Euro-Mediterranean Free Trade Area).  
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countries up to about 2 % of GDP in others. For agriculture and services the additional 

welfare gain averages about 0.5 % for each, with a small additional impact from south-south 

liberalisation. 

 

As in the EU, larger economic gains may occur in the longer term, but these are strongly 

dependent on domestic reforms and investment decisions. In particular there are large 

potential economic benefits from fuller regional integration, but to achieve them, other policy 

measures are needed in addition to south-south trade liberalisation and the trade agreements 

between the EU and the Mediterranean countries. 

 

The study identifies some social impacts in the Mediterranean countries that are beneficial in 

the short term as well as the long term, and others that may be significantly adverse unless 

effective mitigating action is taken. The potential impacts of greatest concern are: 

 

- a significant rise in unemployment, particularly for liberalisation of trade with the EU in 

industrial products and agriculture, and to a lesser extent for services and south-south 

liberalisation; 

- a fall in wage rates associated with increased unemployment; 

- a significant loss in government revenues in some countries, with potential for consequent 

social impacts through reduced expenditure on health, education and social support 

programmes; 

- greater vulnerability of poor households to fluctuations in world market prices for basic 

foods; 

- adverse effects on the status, living standards and health of rural women, associated with 

accelerated conversion from traditional to commercial agriculture. 

 

Similarly, both positive and negative environmental impacts are expected in the 

Mediterranean countries. The main potential adverse impacts that have been identified are: 

 

- significant local impacts on water resources, soil fertility and biodiversity in some areas; 

- higher environmental stress in cities, resulting from declining rural employment and 

accelerated rural-urban migration; 

- higher air pollution and coastal water pollution from greater international transport; 

- higher waste generation from greater use of packaging materials. 

 

Many of these potential impacts would occur primarily in the short or medium term, although 

this may be as long as ten to fifteen years over the full period of adjustment. Unless effective 

action is taken in the short term, some impacts may continue into the long term. 

 

The assessment indicates an overall adverse impact on the environment, arising primarily 

through the influence on greenhouse gas emissions of increased transport and changed 

consumption patterns in the partner countries.  

 

The study also evaluates the impacts on the Millennium Development Goals. It shows that 

unless effective mitigating action is taken, there will be a small but significant adverse effect 

on poverty, education, and health. Both positive and negative effects occur for the 

environment, while the impact on global partnership is positive. The potential adverse impacts 

arise primarily from a short term rise in unemployment and loss in tariff revenues. Without 

effective mitigation, some of the short term effects may continue into the long term. 
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3.3.3. Measures to mitigate adverse impacts  

 

Specific policy measures need to be taken by the EU and the Mediterranean countries to 

mitigate adverse impacts. The measures are presented in the study in the following six 

categories: 

 

- trade-related measures (for industrial goods, agriculture, services, south-south 

agreements); 

- domestic policy in the EU (social policy and environmental policy for southern EU 

countries, linked with the prevention of negative impacts in agriculture); 

- domestic policy in the Mediterranean countries (direct measures to help national industrial 

companies increase their competitiveness and meet the EU standards, develop national 

development strategies in which sustainable agriculture and economically diversified rural 

development are fully integrated with urban development, creation of regional institutions, 

cooperative investment in regional transport and other infrastructure, revised provisions 

for food subsidies, strengthened environmental regulation, assistance to small companies 

in environmental management);  

- EU development assistance (promotion of collaborative research among all Mediterranean 

countries, assistance in developing efficient tax systems which replace the lost tariff 

revenues); 

- EU support for stronger global governance; 

- joint action to monitor the future evolution of the Euro-Mediterranean free trade area.  

 



32 

4. THE NORTH AMERICAN FREE TRADE AGREEMENT 

(NAFTA) 

 
And the relations with the South American countries

34
 

 

The first step towards a regional economic integration in North America was the Auto Pact 

(The US-Canadian Agreement Concerning Automotive Products) signed in 1965 between the 

USA and Canada which removed tariffs on the trade in motor vehicles and their parts. Tariffs 

were collected on the added value and not on the total value of goods. 

