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8.1 Introduction

Over the last 20 years, Arab countries have liberalized their trade through unilateral 
reform, multilateral negotiations and regional integration. The latter has involved the 
creation of a number of regional trade agreements (RTAs), of which the most 
comprehensive in terms of product and country coverage is the Greater Arab Free 
Trade Area (GAFTA).1 However, and unlike most recent RTAs, the GAFTA has 
limited itself to goods liberalization and does not include trade facilitation among its 
provisions. In its existing shallow form, the GAFTA has had little impact on regional 
trade and has faced substantial challenges because of restrictive non-tariff 
measures and inefficient cross-border measures (Shui and Walkenhorst, 2010). 
Some analysts estimate that non-tariff measures, combined with cumbersome 
border measures, are more restrictive than tariffs in the MENA region and their 
presence could significantly reduce the expected benefits from regional integration 
(Dennis, 2006). 

Trade facilitation has been a matter of global interest, which culminated in 2013 in 
the multilateral Agreement on Trade Facilitation (TFA) under the auspices of the 
WTO. WTO members are currently in the process of adopting measures to bring 
the Agreement into effect, which will take place once two-thirds of the WTO’s 
members have domestically ratified the Agreement. At time of writing, none of the 
Arab countries had ratified the Agreement although 10 Arab countries had notified 
their category A commitments.2  This relatively slow progress in ratification may 
reflect a lack of general understanding in the region of the benefits of early 
implementation of trade facilitation measures, whether under the TFA or within the 
various regional trade facilitation initiatives and programmes that exist.   

The objective of this chapter is to assess the economy-wide as well as the sectoral 
effects of trade facilitation on the MENA region within the context of the GAFTA. 
For modelling purposes, the GAFTA is divided into three sub-regions: the Gulf 
Cooperation Council (GCC) countries,3 the Maghreb countries and the Mashreq 
countries.  The assessment used a general equilibrium approach (GTAP 8.1) to 
simulate two scenarios of trade integration. The first assumes that the three sub-
regions eliminate the remaining bilateral tariff barriers,4 and the second assumes 
that, in addition to eliminating tariffs, the three sub-regions undertake trade 
facilitation measures. 
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8.2 Trade facilitation in the MENA region

Trade facilitation, in its narrow scope, focuses on improving administrative 
procedures at the border (simplification, harmonization and transparency), while its 
broad scope includes changes to behind-the-border measures, such as non-tariff 
barriers (WTO, 2015).5 The purpose of trade facilitation is to ease the movement of 
goods at the border and reduce trade cost. Inefficient and cumbersome trade 
procedures constitute an indirect cost to trade that is significantly more restrictive 
than tariffs and other direct border charges, which have been progressively 
reduced through negotiations over the years (WTO, 2015).6 Despite tariff 
reductions, trade costs including inefficient customs procedures and country-
specific factors, are still quite high. For example, in a recent study, trade costs were 
estimated to be equivalent to applying ad valorem tariffs on traded goods of 213 
per cent for developing countries and 134 per cent for developed countries (WTO, 
2015).7  

The performance of the MENA region in terms of trade facilitation is reflected in the 
World Bank’s Ease of Doing Business Indicators and, in particular, the Trading 
Across Borders Indicators (World Bank, 2013). These indicators reflect the 
number of documents, the time and the costs associated with exporting and 
importing by seaport. By this account, the MENA region in 2013 was the lowest 
performer in terms of time needed to export and import as well as the number of 
documents required to export, compared with other regions (Table 8.1). The longer 
the time to comply with border inspection and documentation requirements, the 
higher the trading cost faced by MENA exporting and importing firms. Beyond 
regional comparisons, it takes three times longer for a MENA exporter to comply 
with customs procedures than an exporter in the world’s most efficient trading 
country (Denmark). 

Table 8.1  Trading across borders, by region

Region 
Documents 
to import 
(number)

Time to 
export 
(days)

Time 
to 

import
(days)

Cost to 
export 
(US$/

container)

Cost to 
import 
(US$/

container)

MENA 8 20 24 1,304 1,342

East Asia and the Pacific 7 20 22 839 867

Latin America  and the 
Caribbean 

7 17 18 1,343 1,722

High-income OECD 4 11 10 1,060 1,085

Denmark* 3 6 7 795 745

Note: * Denmark is the world’s best performing country on trading across borders indicators.
Source: World Bank (2013).
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8.3 Economic impact of trade facilitation: literature review

The global discussion on trade facilitation was reinvigorated with an ambitious 
mandate in the early years of the WTO Doha Round negotiations. At the same time, 
an abundant literature on the economic impact of trade facilitation emerged to 
provide the background information to these negotiations and contribute to the 
discussion. Estimation of the economic impact of trade facilitation mainly used two 
approaches: the gravity model and the computable general equilibrium (CGE) 
model. The gravity model investigates econometrically the link between trade flows 
and trade facilitation indicators while the CGE model simulates the effect of trade 
facilitation measures on welfare, economic growth, employment and trade, 
considering sectoral and country linkages. 

