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INTRODUCTION 

The Cotonou agreement, signed in July 2000 by the European Union (EU) and the African, 
Caribbean and Pacific (ACP) states, introduced deep modifications of trade relationships be-
tween the two Parties, through the establishment of Economic Partnerships Agreements 
(EPA). Among regional trade agreements already signed or under negotiation, EPAs are char-
acterised by the development gap between the Parties, the EU on one hand, and ACP regions 
on the other one. So, beyond trade agreements, EPAs aim to promote sustainable development 
and to foster regional integration, by establishing non reciprocal free-trade area between both 
regions, and by implementing a strong development component. EPAs represent an important 
challenge for ACP countries, presenting opportunities to foster regional integration and ex-
pand regional markets, to develop exports to the EU, and risk of increasing competition with 
EU products. 

Liberia is part of ECOWAS, core of the West African group which negotiates the EPA with 
the EU. Liberia is not fully involved in the regional integration process, mainly due to the po-
litical and economic situation of the country, after years of civil war. EPA negotiation may 
offer opportunities to Liberia to better participate to ECOWAS process, by involvement in 
regional trade discussions. Liberia is in a rebuilding process, at governmental and economic 
levels. Involvement in a regional common market and trade liberalisation with the EU will 
modify economic environment, with a risk of new disturbance in a rehabilitation process. 

To support Liberia in preparation of EPA, a capacity building project have be launched in 
order to better involve Liberian authorities in the negotiation process, to aware ministries and 
private sector on EPA, and to assess the impact of EPA on Liberian economy. In April 2007, 
field mission, including a one-day sensitisation seminar, was organised in Monrovia, in order 
to present EPA challenges and to discuss with main stakeholders. This field mission aimed to 
collect data too, to conduct the assessment study. 

This report aims to assess the economic and fiscal impact of EPA on Liberia. It is divided in 
four sections, as following: 

> General presentation of Liberia, the economic situation and its external trade; 

> Presentation of EPA and its challenges; 

> The West African group and the trade relationships between Liberia and other ECOWAS 
member states; 

> Impact of EPA on Liberian economy, by analysing EU-Liberia trade relationships, and 
presenting quantitative and qualitative analysis of EPA impact. 

In conclusion, some recommendations are proposed, in order to mitigate the impact of EPA on 
Liberian Economy. 
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Overview of Liberia 
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I. GENERAL PRESENTATION OF LIBERIA 

After a devastating civil war that lasted over 14 years, Liberia is emerging slowly but surely 
with a democratically elected government committed to transparency in governance and eager 
to establish an investor-friendly environment. Elections were held at the end of 2005 and 
brought President Ellen Johnson Sirleaf to power. 

The security environment is improving with the remarkable contribution of the UN mission in 
Liberia (UNMIL). The UNMIL has deployed a strong UN Peace Keeping Force and has com-
pleted a disarmament program for former combatants in late 2004. It is also training a new 
police force and more balanced Armed Forces. Another contributing factor to the peaceful 
atmosphere is the noticeable dedication of a majority of the Liberian people for peace and 
national reconciliation. 

The international recognition and support granted to the government of Liberia reinforces the 
political climate. Signs of the renewed confidence in the actual institutions result from the fact 
that many qualified Liberians are returning home, sometimes sacrificing positions held in oth-
er countries. Investors are also beginning to show interest in some strategic sectors and small 
businesses are opening up. This is a dramatic change especially when we refer to the torn 
down economy as a result of decades of armed conflicts which destroyed Liberia, installing 
despair within the population.  

Liberia, Africa’s oldest republic was founded in 1822 by a settlement of freed slaves coming 
from the US. From the outset, this African-American minority controlled the Liberian politics 
at the expense of the indigenous tribes. Under his presidency, William Tubman (1944-1971) 
initiated sound policies that attracted foreign investment and contributed to a greater implica-
tion of the indigenous people. His legacy included advancements in the economic, social and 
political conditions of the majority of the indigenous inhabitants as they are compared to the 
descendents of the original settlers. His successor, President Tolbert built his reign on these 
assets and favored a democratic climate and constructive relations with the rest of the world.  

