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Introduction

With the proliferation of Regional Trade Agreements (RTAs) between developing and developed countries worldwide, there is an urgent need to assess their impacts, especially in light of the deepening measures that have been adopted in a wide array of such agreements. The relationship between Egypt and EU following the Association Agreement (AA) and the Action Plan within the context of the European Neighbourhood Policy (ENP) includes some seeds for future deep integration. This study aims to investigate the need for and potential effects of such potential deep integration. 

A general theme of the study is that deep integration has different shapes and forms, and that each form or shape can have a different effect, an issue that the existing literature so far has not tackled seriously. Deep integration involves policies and institutions that facilitate trade by reducing or eliminating regulatory and behind-the-border impediments to trade, where those impediments may or may not be intentional. However, deep integration requires as well an efficient infrastructure to be able to perform efficiently. Welfare gains from a successful process of deeper integration may be considerably higher than losses from shallow integration, however there is no consensus in the literature of the predominance of such effects.

The study adopts a case study approach by focusing on two fields, namely agriculture and competition. The study argues that the need for deep integration differs according to perceived goal by focusing on two main aims of deep integration, namely better market access, and enhancing the business and investment climate. Accordingly, and using an institutional approach comparing the effects of integration complemented by quantitative data, the study assesses the need (or lack of) for adopting a deep integration. 

The first part of the study tackles the case of agriculture and standards. It analyses the performance of the Egyptian agricultural exports to the EU and reviews the provisions related to standards in the context of the AA and the ENP Action Plan.  We discuss whether deep integration is needed to enhance the market access of Egyptian exports in the EU or rather there exist some other form of cooperation. The study deals also with the gap existing between Egypt’s competition law and EU’s legislation concerning competition. It tackles some differences between the bodies of legislation in Egypt and the EU, investigates the problems that could result from the existing gap and identifies whether deep integration is needed to overcome this problem or other form of cooperation might be appropriate in this case to enhance the business and investment climate in Egypt.

Following this introduction we start by providing a conceptual framework for deep integration and revisit the relevance of this concept with RTAs. In Section Two we discuss some cases where deep integration did not help to enhance the developmental prospects of a developing country within the context of a RTA with a developed partner like the United States (US). Sections Three and Four provide two case studies of deep integration between Egypt and the EU in issues related to agriculture and competition. We differentiate between the two cases as we classify one being mainly focused on enhancing market access whereas the other focuses mainly on upgrading the domestic business environment. We discuss how both the Association Agreement (AA) and the Action Plan within the context of the European Neighbourhood Policy (ENP have tackled such issues. We then provide a general conclusion and policy implications. 

1. Conceptual Framework and Empirical Evidence:

Whether deep RTAs are better than shallow RTAs is a debatable issue that is not yet settled, nevertheless there is a general tendency among trade specialists to argue that an effective RTA in a globalized world and with the erosion of tariff preferences due to the general reduction in tariff levels needs to include some elements of deepness. However, it must be emphasized that not all issues of deepness are good from an economic perspective. The most popular example arguing in this direction is adoption of the protectionist common agricultural policy (CAP) of the EU by the new members. Moreover, deep RTAs require as a prerequisite for effective implementation strong domestic institutions capable of drafting laws, enforcing them, and monitoring their implementation, an issue which in many cases seems to be missing in developing and least developed countries (for a similar argument see Mehta and Pahariya, 2006).

On the one hand, there has been a growing belief that harmonization of regulatory measures enhances welfare. This belief has been supported by empirical evidence (see for example Konan and Maskus, 2006; Hoekman and Konan, 2001). However, the channels by which such deep integration can enhance welfare have not been thoroughly investigated. Other studies have confirmed the positive impact of deep integration on the welfare of RTA members, but have pointed out that shallow integration alone can result in higher welfare impact (Zahariadis, 2001). Zahariadis (2001) found using a CGE model that deep integration between EU and Turkey while focusing on standards and certification procedures are likely to yield positive welfare impact which is higher for Turkey than the EU. If integration is confined to abolishment of the tariffs, welfare effects are likely to be higher than if deep integration is adopted. On the other hand, there has been a growing skepticism regarding the impact of deep integration on development. For example, Rodrik (2008) argues that developing countries differ from developed countries in that they face greater challenges and less policy space due to larger number of constraints. This implies that the appropriate institutions which prevail in developed countries might not fit developing countries. Based on a number of country case studies he asserted that countries that are less integrated and far from the technology frontier faces a challenge of stimulating investment rather than innovation. Hence, such countries may benefit from an institutional arrangement that privilege incumbent firms over entrants as they generate rents that finance the needed investments. Moreover, cross country literature failed to establish a strong link between any particular design feature of institutions and economic growth (Rodrik, 2006). For example, China’s experience as well as other countries demonstrates that the goal of institutions can in many cases be achieved through divergent mechanisms. In addition, as argued by Hoekman and Winters (2007), it is extremely difficult to envisage rules in a way that clearly distinguishes between measures that have protectionist effect and measures that can enhance domestic efficiency or social equity. As a result, regulators may therefore be concerned that RTAs negotiating dynamics could adversely affect their ability to enforce regulatory norms that maximize national welfare from their own perspective. Since deep integration in many cases aims at harmonizing institutions, it is worth revisiting the obsession that has been lately spread regarding the need of deep integration. The regulatory standards that exist in RTAs generally adopt the status quo prevailing in OECD countries, implying that the adjustment barely falls on developing countries. As asserted by Hoekman and Winters (2007) “From a development perspective the acid test is whether proposed or negotiated rules in regulatory areas will improve the business environment, lower costs and/or help achieve domestic non-economic objectives in the developing country. Credibility of the wrong policy is not an aid to development.”