 

The economic situation in the Eighties, when almost 50% of all international trade was 

carried out under regional free trade agreements, led to a modified policy of the USA as 

regards regional integrations. The USA is a large and powerful economy, both as regards its 

development and market size. On the other hand, Canada and Mexico, globally speaking, are 

relatively small economies. Their common economic characteristic is that both are export-

oriented towards the US market. The trend in the Canadian export trade shows that between 

1950 and 1994 the share of exports to the US markets increased, whereas the share of exports 

to Europe declined, thus making the Canadian economy to grow more and more dependent on 

the US market. Also the share of the Mexican export from the USA increased for about 20 

percentage points between 1988 and 1994.  

 

In 1989, a free trade area between the USA and Canada was established with the Canada - 

United States Free Trade Agreement (CUFSTA), aiming to eliminate import duties and 

quotas within a period of ten years, to reduce barriers to trade in goods and services, and to 

prohibit export subsidies in the agricultural sector. In the meanwhile, negotiations between the 

USA and Mexico and between Mexico and Canada continued.  

 

The North American Free Trade Agreement (NAFTA) concluded among the USA, Canada 

and Mexico originated in 1991 and came into force on 1 January 1994.
35

 The reasons leading 

to this agreement lie in the political and economic developments in the world. In 2007, it is 

still considered as the largest trading bloc in the world, according to the criteria of the total 

GDP of its members
36

. On the basis thereof, the majority of tariffs on products traded among 

the member states were eliminated. The Agreement also protected the intellectual property 

rights. The Agreement is trilateral in nature (the terms apply equally to all countries), except 

agriculture in which tariff reductions were negotiated on a bilateral basis. Provisions 

regarding worker and environmental protection were added later. The signatory states have 

different attitudes towards third countries and are also entering into free trade agreements with 

them.
37

 

                                                 
34

 Unless otherwise specified, this chapter is taken from Zalaznik. 
35

 The NAFTA agreement contains the following parts: 1) General Part – chapters 1 and 2; 2) Trade in Goods 

(rules of origin, customs procedures, trade and goods, textile and apparel goods, automotive sector, energy, 

agriculture, safeguards) – chapters 3-8; 3) Technical Barriers to Trade – chapter 9; 4) Government Procurement 

– chapter 10; 5) Investment and Services – chapters 11-16; 6) Intellectual Property – chapter 17; 7) 

Administrative and Institutional Provisions – chapters 18-20, and 8) Other Provisions – chapters 21 and 22. 
36

 It is interesting to know that in 2000-2002 the UK (particularly the right-winged parties) showed considerable 

interest in joining NAFTA as an alternative to EU membership. 
37

 Most agreements are concluded by the USA. As the least developed member, even Mexico has concluded such 

agreements with several countries (Wikipedia). 
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NAFTA is striving to eliminate all border barriers to trade, to achieve liberalisation of foreign 

investments and trade in services. The Agreement also allows the possibility of entry or 

associate membership to some other countries, of course with the approval of the three current 

members. NAFTA implies fully free trade between two highly developed countries and a 

developing one. 
38

 

 

The Agreement establishes a free trade zone between the USA, Canada and Mexico and 

complies with GATT. The main objectives (to be) achieved by the signatories by respecting 

the agreement principles and rules are the following: 

 

- to eliminate obstacles to the free trade and accelerate the flow of capital and services 

among the signatory states; 

- to create conditions for free competition; 

- to increase investment opportunities among the members; 

- to ensure a suitable and efficient protection of intellectual property rights by adopting 

suitable legislation; 

- to create efficient procedure for the enforcement of the agreement, for a joint 

administration and the resolution of disputable items; 

- to ensure the framework for further trilateral, regional and multilateral cooperation in 

expanding and increasing the benefits of the agreement. 

 

The motive of the USA was primarily political, although NAFTA is a trade agreement in its 

essence. The USA was searching for a way to stop the wave of illegal immigrants from 

Mexico which were coming to the USA in search of a better earning potential. After signing 

the agreement, the Mexican side of the United States-Mexico border witnessed rapid growth 

in the maquiladoras (assembly plants exempted from customs duties on imported raw 

materials and exported final products). Thus, the USA came to cheap labour force and at the 

same time restricted the problematic economic migration from Mexico.  

 

Another motive for the USA was the fact that with a modified policy on regional integrations 

and the growing power of the EU and Japan, the USA saw the agreement with Mexico as an 

opportunity for opening the American market to the south. NAFTA thus allows the possibility 

of establishing a free trade area in the territory of the entire North and South America, i.e. the 

Free Trade Areas of the Americas (FTAA). The elimination of barriers to the mutual 

exchange of goods and services also increases the possibilities of exporting to foreign 

markets. Consequently, this results in increased domestic production and thus lower 

unemployment rates and higher wages for national workers. Yet another reason to open the 

USA to the southern markets. 