In 1980, Liberia entered in the first cycle of turmoil as President Tolbert was assassinated in a 
military coup led by Sergeant Samuel Doe. Doe inaugurated a decade of authoritarian rule as 
opposition leaders were often challenged. Likewise, journalists shared the same fate; many of 
them serving time in jail. By 1984, the military government conducted a series of reforms 
which ended with the organization of presidential elections in the course of 1985. Unsurpri-
singly, Doe won the elections in spite of the general beliefs of observers that the voting 
process was fraudulent. Liberia’s first indigenous president deceived many of his citizenry, in 
particular those inland who were really hopeful that profound changes would occur to enhance 
their political and socioeconomic conditions. Unfortunately, the Doe government was caught 
up in waves of corruption and human-right abuses. 

Doe’s authoritarianism fuelled harsh opposition to his leadership. Within the country, labor 
protests, Unions and other students’ strikes, were countless. So were many military coups at-
tempts to overthrow the DOE regime. By the end of 1989, Charles Taylor began a rebellion 
and installed the country in a bitter civil war with various rebel groups. The government was 
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losing ground and President Doe found himself helpless, sheltered in his mansion. In 1990, he 
was assassinated. 

After Doe’s death, the Liberian civil war prolonged with rebel groups disputing territories. 
The Economic Community of West African States (ECOWAS) initiated several negotiations 
between group rebels and the government for a peace settlement.  Peace deals were often 
reached and signed but violated afterwards. During this confused period, ECOWAS also sent 
a peace keeping force and installed an interim government in Monrovia. Troubles continued 
throughout the mid 1990’s. By 1997, a relative peace was noted, allowing the organization of 
elections won by Charles Taylor. Fighting resumed in 2000 as Taylor’s methods, his disastr-
ous management of the economy and his involvement in the Sierra Leone war, were severely 
challenged. 

The civil war ended in 2003 with a signed peace agreement and the subsequent resignation of 
Charles Taylor who was exiled to Nigeria and brought to justice later on, for crimes carried 
out during his involvement in Sierra Leone. Transitional government took over for two years 
before the organization of democratic elections that put President Ellen Johnson Sirleaf to 
power in late 2005. The new Parliament was established in early 2006, and have to renew all 
policies, as most of acts was adopted prior the civil war. Main objectives are to keep peace 
and security, to promote reconstruction of the country, to fight against corruption, and to clean 
up public finance. 

Should the government have an exports promotion policy or an import substitution policy?  

We can start our inquiry by restating a commonplace: investment, i.e. capital accumulation, 
leads to economic growth and increased welfare. Furthermore, nobody would deny that inves-
tors look for maximum profit and minimum risk and are therefore willing to invest, at home or 
abroad, if they expect high returns and if the business environment is safe. This logic is clearly 
at the core of the present Liberian government way of thinking.  

Since investors are interested in after-tax returns, tax cuts are a way to attract investors. This is 
precisely what the Liberian government did by implementing many the World Bank recom-
mendations and has engaged many reforms aimed at reducing the cost of doing business (what 
economists often call “transaction costs” and includes all the administrative costs and informa-
tional – or search – costs). Simultaneously, Liberia has enacted measures and reforms de-
signed specifically to reduce the costs incurred by companies established in Liberia and will-
ing to export their goods or services. 

However it cannot be still concluded that the country has adopted so-called “export-promotion 
strategies” – as opposed to import-substitution strategies. As Liberia belongs to ECOWAS, 
this strategy should be defined at a regional level. 
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II. ECONOMIC SITUATION 

1. Analysis of the Liberian production 

1.1 GDP and main sectoral values added 

The chart below shows that the agricultural sector remains an important component of the 
Liberia GDP. Likewise, the industrial sector, which represents less than 10% of the activities, 
must be considered as small and weak by international standards. Consequently, this sector 
may be expected to suffer particularly from the tariff dismantling policies that will be linked 
with the EPA commitments. The forestry industries are not at first sight, expected to suffer 
from the EPA with the EU as this sector is mainly composed of rubber, which is largely ex-
ported to the EU and the Rest of the World. However, it will be also important to focus atten-
tion of the impacts of the EPA on the agriculture sector, which represents more than 50% of 
the GDP in 2005. Finally the services may be also affected by the EPA with the EU, due to 
commitments that will (have to be) made in terms of market access and national treatment. 
Moreover, within the services sector, the low levels of health and education in Liberia give 
reasons for concern. 