Most studies, whether using a gravity or CGE model, have found that improved and 
simplified customs procedures have a positive effect on trade flows. Specifically, 
the adoption of trade facilitation measures boosts government revenues in 
developing countries and enhances the ability of a country to attract foreign direct 
investment (FDI), diversify its exports and integrate into global production supply 
chains (Decreux and Fontagné, 2011; Engman, 2005; Minor and Tsigas, 2008; 
Moïsé and Sorescu, 2013; WTO, 2015; Zaki, 2010). Furthermore, trade facilitation 
enhances the role of small and medium-sized enterprises (SMEs) in trade. By 
reducing export delays, SMEs are more likely to increase their export share than are 
large firms (WTO, 2015). 

To help countries improve their border procedures and prioritize their TFA 
implementation actions, the OECD has developed a set of trade facilitation 
indicators that are consistent with the provisions of the TFA (Moïsé and Sorescu, 
2013). These indicators serve as a basis on which to measure performance and 
make inter-country comparisons in various areas of trade facilitation. OECD 
analysis shows that the MENA region is performing better than the average of the 
107 countries (outside the OECD) studied, in terms of simplification and 
harmonization of documents and external border agency cooperation. The region 
performs at the overall average level in the areas of information availability, 
automation, streamlining of procedures, and governance and impartiality, but 
performs less well than the overall average in terms of advance rulings10  and fees 
and charges (OECD, 2013). 

Using a gravity model, the same OECD study indicates that full implementation of 
the TFA will reduce trade cost in the MENA region by 10.5 per cent. The measures 
that contribute most to trade cost reduction are automation of formalities (2.6 per 
cent reduction), involvement of the trade community (1.8 per cent reduction) and 
streamlining of procedures (1.3 per cent potential reduction).  
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Similarly to the OECD study, in 2014, the United Nations Economic and Social 
Commission for West Asia (ESCWA) initiated a comprehensive survey to collect 
data and information on trade facilitation in the Arab region. The main findings of 
the ESCWA survey showed that, although many Arab countries are engaged in 
implementing trade facilitation measures, implementation of a cross-border 
paperless trading system remains extremely limited (ESCWA, 2015). The analysis 
clearly showed a negative relationship between trade facilitation implementation 
and trade costs excluding tariffs. 

In the context of regional integration, Dennis (2006) used GTAP to analyse the 
welfare and GDP growth effects of trade facilitation. He found that incorporating 
trade facilitation improvements would triple the welfare effect compared with a 
scenario of a MENA free trade area (FTA) without trade facilitation. He estimated 
that adding trade facilitation to mere trade liberalization would increase overall 
welfare from US$ 913 million to some US$ 3 billion, corresponding to a 0.1 per 
cent increase in GDP, with all MENA sub-groups benefiting from this increase. 
Bchir et al. (2007) used the MIRAGE model to look into various trade integration 
schemes of the Maghreb countries (Maghreb free trade area, Maghreb customs 
union, Maghreb common market). They estimated that liberalizing trade in goods in 
the Maghreb region would lead to an overall gain of US$ 300 million, with the 
common market scenario leading to the largest GDP gain. However, Bchir et al. did 
not explicitly incorporate trade facilitation into their analysis. 

In the present study, the approach used in assessing the impact of trade facilitation 
follows that of Dennis (2006), but with a much richer data set (GTAP 8.1), 
incorporating most Arab countries, including the GCC, Maghreb and Mashreq 
countries. 11 

8.3 Modelling trade facilitation  

GTAP 8.1 is used to assess the economy-wide as well as the sectoral effects of 
trade facilitation within the context of MENA regional integration. GTAP 8.1 is ideal 
to assess such effects as it considers the sectoral as well as the country linkages 
through trade and factor mobility. It is a standard multi-region, multi-sector CGE 
model with perfect competition and constant returns to scale. The model is fully 
documented in Hertel and Tsigas (1997). GTAP 8.1 includes 134 regions and 57 
commodities/sectors and contains complete bilateral trade, transport and tariff 
information. For the present study, the data set was aggregated into 29 regions 
and 32 sectors reflecting the trade structure of the MENA region and was updated 
by shocking the initial data set to the year 2015 using World Bank data on 
population, GDP and labour (Boughanmi, Al Shammakhi and Antimiani, 2016). The 
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sectoral aggregation includes 15 agricultural and natural resources products, four 
oil and mineral products, nine manufacturing and industrial products, three 
transportation service sectors and one aggregate service sector. The regional 
aggregation, in addition to the GCC, Mashreq and Maghreb countries as defined 
above, includes most OECD countries, and other countries from Africa, Asia and 
Latin America (Appendix Table 8.3).   