This implies the relationship between deep integration and welfare enhancement is not clear enough and requires further study. As stated by Burfisher et. al (2003), “The state of knowledge concerning new regionalism is certainly in flux. There are many important hypotheses that are as yet highly tentative, calling for both theoretical and empirical work.” implying mainly that research still did not reach clear conclusions of many issues related to deep integration. We try to differentiate between the goals of deep integration in an arbitrary context to be able to arrive at its potential impact. We argue that the adoption of deep integration in the context of RTAs between developed and developing countries can be either to enhance market access or to upgrade the level of domestic institutions in the developing country. In case the aim of deep integration fits the interests of developed countries which are partners in a RTA then this does not necessarily help the development process in the developing partner, despite the fact that the institutions per se might be “good” institutions. Moreover, deep integration cannot be efficiently implemented if it focuses merely on laws and regulations and disregards the infrastructure required the effective adoption of rules and regulations.
2. Some Selected Examples of “Wrong” Deep Integration and Its Effects

In this section we provide some anecdotal examples on deep integration measures imposed by the US which have created problems for developing countries that have adopted them when joining US in RTAs. For example as stated by World Bank (2005), “investment and IPRs are two areas in RTAs where the development potential is largely unproven”. We add also the environmental measures to the list of investment and IPR. Neither have investment provisions that enhance investor’s rights been shown to increase the flow of investment to developing countries, nor have the stronger IPRs embedded in the TRIPS + agreements have shown to accelerate technological flows to low income countries. Hence, the developmental dimension in terms of accepting investment provisions imposed by the US as well as IPR more stringent rules than TRIPS and strict environmental measures could act negatively on the welfare of a developing countries. 

Investment Issues:

Empirical evidence has shown that including investment provisions has not necessarily led to increased FDI in RTAs that included such provisions. Empirical evidence has shown that joining RTAs in general has increased FDI inflows to new countries as the case of Spain and Portugal when they joined the EU and failed to do so in the case of Greece when it joined the EU (Plummer, 1997). The relationship between increased investments and joining RTAs is not direct and that there are several intermediate steps that need to be taken into consideration before linking the two variables including productivity and quality of institutions (Lederman et. al, 2005). Moreover, even in the case of imposing additional investment obligations under the context of any RTA, the outcomes of such imposition of rules and regulations cannot be predicted. As stated in the World Bank (2005) “The investment provisions that enhance investor’s rights have not been shown to increase the flow of investment to developing countries.” 

Explaining the indirect link is not easy. Most people think that RTA implies enlarged market and hence joining RTA will provide incentives for investors to locate in the least cost country to serve the rest of the members of the RTA and enjoy economies of scale. Moreover, joining the RTA and especially if with developed countries creates a credibility effect for investors since they are now more confident that there is no sliding back on the trade reforms undertaken. Such credibility effect is intensified if investors’ rights are included in the agreement. The expected result is more FDI flowing to the developing partner. However such logic lacks a number of issues which could explain why developing countries should not expect more FDI as an automatic result of joining a RTA with a developed country. First, investors do not seek the least cost country, but rather seek the most efficient country; hence both costs and productivity play a role in the decision of investors. When taking productivity into consideration, developing countries might suffer from weak productivity even if they enjoy low labor costs. Hence, policy makers should devote attention to the productivity issue at least in equal weight as they are devoting to attraction of investments. They should learn that FDI as well as domestic investments are not likely to grow as long as productivity level is weak. Second, FDI and investment in general take into consideration the risk element. A RTA should eliminate or reduce the risk element due to the credibility effect, however that is not the case of many RTAs having developing and developed countries. The excessive regulatory and bureaucratic burden such RTAs impose on the fragile institutional capacity of developing countries might render it ineffective and hence the credibility effect is lost. Moreover, investors in general focus more on the domestic regulatory and legislative reforms where there is a huge gap between a large number of developing and developed countries in this regard (see for example, World Bank, 2007). This implies that if developing countries adopt such rules, they will only incur additional costs related to drafting laws, implementation and monitoring, without any expected potential benefits. Some might argue that adopting such rules will push developing countries to undertake reforms and hence lock-in such reforms. We do not tend to agree with such argument as the US demands even as argued by the World Bank (2005) regarding investments in its RTAs have been excessive and have created additional burden on its partners. When combining the excessive demands of the US with the weak investment climate already prevailing in many of its developing partners in its RTAs the end result might be weak implementation and lost credibility.

Moreover, there is a major problem with what constitutes investment in the US RTAs. Up till NAFTA, investment was narrowly defined and focused mainly on FDI. However most of the post-NAFTA US RTAs adopted a broader definition comprising not only FDI, but also portfolio flows, private debt, and even sovereign debt issues as well as intellectual property. The wide definition of investment can create several legislative and implementation problems for many of the developing countries which join US in RTAs. The end result will be either an agreement not implemented due to lack of ability to implement it or several claims that the developing partner is not adhering to what it committed itself to. Both expected outcomes have negative impact on the credibility effect of RTAs. It is worth mentioning that US rules in investment have forced Chile to change its domestic laws and regulations to modify its controls on capital inflows that were designed to curtail destabilizing hot money inflows. Even the International Monetary Fund (IMF) claimed that such modifications were not in the benefit of Chile macroeconomy (World Bank, 2005). Moreover, inclusion of such broad definition of investment exposes developing partners to dispute settlements across a range of assets that go far beyond multilateral commitments, which in turn causes several additional administrative and financial burdens without the expectations of any new benefits.