 
Chart 1: Sectoral composition of Liberia GDP, 2005 (in % of total) 
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Source : Statistical Office 

As Table 1 and Chart 2 show, Liberia's economic performance over the past decade has been 
remarkable since 2004. But this situation is less impressive if we look at the situation since 
2001. Indeed, the average growth rate of GDP in constant price was about 2.4% over the pe-
riod 2001/2005, which is less than the population growth rate. 
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Table 1: Liberia GDP and its components, 2001 – 200 5 (USD million, current factor cost) 

 2001 2002 2003 2004 2005 

1 Primary Activity 393.1 428.82 331.2 377.1 404.3 

1.1 Agriculture 240.8 274.62 236.2 275.6 298.5 

1.2 Livestock 3.4 4.1 2 3.3 3.4 

1.3 Forestry 147.2 147.4 90.9 95.5 99.5 

1.4 Fishing 1.7 2.7 2.1 2.7 2.9 

2 Secondary Activities 44.3 39.9 25.9 47.2 56.5 

2.1 Mining and Quarrying 8.5 0.3 0.3 0.3 0.3 

2.2 Manufacturing 24.8 26.5 15.2 26 32.9 

2.3 Energy (water, electricity & gas) 2 2.1 2 3.9 4.5 

2.4 Construction 9 11 8.4 17 18.8 

3 Tertiary Activities 95.6 96.6 78.3 105.2 119.9 

3.1 Transport and Communication 28.4 30.1 28.1 33.2 39 

3.2 Trade 20.1 21.4 20.7 22.9 29.2 

3.3 Banking and Finance 15.4 11.6 9 11 13.4 

3.4 Other Business Services 11.9 12.3 7.5 13.7 14 

3.5 Non-Profit Services 19.8 21.2 13 24.4 24.3 

GDP at Factor Cost 533 565.32 435.4 529.5 580.7 

Source: Statistical office 

The contribution of the industrial sector to GDP increased slightly between 2003 and 2005, 
mainly driven by the construction and manufacturing industry at the expense of the agricul-
tural sector. 

 
Chart 2: Evolution of GDP structure 
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A more detailed evolution of the GDP component, at constant prices is presented in the table 
below. 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 15

Table 2: Liberia GDP and its components, 2001 – 200 5 (USD million, constant factor cost) 

 2001 2002 2003 2004 2005 

1 Primary Activity 374.8 417 316.5 362.7 388.7 

1.1 Agriculture 233.8 267.3 229.3 267.5 289.3 

1.2 Livestock 3.3 4 1.9 1.7 1.4 

1.3 Forestry 136.1 143.1 83.3 92.3 96.5 

1.4 Fishing 1.6 2.6 2 1.2 1.5 

2 Secondary Activities 43.2 38.6 25.2 45.9 54.9 

2.1 Mining and Quarying 8.4 0.2 0.3 0.3 0.3 

2.2 Manufacturing 24.1 25.7 14.8 25.3 31.9 

2.3 Energy (water, electricity & gas) 2 2 1.9 3.8 4.4 

2.4 Construction 8.7 10.7 8.2 16.5 18.3 

3 Tertiary Activities 92.9 93.8 76 102.1 116.4 

3.1 Transport and Communication 27.6 29.2 27.3 32.2 37.9 

3.2 Trade 19.5 20.8 20.1 22.2 28.3 

3.3 Banking and Finance 15 11.3 8.7 10.7 13 

3.4 Other Business Services 11.6 11.9 7.3 13.3 13.6 

3.5 Non-Profit Services 19.2 20.6 12.6 23.7 23.6 

FISIM - - - - - 

GDP at Factor Cost 510.9 549.4 417.7 510.7 560 

Net Duties and Taxes on Products 15.79 16.98 12.91 15.78 17.3 

GDP at Market Prices 526.69 566.38 430.61 526.48 577.3 

Source: Statistical office 

2. Foreign direct investment 

Especially since 2003, Liberia belongs to the countries which are the most attractive in term of 
FDI flows. According to UNCTAD1, in Africa, five countries – South Africa, Nigeria, the 
Libyan Arab Jamahiriya, Liberia, Botswana (in that order) – dominated outward FDI in 2003. 
They accounted for 84 % of Africa’s total outward stock of $39 billion.  