However, as indicated by Dennis (2006), GTAP 8.1 does not include a sector that 
captures trade facilitation. To capture this, the present study simulates the removal 
of cross-border inefficiencies as an import-augmenting technical change in the 
GTAP model (Fox, Francois and Londoño-Kent, 2003). A technological shock is 
introduced through the AMS variable in GTAP, which represents the change in the 
price of imports from a particular trading partner due to efficiency changes 
(Fugazza and Maur, 2008).12  Hertel et al. (2007) argue that improvements in trade 
facilitation will help reduce the indirect cost associated with transit time (iceberg 
cost) and reduce the destination price of traded goods. Dennis (2006) and the 
OECD (2013) estimated that total trade transaction cost in the MENA region 
amounts to around 10 per cent. The indirect cost component of the total 
transaction cost for the MENA countries is estimated to be 3 per cent of the total 
trade transaction cost (Dennis, 2006). For comparative purposes, the present 
study used the same figure for both the Maghreb and Mashreq sub-regions but 
only 1 per cent for the GCC sub-region, as the latter is considered to have more 
efficient trade logistics (World Bank, 2015). The model is solved using the 
standard GTAP macroeconomics closure, where global investment is allocated 
across regions according to the relative rates of return in each region, affecting 
regional savings and the current accounts (Hertel, 1997).

Simulation results

The GTAP framework was used to assess two scenarios of further trade 
liberalization within the GAFTA. The first scenario assumes that GAFTA countries 
complete trade liberalization by eliminating the remaining tariffs on bilateral trade 
(GAFTA scenario). The second scenario includes the first scenario but assumes, 
further, that GAFTA countries are implementing cross-border trade facilitation 
measures (GAFTA+TF scenario). 

The GAFTA+TF scenario leads to a significant increase in welfare (equivalent 
variation, EV) compared with the GAFTA scenario without trade facilitation (Figure 
8.4). Among the three GAFTA subgroups, the Mashreq countries gain the most 
(2.2 per cent), followed by the North African countries (1.5 per cent). This basically 
reflects the initial high levels of protection as well as initial high levels of cross-
border inefficiencies in these two subgroups compared with the GCC subgroup 
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Figure 8.5 GDP effect of trade facilitation

Source: Author’s calculations.

Figure 8.6 Effect of trade facilitation on exports

Source: Author’s calculations.
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Likewise, with trade facilitation, full trade liberalization in the GAFTA leads to a 
significant increase in intra-regional exports, particularly for the Maghreb sub-
region, where export growth reaches around 6 per cent, most of which is destined 
for the Mashreq sub-region (Figure 8.7). The GCC subgroup also witnesses an 
important increase in exports towards the GAFTA, with intra-export growth above 
2 per cent. The lower level of increase for the Mashreq sub-region’s intra-export 
can be explained by the already quite intensive Mashreq intra-trade compared with 
the other-sub-regions. 

At the sector level, with trade facilitation, an impressive (double-digit) increase is 
observed in overall exports of the Mashreq sub-region in agricultural and food 
products (dairy, meat, beverages, other food), minerals (oil, gas) and manufacturing 
(Appendix Tables 8.1 and 8.2). The Maghreb sub-region witnesses a double-digit 
increase in overall exports of dairy products and transport equipment. Although 
export growth is lower in the GCC countries, they nonetheless witness a clear 
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8.4 Conclusions

Indirect trade cost in the MENA region, as reflected in the Word Bank’s trading 
across borders indicators, is relatively high compared with regions such as East 
Asia and the Pacific, and Latin America and the Caribbean. Indirect costs related to 
inefficient trade procedures are worse than equivalent tariffs as they are “wheels in 
the sand” causing greater economic losses. Improving trade procedures through 
trade facilitation measures would reduce trade cost and enhance the international 
competitiveness of MENA countries.  