IPR Issues:

The IPR provisions embedded in all recent US RTAs go beyond the multilateral IPR standards established in the WTO’s TRIPS Agreement. A traditional US RTA includes TRIPS+ elements as:

1) Extension of the patent term for delays caused by regulatory approval process; extension of the term of copyright protection to life of the author plus 70 years (compared to life of the author plus 50 years in TRIPS).

2) A requirement to provide patent protection for plants and animals.

3) A limitation on the use of compulsory licenses for national emergencies and as antitrust remedies, and for public non commercial use.

4) An obligation to prohibit marketing approval of generic drugs during the term of the drug patent.

5) A five year period of marketing exclusivity following the submission of safety and efficiency data to drug  regulatory authorities (so called data exclusivity). In addition, marketing exclusivity effectively applies across borders, so that marketing approval in one market, say the US, impedes registration of competing products in another market.

6) An additional three year period of marketing exclusivity based on the submission of new clinical data with respect to new uses of previously approved drugs. Exclusivity would also apply to drugs for which the patents have expired (although generic competition for previously approved uses would remain unaffected).

7) Imposition of restraints on parallel importation, impeding the possibility that the parties to the agreements open their market to import of products that have already been sold possibly more cheaply in foreign markets.

8) In the area of digital work the US requires an obligation against circumventing the so called technological protection measures devices and software developed to prevent unauthorized copying of digital content. Hence US asks for imposing rules on the liability of Internet service providers (ISPs) to prevent any copyright infringed content from being distributed through their servers and networks.

Such obligations included in the US RTAs do not necessarily fit the developmental perspectives of its developing partners. The imposition of deep integration elements in the field of pharmaceuticals for example is likely to create social unrest. This is confirmed by a recent OXFAM (2004) report which showed that the terms that the US imposes regarding IPR in the pharmaceutical sector in its FTAs as “TRIPS+” obligations close off the public health safeguards available to WTO members under TRIPS and restrict access to affordable medicines in developing countries. The TRIPS+ patent rules that the US imposes in its FTAs also contravene the WTO Doha Declaration on TRIPS and Public Health.

Again it seems that deep integration in the area of IPR is very likely to cost developing countries more than any potential benefits. Moreover, the social costs and frictions likely to arise from adopting the US rules in this area cannot be easily handled by a large number of developing countries.

Environmental Issues:

The environmental stringent conditions that the US imposes in its RTAs make compliance with them a difficult, if not an impossible task. Empirical evidence has shown that Mexico after more than a decade faces severe problems in terms of enforcement of environmental regulations. Several changes in its domestic laws have taken place and large private enterprises and public sectors have complied but the majority of firms which are medium and small enterprises constituting 90% of the firms in Mexico have failed to comply (Hufbauer and Schott, 2006). There is no one single reason that can let us anticipate a different future for other developing countries when joining US in RTAs. Moreover, as cited by (Hufbauer and Schott, 2006) the amount of money devoted to closing the gap between what NAFTA requires and the status of environmental regulations in Mexico both in terms of legislation and enforcement have reached skyrocketing figures.
Such examples show that adopting deep integration in the context of RTAs might serve the interests of developed partners only with limited positive spillover effects on developing partners. This might seem contradictory with the results reached by some scholars which asserted that deep integration enhances welfare of developing countries (Konan and Maskus, 2006; Hoekman and Konan). However, a deeper look on the impact of deep integration elements and goals might reveal a different result. Deeper integration from a developing country perspective will be useful if it either enhances the market access of its exports in the developed country market or it upgrades its domestic business environment. The aim of enhancing market access is clear, however the aim of upgrading the domestic business environment is not quite well understood. Upgrading domestic business environment can be achieved through enhancing competition elements of the domestic market as well as stimulating productivity, where both affect positively the business environment. However, there is a major problem here in terms of evaluating costs and benefits. In the case of enhancing the market access aim, it is easy to calculate the costs of deep integration (through harmonization and upgrading of the standards of exported products) with the payoff resulting from deep integration (higher price premium of exported products). In the case of upgrading domestic business environment, the issue is more difficult, as there are alternative means of upgrading the domestic business environment and having efficient domestic institutions which do not necessarily require harmonization in line with the domestic institutions of developed partners. Moreover, the costs of deep integration in this case might far exceed the benefits and it is extremely difficult to assess the costs and gains from such type of deep integration.

3. A Case of Deep Integration to Enhance Market Access: Agricultural Exports and Standards 

Performance of Egyptian Exports to the EU

Egyptian agricultural exports to the EU have suffered from fluctuations as seen in Figure 1. which shows that there has been a decline in the share of the EU in Egyptian exports in the late 1990s and early 2000s. The 1990s onwards have seen a rise in Egyptian agricultural exports, but a decline in the share of agricultural exports to the EU. The share of the EU in Egypt’s agricultural exports has fallen from 34.3% in 1996 to just 16.2% in 2005 (Authors’ calculations on UN COMTRADE data). This fall seems to be compensated for by the rise in exports to Asia and to some extent North Africa and the US. The overall 2005 decrease in Egypt’s agricultural exports was also reflected in a fall in exports to the EU. An opposite effect was however observed in the case of Asia, and Middle East and North Africa as Egypt’s agricultural exports to these regions kept rising in 2005. 

Figure 1.: Egypt’s Agricultural Exports ($ ‘000)
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Source: United Nations Commodity Trade Statistics Database (UN COMTRADE)

There are several reasons that could be behind the fluciations of Egyptian agricultural exports to the EU including inability to cope with EU requirements of health and standards. We provide a comparative analysis of potatoes, onions, rice and cotton, as these are the most important crops that Egypt exports to the EU and enjoy a revealed comparative advantage (RCA) as shown in Table 1.. During the period 1991-2003 these three crops constituted 53.1% of total Egyptian agricultural exports (Shafik and Soliman, 2006).