It is well known that FDI in African countries are mainly originating from the EU and the 
USA. African countries have serious difficulties attracting FDI flows from Asia. According to 
the African Trade Policy Centre of the Economic Commission for Africa2, Japan is the only 
Asian country among the top 19 sources of FDI flows to Africa over the period 1991-2000. In 
2000, Africa accounted for 0.1% of total outward FDI from Japan and rose to 0.6% in 2001. 
Since then there has not been any substantial improvements. Japanese investments in Africa 

 

1 United Nations Conference on Trade and Development. World Investment Report - United Nations. New York and Geneva, 2004 -
The Shift Towards Services 

2 Foreign Direct Investment in Africa: Performance, Challenges and Responsibilities. Chantal Dupasquier and Patrick N. Osakwe. No. 
21 September 2005. African Trade Policy Centre. ATPC. Economic Commission for Africa 
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are concentrated in two countries: Liberia and South Africa, with the former accounting for 
most of the investment in the region. 

These figures show that Liberia, as other African countries – with the exception of South Af-
rica - has a rather low FDI potential. Nonetheless Liberia attracts, in comparison with other 
African countries, a surprisingly high amount of FDI and is therefore ranked amongst the most 
efficient countries at attracting FDI. If we take into consideration the more recent efforts of the 
Liberian government to reform the economy in such a way as to make Liberia a better place to 
do business, and the potential of Liberia given by its natural resources, Liberia attracting an 
interesting share of FDI should significantly increase in the next future, as it is since 2003 
(chart below). 

 
Chart 3: Liberian GDP, FDI and Merchandise trade, f rom 2001 to 2005 
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Source : World Development Report, The World Bank 

3. Analysis of government revenues 

Table 3 summarises the different forms of the budget revenue. In 2006, the amount of total 
customs duties collected was USD 56.4 million, which represent 48.2% of the tax revenues, 
46.7% of the total government revenues and 8.94% of GDP. 

 
Chart 4: Composition of government revenue, 2006/20 07 (in %) 
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Table 3: Structure of the government revenue 2002 –  2006 (USD million) 

Label 2002/03 2003/04 2004/05 2005/06 2006/07 

Total revenue  56.6 56.0 79.3 84.6 120.9 

Tax revenue  48.5 55.3 75.7 81.0 116.8 

Taxes on international trade and transactions  23.9 24.3 30.2 35.3 56.4 

Taxes on income  9.4 9.4 28.4 25.1 33.7 

Taxes on goods and services  14.8 21.3 16.9 20.3 21.2 

Other  0.4 0.3 0.3 0.3 5.5 

Non tax revenue  8.1 0.8 3.6 3.6 4.1 

Grants  0 3.0 1.0 5.0 14.2 

Budget support  0 3.0 1.0 1.0 0 

Projects  0 0 0 4.0 14.2 

Total revenue and grants  56.6 59.0 80.3 89.6 135.1 

Source: Aggregation calculation from IMF country report data (February 2007) 

Consequently, in comparison with the situation prevailing in comparative countries, Liberia 
still collects quite a significant amount of taxes from custom duties, which leads to the expec-
tation of a significant fiscal impact resulting from tariff dismantling policies on goods origi-
nating from the European Union and from ECOWAS countries. 

 
Table 4: Evolution of the customs duties in % of va rious aggregates from 2002 to 2006 

(USD million) 

 2003/04 2004/05 2005/06 2006/07 

Duties in % of tax revenues 43.39% 38.08% 41.73% 46.65% 

Duties in % of total revenues 43.94% 39.89% 43.58% 48.29% 

Duties in % of GDP 5.93% 6.57% 6.67% 8.94% 

Source: Aggregation calculation from IMF country report data (February 2007) 

The quite positive evolution of customs duties revenue is not only the result of an acceleration 
of the economic activity as shown in the above table, but a better efficiency in collecting the 
duties as they represented nearly 9% of the GDP in 2006 versus only 6% in 2003. 