 

Individual countries, signatories of the NAFTA, have the following objectives: 

- the main objective of the USA is (was) to promote production in Mexico and Canada, as 

well as to ensure greater competitiveness in the North American continent, 

- Canada wished (wishes) to liberalise import, to attract new investments and to adapt to the 

global market, 
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 Since the free trade agreement between two highly developed countries was joined by a developing country, 

the EU Member States had followed the economic and social events within NAFTA prior to enlargement with 

considerable attention. 
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- the Mexican objective is (was) to facilitate access of Mexican goods to the US market, to 

promote investments, to increase the employment rate, to augment the inflow of foreign 

financial sources, and to come out of the debt crisis. 

 

The NAFTA Agreement is, inter alia, also a North American response to the European 

integration of countries in the EU
39

 and to the role Japan plays in East Asia. In the past the 

USA, being the greatest global and regional power, took the initiative for trade cooperation 

mainly as a consequence of the American foreign policy interest and had little in common 

with trade. Such initiatives were primarily used as a means of combating the Communist 

regime, drug trafficking, or trying to influence the debt crisis. 

 

The most important NAFTA body is the Free Trade Commission (FTC) responsible for 

overseeing and monitoring all other institutions. The Commission also has a quasi-judicial 

function. Each of the three countries has a free trade ministry and a joint body was also 

established - the Coordinating Secretariat, with its headquarters in Mexico City. 

 

In addition to the main agreement, the representatives of the three countries also signed two 

additional agreements. The first of these two was the North American Agreement on Labour 

Cooperation (NAALC). The countries will strive to improve working conditions in all 

economic sectors. The second agreement refers to environment protection - North American 

Agreement on Environmental Cooperation (NAAEC). Environment protection is an important 

issue for all three signatories. 

 

NAFTA enables the opening of America to the Latin American market. The interest in further 

integration towards the south decreased during the Mexican crisis between 1994 and 1995, 

but again increased later on. The USA has great interest in the development of Latin America, 

since this would bring greater political stability, improve human and social rights, improve 

environment protection, accelerate economic development through liberalisation and 

privatisation, offer the people of the region an alternative to earnings from drug trafficking, 

reduce the inflow of migrants, and increase the credibility of the entire territory. The 

Caribbean and the Latin American countries also responded to negotiations on the NAFTA 

Agreement. 

 

After signing the NAFTA Agreement, Mexico started to remove obstacles to the entry of US 

products into its market, and at the same time introduced restrictions on imports from 

countries that are not signatories of NAFTA. The share of US imports to Mexico thus 

increased by 3 % between 1994 and 1995, while imports coming from Western Europe, Korea 

and Japan decreased by as much as 64 %. This means that the trade volume among the 
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 Unlike the EU which operates as a political union with its own parliament, judiciary and administrative 

system, NAFTA has a decentralised and non-coordinated institutional structure. This however does not mean 

that the agreement does not provide for individual institutions and working groups to supervise and direct the 

activities in the various areas of inter-country cooperation. The institutional structure of NAFTA is just not as 

formal as the EU structure. The reason for that is that none of the three signatories wishes to give up its national 

sovereignty. Thus, there is less coordination among the committees, less transparency and less democratic 

control by the individual country. Contrary to the EU, the NAFTA agreement has no political or social 

objectives but focuses mostly on economic goals. The main objective of NAFTA members is to establish closer 

relations and enhance economic cooperation. The members are committed to increase the competitive strength of 

undertakings in the global market under the provisions of GATT and to foster good international relations. 

Unlike the EU, NAFTA members did not express a wish for common market organisation with a single foreign 

trade policy. Likewise, no full mobility of labour was mentioned as NAFTA is intended also to limit the 

migrations to the USA. 
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NAFTA members and with the rest of the world fell, or in other words, the imports from the 

rest of the world decreased and a similar decrease was witnessed in exports from the NAFTA 

members to the rest of the world. However, Mexico remains active as regards the conclusion 

of free trade agreements with the countries that are not signatories of the NAFTA Agreement. 