Table 1. Revealed Comparative Advantage of Selected Agricultural Products 

	Code
	Product
	RCA 1996
	RCA 2005

	070190
	Potatoes, not seed
	185.14
	78.11

	070310
	Onions and shallots
	4.46
	34.16

	100610
	Rice in the husk (paddy or rough)
	17.64
	7.64

	100620
	Husked (brown) rice
	26.67
	146.90

	100630
	Semi-milled or wholly milled rice,
	12.03
	27.03

	100640
	Broken rice
	2.96
	63.52


Source: Author's calculations of revealed comparative advantage on United Nations Commodity Trade Statistics Database (UN COMTRADE) data 

RCA = ([xie/sum xie]/[xiw/sum xiw]), where the first term is the export share of product i in total exports of
Egypt and the second term is the export share of product i in total world exports.
The amount of potatoes, onions, and rice exports to the EU have experinced large vaiations as shown in Table 2., hence reflecting the general trend experinced by Egyptian agricultural exports to the EU.

Table 2. Egypt’s Exports of Selected Agricultural Proucts to EU-15 (1996-2006)








($ ‘000)

	Year
	Potatoes (HS 070190)
	Onions (HS 070310)
	Rice (HS 1006)

	1996
	69,080
	1,886
	3,364

	1997
	33,465
	2,553
	409

	1998
	35,881
	5,037
	3,516

	1999
	38,369
	1,836
	2,195

	2000
	20,844
	1,987
	1,110

	2001
	23,550
	2,792
	6,204

	2002
	35,133
	3,808
	5,818

	2003
	30,623
	5,194
	6,877

	2004
	49,614
	5,927
	13,072

	2005
	60,997
	4,287
	13,007

	2006
	48,266
	6,205
	23,459


Source: United Nations Commodity Trade Statistics Database (UN COMTRADE)

One reason for the fluctiations experinced by Egyptian exports to the EU is the fact they have been subject to being not compliant with EU health and safety measures. For example, in the last four years there was one notification reported by the RASFF
 for each, onions and rice originating in Egypt as seen Table (3).

Table 3. RASFF Notifications for Onions and Rice

	Date
	Reporter
	Product
	Country of origin

	28/03/2006
	Finland
	prophenophos in fresh spring onions
	EGYPT VIA THE NETHERLANDS

	21/02/2006
	Poland
	foreign body in white broken rice
	EGYPT


Source: EU Rapid Alert System for Food and Feed, RASFF (weekly overviews)

Moreover, potatoes and peanuts have been subject to several impediments as well.In 1996 Brown Rot disease was found in Egypt and a 1996 EU directive was introduced on the import of potatoes from Egypt and further tightened in 1998. Measures were further tightened in 2000. In 2005, further measure was introduced. In the last two seasons (2004/2005 and 2005/2006) there were 14 and 11 interceptions respectively recorded in the EU (European Commission's Delegation to Egypt). As Figure 2 shows, the introduction of these measures, especially those in 1996 and 2005 and the large number of interceptions due to Brown Rot coincides with a notable drop in Egyptian agricultural exports.
The basic EU measures imposed very tough testing and certification rules on Egypt demanding that potatoes be shown to come from disease free areas. Following the EU rules and regulations concerning SPS measures in 1996, Egyptian potato exports faced several problems. Some EU countries banned imports of potatoes from Egypt in 1996 due to the continued  interceptions of imported potato containing Pseudomonas solanacearum or simply called brown rot.
 By Decision 96/301/EC of May 3, 1996 the European Commission (EC) imposed a series of “additional restrictions” on imports of potatoes from Egypt .  The “additional restrictions” required that in order to be imported into the EU, each “lot” of Egyptian potatoes (or every 25 tons) coming from a “qualified area” (areas certified by Egypt as areas in which brown rot is not to occur) were  subject to onerous  measures that dealt with harvesting, labelling, packaging, testing, and certification. In addition, the EU designated authorized points of entry and officials in charge of entries of the potatoes.  These officials were to be notified in advance of each entry as to likely time of arrival and amount.  Potatoes arriving at the designated port of entry must then be inspected and tested by lot.  The lots must remain separate and could not be marketed or used until “it has been established that the presence of brown rot was not suspected or detected…”    The list of “qualified areas” could then be adjusted by the Commission based on results of these procedures.  Finally, the potatoes were to be labelled to prevent them from being planted.  The final result of such measures was a huge drop in Egyptian potato exports by more than 20% between 1995 and 1997 (Ghoneim et. al, 2004).  
Figure 2.: Egypt’s Export of Potatoes to EU-15
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Source: United Nations Commodity Trade Statistics Database (UN COMTRADE)

Other Egyptian exports to the EU have similar problems. For example, the European Commission suspended peanuts imports from Egypt due to the presence of aflatoxin in concentrations in excess of maximum levels specified in EU regulations (Ministry of Trade and Industry, unpublished). Sanitary authorities in the EU member states rejected a number of other Egyptian agricultural consignments such as oranges, coriander seeds, red pepper, onions, jams, honeybee, dried kernel, rice contaminated with aflatoxins, fungus, salmonella, microbiological contamination, food additives, heavy metals, veterinary medicinal products or pesticide residues (Ministry of Trade and Industry, unpublished). In mid-2005 and early 2006, there have been altogether 3 notifications by the RASFF informing of chemicals in oranges from Egypt, compared to just one notifications before 2005. These interceptions coincide with the fall in exports of oranges from Egypt in 2006 as shown in Figure 3..
Figure 3.: Egypt’s Export of Oranges
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Source: United Nations Commodity Trade Statistics Database (UN COMTRADE)