Over the period 2002–2006, the evolution of tax collection shows a clear positive trend (table 
5), but the increase is significant mainly between 2004/05 and 2005/06. There has been a sig-
nificant increase of customs duties in 2006/07, compared to the previous year, but these fig-
ures are not definitive yet and might be revised. 

 
Table 5: Evolution of taxes collected, 2003 – 2007 

(% change compared to previous year) 

Designation 2003/04 2004/05 2005/06 2006/07 

Tax revenue 14.02% 36.89% 7.00% 44.20% 

Taxes on international trade and transactions 1.67% 24.28% 16.89% 59.77% 

Total revenue -1.06% 41.61% 6.68% 42.91% 

Source: Aggregation calculation from IMF country report data (February 2007) 
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A significant point that must be stressed is that the VAT (Tax on goods and services), does not 
represent a significant amount of the government revenues, and counts for only 37% of the 
amount collected from the custom duties. This underlines the weakness of the formal sector in 
the Liberian economy and the difficulty for the government to collect taxes from other sources 
when custom duties on imports from the EU or from ECOWAS will be have been nearly to-
tally suppressed at the end of the tariff dismantling period. 

III. EXTERNAL TRADE 

1. Trade policy 

As ECOWAS member, Liberia will have to apply the Common External Tariff, from 1 Janu-
ary 2008 (see below). For the moment, Liberia applies its own tariff, which acts as a global 
trade policy. Liberia is neither member nor observer of WTO. 

Both exports and imports are submitted to a prior authorisation, delivered by the Ministry of 
Commerce and Industry. 

1.1 Imports 

� Tariff 

Liberia’s current tariff schedule reports to the “Customs Revenue Code and Harmonised De-
scription and Coding System of the Customs Tariff Schedule of Liberia Act 2000”. The tariff is 
made of custom duty and a general sale tax (GST) of 7%. 

Most of import duties are levied as ad valorem duties on the c.i.f value of imports. For some 
products (see table 6), import duties are specific. The tariff rates rank from 1.5% to 50%, the 
lowest level of 1.5% is for milk (liquid or powder), and the highest level of 50% is applied to 
weapons and military equipments. Tariff for most of the products are from 2.5% to 25% 
(2.5%, 5%, 7.5%, 10%, 11%, 15%, 20% and 25%). As shown in table 6, specific duties pro-
vide a high level of protection to concerned products. 

� Charges having equivalent effects 

Currently, Liberia does not apply such charges. 

� Other taxes 

Some products, such as sugar, food preparations, alcoholic beverages, tobaccos, oil and petro-
leum, perfumes, vehicles are submitted to an excise tax (from 7% to 25%). For food prepara-
tions and alcoholic beverages, the excise tax rate differs according to the origin of the product 
(higher for imported products than for local products), which adds protection to local prod-
ucts. Differentiation between local products and imported products is not allowed under the 
WTO rules. If Liberia decides to join WTO, this rule will have to be changed. Anyhow, this 
differentiation is applied to ECOWAS, and will have to be removed, to comply with 
ECOWAS Common Market rules, and probably with next EU-ECOWAS EPA. 
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Table 6: Specific tariffs by products 