In July 2000, Mexico concluded an important agreement with the EU and individual 

agreements with EFTA, Uruguay and the group known as »the triangle of the north«  

(Guatemala, Honduras and Salvador). Negotiations with a possibility of concluding an 

agreement with Singapore and Japan are currently taking place. Mexico is thus showing to be 

well aware of the growing trade potential of Latina America, the competitiveness of the EU, 

EFTA and Japan, and of the ever stronger Asian economies.  

 

Latin America represents a market that is highly interesting for the future expansion of the 

North American Free Trade Area. Barriers to trade in Latin America are being reduced, the 

area is opening to foreign investments, and NAFTA supports all reforms leading to freer 

trade. It is important for NAFTA members to ensure themselves a better position in the 

western hemisphere, since only then they will be able to compete in the world market, in 

particular with the EU which has already signed some bilateral agreements with the Latin 

American countries. A growing interest of American north in its southern part is also seen in 

the creation of the Free Trade Area of the Americas (FTAA) - the primary objective was by 

the end of 2005 but failed due to opposition by the majority of South American countries. 

 

 

4.1. Advantages and disadvantages of NAFTA 

 

The trade among NAFTA members rose dramatically after its entry into force: in the period 

1993-2004, it increased by 129.3 %, although this period also witnessed an increase of 123.8 

% in trade with the other countries. A study conducted by the World Bank showed that the 

total imports as regards NAFTA members or non-members increased by a similar percentage.   

 

The NAFTA benefits were presented by several economists, as well as in the World Bank 

publications. The majority agrees that the agreement proved to be beneficial also for Mexico. 

However, the majority also agrees that NAFTA did not do enough (or quickly enough) in the 

field of economic convergence (which is not surprising considering the initial stage of 

development between Mexico on the one hand and the USA and Canada on the other) and 

reduction of poverty. Some proposed that Mexico should invest more in education and 

promote investments in infrastructure and agriculture. Also the effects in the agricultural field 

are questionable, particularly due to heavy subsidies in agriculture in the USA and 

consequently negative effects on this sector in Mexico. 

 

A famous economist, a Nobel Prize winner and the leading figure of the "Chicago School" 

Milton Fridman, who was a defender of the free trade and had great influence on the official 

economic policy in the time of President Reagan, claimed that NAFTA was not a free trade 

agreement, but a state-managed trade, since it did not promote free trade but was introducing 

an additional, transnational level of bureaucracy over national governments. Thus it was not 

only damaging for trade, but also for the sovereignty of all nations with the effects on citizens 

and governments that were bound by the decision of an unelected international body. 
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4.2. Other free trade unions in South America - the actual free trade 

area 

 

Currently, there are formally two free trade areas in the territory of South America:  

 

The Andean Community (first called the Andean Pact) composed of five South American 

countries - Columbia, Bolivia, Ecuador, Peru and Venezuela; it came into existence in 1969 

with the signing of the Cartagena Agreement. In 2005, Argentina, Brazil, Paraguay and 

Uruguay joined the free trade area. 

 

The MERCOSUR was founded in 1991 by Argentina, Brazil, Paraguay and Uruguay to 

create a common market or a customs union among members. On 4 April 2004, the member 

states of MERCOSUR and Ecuador, Columbia and Venezuela, all being members of the 

Andean Community, signed a free trade agreement in Buenos Aires.   

 

Thus, virtually the entire South American region became a free trade area, since Bolivia as an 

associate member of MERCOSUR already has a free trade agreement with the MERCOSUR 

members since 1996, whereas Peru concluded it in 2003 and Chile is an associate 

MERCOSUR member. 
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6. APPENDICES 

6.1. APPENDIX 1: 

6.1.1. Free Trade Agreements concluded by the EU 

 

¶ European countries: 

- Stabilisation and Association Agreements with Croatia, Macedonia, and Albania; 

- Agreement on the European Economic Area (EEA) with Norway, Iceland, and 

Lichtenstein (it also includes the trade in services); 

- Free Trade Agreement with Switzerland; 

- Free Trade Agreement with Faroe Islands (Denmark). 

 

¶ Agreements concluded under the Euro-Mediterranean Partnership:  

- Euro-Mediterranean Association Agreements that the EU concluded with 

Morocco, Algeria, Tunisia, Egypt, Israel, Jordan, Palestinian Authority of the West 

Bank and Gaza, and Lebanon (interim agreements covering only the trade part of 

the agreement apply for the latter two countries); 

- Agreement on cooperation with Syria (to be replaced by association agreement). 