The review of the performnace of Egyptian exports to the EU implies that market access is impeded by lack of deep integration in the area of standards. The AA as well as the Action Plan of the ENP did not tackle such issues of deep integration in a clear pragametic way. Both AA as well as the Action Plan included provisions that were loose in wording and without clear-cut arrangments necessary to ensure harmonization.For example, the AA includes very soft commitment on mutual recognition and conformity assessment. Most of the articles and provisions in the AA have emphasized the need to cooperate, collaborate on approximation and streamlining, however no concrete steps were spelled out. The 2007 Action Plan recognises the need to move further in the direction of approximating standards but in fact the commitment is merely to "identify and adopt" measures necessary for this purpose as no concrete actions or priorities are highlighted. It is therefore clear that what came in the Action Plan does not really go beyond the AA. This is an area of deep integration which can be of mutual benefit for the EU and Egypt. However, as we have asserted there is a need to ensure from a developmental perspective that benefits from deep integration outweigh the costs if the goal was to enhance market access. 

Is Egypt Ready for Deep Integration in this Field?

Harmonisation of standards and regulations alone is not enough to open markets and mutual recognition of another state’s conformity assessment is much more difficult. For a country to establish conformity assessment procedures it must first have the capacity to accredit its testing laboratories. Many countries in the developing world do not have labs offering this higher level of capability.  Egypt has made some progress in this area, but still has a way to go.
Egypt has local offices of international testing certification and accreditation organisations but there has been very little progress in getting internationally recognised accreditation by local organisations. Also, mutual recognition of local conformity assessment procedures in Egypt has not made any progress. A crucial bottleneck is the lack of accreditation procedures. Exporters have to rely either on international standards consultancies or on inspection at the point of import which runs the risk of entire consignments being rejected.

Since then, the Egyptian Organization for Standardization & Quality has implemented a project to harmonise all existing Egyptian standards with international and European standards. Currently, more than 4600 standards were harmonised, with the target of harmonising the remaining standards by the end of 2007 (Eisa, 2007). The Egyptian harmonised standards cover areas of food, engineering, chemical, and textile industries.

The Egyptian Accreditation Council (EGAC) has become a member of the International Accreditation Forum (IAF) and has successfully passed International Laboratory Accreditation Cooperation (ILAC) evaluation for full membership. EGAC is now recognised as an independent body and the single accreditation body in Egypt. Moreover, Egypt has now accredited more than 150 testing and calibration laboratories to international standards ISO 17025 through EGAC and about 300 are in different stages of qualification and accreditation (Eisa, 2007).  

Databases of accredited conformity assessment bodies and certification bodies have been developed and are made available to Egyptian industrial community and companies. Efforts are currently being made to reform Egyptian conformity assessment scheme to comply with the world’s best practice. Also restructuring of the regulatory and conformity assessment bodies in order of separating regulatory, standardisation, accreditation and certification functions to avoid conflict of interest and overlapping and duplication of services is under review.  

Egypt has also requested technical assistance to meet many of the strict sanitary and phytosanitary (SPS) requirements that are enforced by the EU as necessary when accessing the EU markets and that sometimes even go beyond the standards of both IPP and CODEX (Ministry of Trade and Industry, unpublished). Even despite all the progress made by Egypt in these areas, technical assistance is still much needed in order to create market surveillance system based on the European experience, establish notification system, set up and/or approximate Egyptian technical regulations in the context of European New Approach directives, and to support awareness and capacity building.

In the meantime Egyptian farmers who do wish to export to the EU are faced with the need to demonstrate compliance with EU public and private requirements which go beyond international requirements including HACCP and Europgap norms.  Certification of conformity is costly and requires inspection from abroad as there are no Egyptian laboratories accredited to do this.  Hence it is clear that Egypt is committed to eventually aligning its SPS norms to EU standards, but despite the AA there is substantial but incomplete progress in securing EU recognition and exports have stagnated. The largest single agricultural export potatoes is still subject to SPS barriers that clearly affects trade and the same is true for oranges (also facing a barrier related to the EU entry price system). The potato example shows that Egypt's ability to comply with EU regulations can have major effects on major trade flows. The failure of agricultural exports to the EU to increase their growth since the mid 1990s suggests that the integration process has delivered modest benefit. Empirical field evidence has shown that complying with EU norms and standards does have a high cost in terms of compliance, but at the same time ensures stable market access, higher price premium, and ability to access other non-EU markets (Mandour, 2006).

We can deduct from the above review several issues: 1) Egyptian agricultural exports to the EU have been facing several SPS problems which could have been a major factor behind the fluctuations experienced; 2) The needed infrastructure for deep integration in the field of SPS has developed positively in Egypt, but still remains modest; 3) Deep integration is rather very important to ensure stable market access, and though costly has a high pay off. Deep integration to succeed needs to rest not only on envisaging harmonization of rules and regulations, but also an efficient infrastructure; and 4) Deep integration requires the provision of generous financial and technical support from the EU side to Egypt.