This chapter analysed the effects of introducing and implementing trade facilitation 
measures as part of a regional integration agreement to deepen the GAFTA in the 
MENA region. GTAP 8.1 was used to simulate two scenarios, one involving the 
elimination of the remaining bilateral tariffs between GAFTA members, and the 
second assuming that, in addition to tariff elimination, MENA countries undertake 
trade facilitation measures. Trade facilitation was introduced into the GTAP 
analysis as an efficiency-enhancing measure affecting import prices. 

Results indicate that the full completion of the GAFTA with trade facilitation 
improvements yields a welfare gain for all GAFTA sub-regions, with the Mashreq 
and the Maghreb sub-regions gaining the most (an increase in welfare of 2.2 per 
cent and 1.9 percent, respectively). Trade facilitation in the GAFTA enhances 
export competitiveness and leads to a significant increase in overall export value for 
all countries, particularly for the Mashreq (6.9 per cent) and Maghreb (3 per cent) 
countries. Furthermore, the scenario of trade liberalization within the GAFTA plus 
trade facilitation leads to a significant increase in intra-regional exports for all 
countries, reaching 6 per cent for the Maghreb, 2.6 per cent for the GCC and 2 per 
cent for the Mashreq countries. All sub-regions witness an export boost in agro-
food products, particularly those products in which the Mashreq and Maghreb 
countries have a comparative advantage. 

The welfare-enhancing results of this study indicate that the MENA region has a 
high stake in implementing the TFA. However, many countries in the MENA region 
may face challenges in making trade facilitation reforms due to a lack of human and 
financial resources. Experience has shown that sequencing and prioritizing the 
areas of reforms can be a cost-effective way of implementing trade facilitation 
projects. For example, the MENA region could begin reforms in the areas reported 
above as contributing most to trade cost reduction, such as automation, 
involvement of the trade community and streamlining of trade procedures.
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Appendix

Appendix  Table 8.1  Value of merchandise regional exports by commodity
FOB (% change)

S1:GAFTA S2: GAFTA +TF

GCC Mashreq Maghreb GCC Mashreq Maghreb

Rice -0.16 1.71 7.39 2.35 6.32 5.94

Wheat 0.12 -0.77 0 Td
(0-0.056 Tw950 T47 0 Td
(7.39)Tj
aut1s32)4.
0.81 Tj
50 T47 0 (0-0139.298 -17.19 Td
(WheatOilseeds2.032 0 Td
(0.12)Tj03.791 0976
(0.12)Tj54.047 0 Td
(0 Td
5 T7.039 0 Td
(2.35)Tj877.39)Tj
aut1s32)Tj80.109 0 Td
(5.94)2.5939.298 -1.739 Td225.94)Sugar1.847 0 Td
(-0.16)Tj
4.791 0976
(0.12)

0.12 5.94

8s1

1.71 2.35
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Appendix Table 8.4: Simple average bilateral tariff rates applied in the 
GAFTA region

GCC import  tariff  from



236 Trade costs and inclusive growth

Appendix Table 8.4: 
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Abstract

This chapter aims to assess the progress of trade facilitation in the Arab region, 
and subsequently tests the effect of trade facilitation on bilateral trade flows within 
this region. The findings support the fact that the performance of Arab countries’ 
logistics systems in general is still weak and needs to be improved, as indicated by 
the World Bank’s Logistics Performance Index (LPI). Vast divergence and 
discrepancies among Arab countries can be observed because of differences in 
income levels and geopolitical conditions. Hence, while some Arab countries try 
to develop logistics activities to take advantage of opportunities, seeking to 
establish regional logistics platforms, others are not only ranked among the lowest 
on the overall index, but are also near the bottom of the list for the different 
components of the LPI.

The estimations presented here suggest that trade facilitation has positive impacts 
on intra-regional trade but that its scope is rather limited. Indeed, an improvement 
in trade facilitation (LPI score) of the exporting country by 1 per cent increases 
trade flows by 0.7 per cent. This impact could be higher and reach more than 2 per 
cent when sensitivity analysis is included. An improvement in trade facilitation (LPI 
score) of the importing country by 1 per cent boosts trade flows by 0.66 per cent. 
The results of this chapter show that there are slight gains in trade to be made from 
improving trade facilitation in Arab countries. Despite the fact that the overall LPI 
score is significant for both exporting and importing countries, the magnitude of 
that significance is relatively small compared with previous research findings 
regarding the same measures in other regions. However, the study suggests that 
trade facilitation could have a greater impact on trade among Arab countries and 
with other regions and underlines the importance of developing transport and 
physical infrastructure to enhance regional integration and trade cooperation.

* The contents of this chapter are the sole responsibility of the authors and are not meant to 
represent the position or opinions of the WTO or its members.