 

¶ Other Free Trade Agreements  

- EU-Chile Association Agreement; 

- Economic Partnership, Political Coordination and Cooperation Agreement with 

Mexico (trade liberalisation is defined by the Decision No 2/2000 of the EU-

Mexico Joint Committee); 

- Agreement on Trade, Development and Cooperation with the Republic of South 

Africa; 

- Association of the Overseas Countries and Territories with the European 

Community; 

- Association Agreement with African, Caribbean and Pacific States – 77 ACP 

Countries.  

6.1.2. Customs Union 

 

The customs unions with Turkey and Andorra that apply to industrial products and include 

provisions for agricultural products that are not considered part of the customs union. San 

Marino is also a member of the customs union. 

 

6.1.3. Other important EU agreements that also include provisions on trade 

 

Partnership and Cooperation Agreements with East European and Central Asian Countries 

(Russia, Ukraine, Armenia, Azerbaijan, Georgia, Kazakhstan, Kirgizstan, Moldova, 

Mongolia, Uzbekistan). These agreements include the Most Favoured Nation Clause (MFN), 

the national treatment principle, and the abolition of quantitative restrictions, all of which 

being of great importance since these countries are not yet members of WTO. 
 

Source: White Paper, 2007.  
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6.2. APPENDIX 2: 

 

6.2.1. Free trade agreements to be concluded by the EU (negotiations are still in 

progress)  

 

Slovenia currently cooperates with the Commission in the negotiations with a view of 

concluding the following trade agreements: 

 

- stabilisation and association agreements with Serbia, Montenegro, and Bosnia and 

Herzegovina (negotiations with Montenegro and Bosnia and Herzegovina are 

already in their final stage, whereas negotiations with Serbia were suspended due 

to its unsatisfactory cooperation with the International Criminal Tribunal for the 

Former Yugoslavia in Hague); 

- free trade agreement with the MERCOSUR Countries (Argentina, Brazil, Paraguay 

and Uruguay); 

- cooperation and free trade agreement with the Gulf Region (Bahrain, Kuwait, 

Oman, Qatar, Saudi Arabia, United Arabian Emirates);  

- trade and cooperation agreement with Iran; 

- economic partnership agreements (EPA) with individual groups of African, 

Caribbean and Pacific countries; 

- trade and investment enhancement agreement with Canada. 

 

 

Negotiations to conclude the following free trade agreements are also expected: 

 

- substantial agreement with Ukraine;  

- association agreement with the Andean Community (Bolivia, Columbia, Ecuador 

and Peru); 

- "association" agreement with Central America (Costa Rica, Honduras, Guatemala, 

Nicaragua, Panama, Salvador); 

- free trade agreement with the ASEAN countries (Brunei-Darussalam, Cambodia, , 

Laos, Indonesia, Malaysia, Philippines, Singapore, Thailand and Vietnam); 

- free trade agreement with South Korea; 

- Free trade agreement with India. 

 

In addition to the above agreements, the EU concluded a number of agreements that are 

applicable to individual sectors or areas, i.e. for textile, steel, wine and alcoholic beverages, 

etc. The EU developed trade cooperation also with other countries. Therefore, several 

dialogues with the USA and Japan are in place.  

 

 
Source: White Paper, 2007. 
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6.3. APPENDIX 3: 

6.3.1. The Pan-Euro-Mediterranean cumulation and the Mediterranean 

countries 

 

In 2001, a decision on the harmonisation of the rules of origin and the extension of diagonal 

cumulation to the Mediterranean countries was adopted. The existing system of diagonal 

cumulation in the Pan-Euro cumulation of the origin of the goods, including the EU, Bulgaria, 

Romania, Switzerland, Liechtenstein, Iceland, Norway, Turkey and Faroe Islands, is 

expanding to the following Mediterranean countries: Algeria, Egypt, Israel, Jordan, Lebanon, 

Morocco, Syria, Tunisia and the West Bank and Gaza. It is called the Pan-Euro-

Mediterranean cumulation of origin and includes, among others, industrial products 

originating in Andorra and the Republic of San Marino. 