4. A Case of Deep Integration to Upgrade Domestic Business Environment: Competition Law and Policy

Different Views on Harmonizing Competition Laws in RTAs:

RTA competition provisions may take several forms depending on the degree of deepness. The actual need for their inclusion in RTAs is not clear as they might be needed to make such RTAs function better, however at the same time their effect on the welfare of the RTA members is not clear (Hoekman, 1998). They range from cooperation (formal and informal) to complete harmonization. In general, there has been no argument in the literature that promulgates that a country should introduce a similar law to the one adopted among its major trading partners. However, the need for harmonization of competition laws among members of a RTA has been divided into two camps. Some experts hold the view that informal cooperation between competition authorities may be more effective than competition rules embedded in a RTA (Puri, 2005). Experts argue that differences in competition regimes do not impede trade flows between trading partners, and hence market access goals of RTAs are not affected by the status of prevailing competition regimes in the RTA members  (Rosenthal and Nicholaides, 2006). The practicability of actually applying such competition related provisions faces several problems in implementation. As a result, several studies remain sceptical regarding the need of harmonization (e.g. Cernat, 2005; Holmes et. al, 2005; and Alvarez et. al., 2005). Mohieldin (2002) argues that there should be a low common dominator that ensures that competition laws in both countries are in line with each other, but there is no need for harmonization. Other studies recommend harmonization, but argue that the approach to harmonization should be progressive to take into consideration the gap in the level of economic development between different partners and the specific economic characteristics of the partners (UNCTAD, 2007).

EU Approach:

If we focus on the EU approach we find that the EU has prioritized the inclusion of competition provisions in its RTAs and emphasize the need of harmonization with little effective use of such provisions in addressing anti-competitive practice abroad or cooperating efficiently to make the provisions operational (Cernat, 2005). In fact, the EU Association Agreements signed with Eastern European and South Mediterranean countries did not include explicit provisions for formal cooperation or information exchange (Holmes et. al., 2005). Some studies observed that harmonization of competition related provisions were a difficult process for countries of accession during the EU 25 enlargement. The legal and institutional setups were heralded by major difficulties during the process of harmonization (Lorentzen and Møllgaard, 2002). Yet, the EU is continuing with its policy of harmonization when entering into new RTAs. On the other hand, the EU has sought of cooperation with major trading partners that there exist no RTAs with them, notably with the US. Several cooperation agreements have been signed between the EU and US to address the cross-border competition related differences, and have proved to be relatively successful so far with no further harmonization (Bertrand and Ivaldi, 2006). From the EU perspective harmonization of competition laws with its trading partners can be viewed in the context of its general policy of harmonization of different related aspects including its adoption of Pan European rules of origin, its efforts of harmonizing standards, and maritime laws and regulations, etc. It is part of its overall general approach towards deepening RTAs, but it is specifically motivated by the EU’s perception and experience that the removal of private barriers to entry was essential to complete the process of removing governmental barriers. This philosophy has driven the EU’s bilateral and multilateral agenda.

The Status in Egypt:

There has been debate in Egypt, as well as other developing countries, on the need for a competition policy as opposed to merely a competition law. It has been argued that competition law would not be functional in the absence of other important pillars of competition policy (e.g. liberal trade policy, efficient tax and investment polices, etc.); hence a competition law alone would not function properly (Ghoneim, 2002). Another point of view argues that a competition law is needed regardless of the availability of other pillars of competition policy, and that through learning by doing, the law would be able to function better. Egypt opted for introducing the competition law in 2005 by which time not all the pillars of competition policy had been set in place. There were several reasons that could have accelerated the adoption of the law including external pressures (such as the fear of EU applying its competition law towards the Egyptian economy in relation to the trade between Egypt and the EU if Egypt does not have a law). In fact such provision was included in the Association Agreements between EU and Morocco and EU and Tunisia as well as in the Egypt-EU AA
. It has been argued that among the pressures that accelerated the introduction of competition law in Egypt, among other factors was the entry into force of the AA in 2004 (Ghoneim, 2002). 

The Egypt-EU Association Agreement and the Action Plan Case:

There are two questions that should be raised in this context, what are the gaps between EU competition law and the Egyptian competition law? And where there is a gap, is there benefit from trying through legislation to narrow it down or not, if our aim is enhancing the developmental process in Egypt?

The three articles that are concerned with competition in the AA are 34, 35, and 36. Article 34 provides for the prohibition of agreements and concreted practices between undertakings that restrict or distort or threaten to distort competition, only in so far as they affect trade between the EU and Egypt. It also provides for transparency in the area of public aid. Article 35 provides that the parties to the agreement shall progressively adjust any state monopolies of a commercial character to ensure that there is no discrimination regarding the conditions under which the goods are procured or marketed. Article 36 provides that no new measures are enacted or old ones maintained with regard to public enterprises and enterprises to which special or exclusive rights have been granted.

At the outset, such provisions give the impression that they are shallow, very general and might have a limited impact on the application of competition law in Egypt. However, a thorough analysis reveals other insights. Such provisions have created some type of de facto imposed harmonization of competition rules and regulations in Egypt with the European ones. A grace period of five years is given within the AA starting from the entry into force of it for application of Articles 34-36. Moreover, the rules of implementation of Article 34(1) should be adopted by a decision of the Association Council
, within five years from entry into force of the AA, which still did not take place. The implementation rules are of paramount importance since they represent the flexibility in the extent of harmonization. With their lack of adoption, any practice related to anti-competitive behaviour taking place in Egypt will be interpreted following the provisions of the EC Treaty. This implies that AA provisions have to be interpreted in conformity with the European Community’s secondary legislation, the decisions of the European Commission, and the case law of the European Court of Justice (‘ECJ’) as well as the Court of First Instance (Geradin, 2004).

The importance of implementation rules arise from the different interpretations of the concepts contained in Article 34. The concepts and definitions have different meanings under the EU and Egyptian jurisdictions. Early agreement in the Association Council on implementation rules would have clarified such differences and reached an agreed-upon interpretation for the different concepts embedded in Articles 34-36. The lack of implementation rules imply that Egypt de facto applies the EU competition provisions following the EC treaty.

The question that should be asked from a legal perspective is after the five years transitional period ends, what would apply? It seems that the provisions of the competition law in the AA as reviewed are modest, and that if problems related to competition happen in trade issues between EU and Egypt, then it is the EU competition law that will apply, which means a de facto compulsory harmonization for EU competition provisions in the Egyptian jurisdiction for whatever affects trade with the EU.

The Action Plan has only repeated what has been mentioned in the AA: 

“– Adoption of implementing rules on competition (Association Agreement, article 34.2), for which the deadline is five years after the entry into force of the Association Agreement (1/6/2009).

Antitrust

– Enforce the competition law in line with that of the EU and establish an independent and adequately-resourced competition authority.”

In other words, the Action Plan did not go further than what the AA reached whether in terms of cooperation or harmonization.

Potential Effect of Harmonizing Competition Rules on Egypt

The competition related Articles in the AA are confined to practices that have or may have an effect on trade. In theory it might seem easy to differentiate between the impact of such provisions which is confined to impact on trade between Egypt and the EU, but in reality it would just lead to legislative problems and difficulties in applying the law (as shown above). In fact we argue that this type of dual system may cause diversion of Egyptian exports away from the EU to other markets if the EU law is more restrictive than the Egyptian law. Moreover, it could lead to some type of chilling effect on potential exporters to the EU. If one precedent took place and an Egyptian producer or exporter to the EU was subject to EC competition provisions, it is very likely that a large number of Egyptian exporters and producers will divert away from the EU market, fearing from application of EC competition law on them. 

There are several gaps in the Egyptian law that could be filled by EU Competition Law such as merger control and safe harbour provisions, provided clear guidelines for cooperation are set. The Egyptian law in some cases is more restrictive whereas the EU law in other cases is more restrictive. The misrecognition of market power under horizontal and vertical agreements may cause conflicts in the Egyptian market. It may more precisely, motivate EU firms towards concluding their related agreements in Egypt rather than the EU, so as to escape the application of the safe harbour rule and gain market power in the Egyptian market. 

The lack of an appropriate exemption instrument of agreements restrictive of competition under the European Competition Law (ECL) and its executive regulations may imply two negative policy effects in the long-term. Firstly, the Egyptian Competition Authority (ECA) might need to prohibit agreements (to be in line with ECL) which, even though restrictive of competition, provide substantial efficiency gains which would have been in the Egyptian consumer’s interest if these agreements were to be exempted. Secondly, in event of an agreement which relates to the attainment of non-competition objectives such as social, industrial, employment policies etc. but is restrictive of competition, these objectives would be undermined, nonetheless their attainment might outweigh the restriction of competition. The adoption of an exemption tool under the Egyptian system remains hence, crucial.

In fact, it is very unlikely that in such a dichotomous system positive results are expected for the competition law implementation in Egypt. It is very difficult to predict the impact of such type of incomplete harmonization competition law system on Egypt. However, we suggest that it might create a lot of vagueness in implementation and is likely to create uncertainty among the community of exporters and producers.
Following the AA, whether Egypt has enacted a law or not, the EU competition provisions will apply where an anti-competitive act has affected trade between Egypt and the EU and no implementation rules have been reached by the Association Council. This implies that Egypt is experiencing already a de facto application of the EU competition laws and regulations in its jurisdiction as long as it affects trade between EU and Egypt. Such de facto application implies compulsory harmonization as argued above, or at least the creation of a dual legislative system. Such a harmonized system in light of the review of the studies aforementioned is neither needed to ensure an effective implementation of competition law in Egypt, nor to enhance trade between Egypt and the EU.  This creates a legislative burden for the ECA and Egyptian courts on how to treat competition cases that has a relationship with EU trade. 

The above analysis identified that there is a clear gap between Egypt and the EU regarding competition provisions. The full application of EU competition related provisions in the Egyptian jurisdiction may seem to be the first best if Egypt and the EU were sharing the same level of development, and institutional infrastructure, which is not the case. This implies that there is a need for cooperation and coordination which should be fostered by the existing mechanisms for integration including the ENP Action Plan.

In light of the above, we would expect that the European Neighbourhood Policy (ENP) Action Plan would have brought in some mechanisms that aim at enhancing cooperation
  between Egypt and the EU regarding competition issues. Issues as positive and negative comity should have been put on the agenda, as well as other means that promote cooperation between competition authorities. Reading the Action Plan of EU-Egypt we realize that it is modest both in terms of further harmonization as well as cooperation. 
To conclude, the above analysis implied that there is gap between the Egyptian competition law and the EU competition rules and regulations. The AA has included a de facto adoption of EU competition rules and regulation in Egypt, which we consider a case of compulsory harmonization. Empirical studies reviewed asserted that there is no evidence for reaping benefits out of the harmonization in the competition field. The studies that have opted for harmonization emphasized the need for adopting a progressive approach that ensures overcoming the different economic circumstances and developmental stages of the different countries. The reviewed studies emphasized the need for cooperation, which has been deemed to be important than harmonization, and the EU-Egypt cases have shown that effective cooperation still does not exist. The ENP and its Action Plan have neither added the element of cooperation, nor have worked on providing mechanisms for deepening harmonization. 