 

The basis for the functioning of Pan-Euro-Mediterranean cumulation of origin are the 

association agreements between the EU and its Mediterranean partner countries, and the free 

trade agreements between the Mediterranean countries, with the Pan-Euro-Mediterranean 

protocols of origin being their component parts. The information on entry into force of the 

protocols on the rules of origin which envisage a diagonal cumulation with these countries 

was published in the OJ No C 87 of 11 April 2006, in the form of a table with the dates of the 

entries into force of the protocols. It refers to the countries that can already carry out the 

cumulation. Explanatory notes regarding the Pan-Euro-Mediterranean protocols on the rules 

of origin, serving as an aid in carrying out the Pan-Euro-Mediterranean cumulation, are 

published in the OJ No C 16 of 21 January 2006. The Commission prepared a trading partners 

handbook which is an unofficial consolidated version of the legislation regarding the rules in 

Pan-Euro-Mediterranean cumulation. 

 

6.3.2. Diagonal cumulation 

 

The condition for carrying out diagonal cumulation among European and Mediterranean 

countries is that all countries conclude free trade agreements and uniform protocols with each 

other and use the same rules of the origin of the goods. The Pan-Euro-Mediterranean 

cumulation functions according to the system of variable geometry which means that it may 

be carried out when at least three countries from this zone concluded with each other the free 

trade agreements with the same rules of origin. 

6.3.3. Bilateral cumulation 

 

With other Mediterranean countries, to which the Pan-Euro-Mediterranean protocols of origin 

do not yet apply, only bilateral cumulation is being carried out. 
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6.3.4. Full cumulation 

 

Full cumulation is being carried out between Morocco, Tunisia and Algeria (the Maghreb 

Union).  

 

When carrying out diagonal cumulation, it is necessary to take account of the rule of 

prohibition of drawback of customs duty which needs to pa paid for non-originating materials 

that are incorporated into an originating product. 

 

Protocols between the EU and Algeria, Egypt, Jordan, Lebanon, Morocco, Syria, Tunisia, and 

the West Bank and Gaza provide for a "partial drawback" which is deemed equal to the rule 

of “no drawback”. These protocols allow drawback of customs duties solely in bilateral trade 

between the EU and the said countries, that is to say, only when it does not involve diagonal 

cumulation and when the product was not once again exported from the importing country to 

one of the remaining countries in the zone. The “no drawback” rule is not included in the 

agreements with Tunisia, Morocco, Algeria, and Syria. The “no drawback” rule is included in 

the agreements with Israel, West Bank and Gaza (temporarily suspended), Egypt, Lebanon 

and Jordan. Agreements with Egypt, Lebanon, and Jordan provide for suspension of this rule 

for a specified period, namely: Egypt: not applicable until 31 December 2010, after this 

period "partial drawback"; Lebanon: not applicable until 28 February 2009, after this period 

"partial drawback"; Jordan: not applicable until 30 April 2006.  

 

In the Pan-Euro-Mediterranean cumulation the following proofs of origin are used:  

movement certificate EUR.1, declaration by the (approved) exporter on the invoice EUR-

MED, and the movement certificate EUR-MED. 

 
Source: Customs Administration of the Republic of Slovenia. 
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6.4. APPENDIX 4:  

 

6.4.1. Map of the Mediterranean 

 

6.4.2. 1. The "Sarkozy's" Mediterranean Union 

 

 
Source: Website of the French parliament. 
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6.4.3. 2. Partner Mediterranean countries 

 

 
Source: Wikipedia.  
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6.5. APPENDIX 5: 
 

6.5.1. Member States of the Parliamentary Assembly of Mediterranean 

Countries, the Euro-Mediterranean Partnership and the future 

Mediterranean Union 

 

COUNTRY Parliamentary 

Assembly of 

Mediterranean 

countries 

Euro-Mediterranean 

Partnership Countries  

Countries of the 

envisaged 

Mediterranean Union  

France YES YES YES 

Italy YES YES YES 

Greece YES YES YES 

Turkey YES YES YES 

Libya YES  YES 

Israel YES YES YES 

Portugal YES YES YES 

Algeria YES YES YES 

Serbia YES - - 

Croatia YES - YES 

Slovenia YES YES YES 

Egypt YES YES YES 

Bosnia and Herzegovina YES  YES 

Syria YES YES YES 

Morocco YES YES YES 

Tunisia YES YES YES 

Cyprus YES YES YES 

Albania YES  YES 

Jordan YES YES YES 

Lebanon YES YES YES 

Malta YES YES YES 

Monaco YES - YES 

Montenegro YES - YES 

Palestinian Authority YES YES YES 

Mauretania - - YES 

FYR Macedonia YES - - 

Spain YES YES YES 

 

Sources: Secretariat of the National Assembly, website of the French parliament **. 

 

 

 