The Egyptian system's gaps along with their possible future consequences with respect to EU-Egypt trade indicate that harmonization of competition provisions may be conditionally necessary. The condition, which if not satisfied, harmonization would be pointless and thus, would not be preferable by any means, is clearly the valid and appropriate enforcement of the EU's transplanted rules by Egyptian authorities (the ECA and national courts). Obviously, this is not attainable at this stage. The gaps should, thus, be approached from a different viewpoint. The Egyptian system may rather fill in the gaps by introducing a new set of rules which are similar to that of the EU in general but simpler in terms of substance to match its current level of development and enable the enforcement process. For instance, Egypt should not transplant the exact EU Merger Control Regulation. Instead, it should consider finding an alternative mechanism which would serve the same purpose but in a rather simpler and more flexible manner. 

Given the existing developmental, and infrastructural gap between Egypt and the EU harmonization might not be the first best or in a broader context deep integration might not always be better. The optimal case in this regard would have been shallow integration complemented by cooperation, which neither the AA, nor the ENP have provided. In other words, since competition law is needed to have an efficient domestic business environment, and does not serve a market access purpose, then deep integration might not be suitable given the developmental gap between the trading partners, and the costly (without pay-off) process of narrowing the gap. In this case, cooperation would serve the ultimate purposes of having an efficient domestic business environment, and preserving trade interests between partners.


To sum up, harmonization is not the best way to approach these gaps and is thus, not preferable. Simpler rules than those of the EU should be introduced to successfully fill in these gaps accompanied by intensive cooperation by EU Competition Authorities. Moreover, EU should help in upgrading the quality of infrastructure in Egypt (human and technical capacity, databases, etc.) to ensure the effective cooperation and/or harmonization of laws and regulations in the future.

General Conclusions and Policy Implications:

The general conclusions that can be reached from this study are that deep integration has several means and shapes, which is an issue that policy makers need to consider. The means of deep integration that should be adopted should be based on the aim of deep integration required. This is in line with other experts have reached though they did not use the same classification used in this paper. For example Müller-Jentsch (2003), argued that South Mediterranean countries do not always have to harmonize along the EU norms as it might be difficult and not necessarily fitting their degree of development. In some cases, he argues, deep integration is necessarily, whereas in others modest convergence will do the job.If the aim of deep integration is enhancing market access then harmonization, though costly for Egypt is a must and that it pays off in the future. However, if the aim of deep integration is upgrading the domestic business environment in Egypt then harmonization, given the developmental gap, might be very costly, and the pay off is not clearly identified in trade relations between Egypt and the EU. Soft deep integration in the form of coordination and cooperation might be a better option within the context of Egypt-EU trade relations. Such conclusion is in line with what Islam and Reshef (2006) reached where they argue using empirical evidence that the quality of institutions (i.e. having efficient and well implemented laws and regulations) is more important than just harmonizing them if the main target is to enhance trade. The same conclusion has been reached by Lederman et. al (2005) who found that a number of institutions designed by NAFTA as the supervision panels do not appear to have made a major impact on the incidences of disputes and the effectiveness of their resolution either before or after NAFTA. This implies that RTAs first class harmonized institutions between developed and developing members of a RTA do not always serve the interests of developing members of such RTAs. 

The study also pointed out that deep integration is difficult to achieve and very much likely to face problems in implementation if the focus is always on the regulatory/policy aspect while neglecting the infrastructure aspect of deep integration.

The study alerts researchers and policy makers to deal with the deep integration in a more cautious way, to look for the preconditions of its success including mainly the development of the needed infrastructure, and to question the goal of deep integration. Deep integration cannot be always accepted at its face value as it might not fit the developmental status of developing countries or might cost them more than its benefits. In this regard, priorities need to be set where if market access is the aim then there is a need for adopting deep integration whereas if the aim is upgrading the domestic institutional infrastructure, then deep integration might not be necessarily needed. This is in line with the latest developments in the context of dealing with institutions which emphasized that harmonization of institutions between developing and developed countries might not be necessarily a good thing for development.
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� The Rapid Alert System for Food and Feed (RASFF) provides information on measures taken to ensure food safety. Two classifications of notifications appear in the RASFF. Alert notifications include foods that are already in the market and where immediate action is required. Egyptian products were mostly in the second category, information notifications, which include food for which risk has already been identified and which have not reached the market. For all notifications, consumers can be assured that products have already been or are in the process of being withdrawn from the  market or that all necessary measures have already been taken (EU RASFF).  





� see http://laurel.nal.usda.gov:8080/agnic/pmp/1999/bwp0722.html


� The Association Agreement between Tunisia and the EU was signed in 1995 and entered into force in March 1998 whereas the Association Agreement with Morocco was signed in 1997 and entered into force in March 2000.


� The Association Council is the body that oversees the implementation of the Association Agreement. It includes EU and Egyptian senior government officials. 


In some occasions, on the one hand, the Association Council’s decisions have had a direct effect in the EU. For instance, see Case 192/89 Sevince [1990] ECR 3461, as an ECJ judgment based on a decision of the Association Council of EC-Turkey Association Agreement. For more detail, see Hillion, Christophe, (2007), “Mapping-out the new Contractual Relations between the European Union and its Neighbours: Learning from the EU-Ukraine ‘Enhanced Agreement’”, (12), European Foreign Affairs Review, Kluwer Law International BV, pp,179-181.


On the other hand, we have not found any legal source to suggest that the situation is the same with respect to the EU’s trading partners. In other words, these decisions do not have a corresponding direct effect in the EU’s trading partners and thus, could not be invoked before their competent national authorities without national implementing legislation. The Agreement with Egypt does not provide for even future discussions regarding such matter as is the case with respect to the Europe Agreement with Poland. Hence, the Association Council’s decisions could not be invoked before Egyptian authorities, yet the Association Agreement itself is considered as a binding legal obligation by the Egyptian authorities.


� Alvarez (2006) provides a full list of possible cooperation mechanisms including notifications, consultations, positive and negative comity.
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