HS code Product Import duty Tariff rate 
equivalent 

09030000 Mate US$ 0.2/kg  

10063010 Semi-milled or wholly milled rice, in packing exceeding 
5kg or in bulk 

US$ 2.00/100 lb 
bag 12.35% 

10063090 Semi-milled or wholly milled rice, in packing not 
exceeding 5kg 

US$ 2.2/50 kg bag 
12.69% 

10064000 Broken rice US$2.2/50 kg bag 13.09% 

16043000 Caviar and caviar substitutes US$ 0.25/pound  

17041000 Chewing gum, whether or not sugar-coasted US$ 0.75/kg 39.11% 

17049000 Other sugar confectionery, not containing cocoa US$ 0.75/kg 58.24% 

18069000 Other chocolate confectionery, in other forms US$ 0.3/pound 14.52% 

21041090 Soups and broths and preparations therefor, not dried US$ 0.4/kg 29.58% 

2201 Waters US$ 0.1/liter 23.87% 

22021000 Waters containing added sugar US$ 0.2/liter 26.85% 

22029000 Other non-alcoholic beverages US$ 0.25/liter 22.90% 

2203 Stout and porter US$ 0.9/liter 76.40% 

2204 Wines US$ 0.65/liter 19.07% 

2205 Vermouth and others US$ 1.10/liter 35.26% 

22060010 Beer not made from malt US$ 0.25/liter 61.24% 

2207 Alcohol US$ 0.1/liter 75.05% 

2208 Spirits and liqueurs US$ 5.00/liter 75.79% 

22090010 Wine vinegar US$ 0.15/liter 23.08% 

25233000 Aluminous cement US$ 2/50kg bag  

25239000 Other hydraulic cements US$ 2/50kg bag 26.14% 

3208 Paints based on synthetic polymers or chemically 
modified natural polymers, dispersed or dissolved in a 
non-aqueous medium 

US$ 0.5/liter 21.10% 

3209 Paints based on synthetic polymers or chemically 
modified natural polymers, dispersed or dissolved in an 
aqueous medium 

US$ 0.5/liter 44.79% 

3401 Soap US$ 0.40/kg 45.00% 

3402 Organic surface-active agents (other than soap) US$ 0.50/kg 56.08% 

3403 Lubricating preparations US$ 0.50/kg 8.00% 

3406 Candles, tapers and the like US$ 0.75/kg 12.06% 

5802 Terry towelling and similar woven terry fabrics US$ 0.2/sq.yd  

Source: Customs Revenue Code and Harmonised Description and Coding System of the Customs Tariff Schedule of Liberia Act 2000, 
and Bivac trade data for the calculation of tariff equivalent. As there is no imports for some products, it was not possible to calculate 
the tariff equivalent. 
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� Tariff exemption 

Since 2006, the tariff on cement is suspended, in order to promote competition and reduce the 
price of cement on the Liberian market, rising up due to a high demand for re-building pur-
poses3. 

NGOs and churches benefit from tariff exemption. Firestone Company is exempted of tariff 
on rice imports, because they are made for non commercial purposes4. In fact, rice is part of 
rubber plantation workers’ wages5. Firestone is one of the main Liberian rice importers, repre-
senting 10% of Liberia’s rice import from 2004 to 2006. 

 
Table 7: Firestone rice imports, 2004 – 2006 in ton s 

 Total 2004-2006 Share in % 

All importers 316 836,99 100% 

Firestone 31 316,40 10% 

Source: Ministry of Commerce and Industry 

1.2 Exports 

Exports duties are levied on a variety of exports, including rubber and other agricultural prod-
ucts. The rates are the following: 

> 2.5% on unprocessed exported products; 

> 0% on processed exported products; 

> 4% on diamonds and precious metals. 

In 2001, the United Nations Security Council imposed a ban on Liberia diamond sale, lifted 
on 27 April 20076. Liberia has now to join the Kimberley process, the international diamond 
certification scheme, which tracks the origin of diamonds on the international market. In 2003, 
the Security Council decided a ban against the import of all round logs and timber products 
originating in Liberia. The ban was lifted in June 2006. 

2. Trade analysis 

The trade analysis was carried out by compiling the data base of foreign trade provided by the 
Customs Authority and by the Bivac Company, disaggregating imports and exports of Liberia 
by product and by country of origin, for the year 2006. 

This compilation data enabled us to build a certain number of synthesis tables, which helped 
to clarify the trading position of Liberia vis-à-vis the principal partners and more particularly 
the European Union (see section 5). 

 

3 allAfrica.com, 7 June 2007 
4 Ministry of Commerce and Industry 
5 UNMIL (2006) and Save My Future Foundation (2005). 
6 Marchés tropicaux et Méditerranéens, 4 May 2007 
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Table 8: Evolution of the Liberian Balance of Payme nts, 2003 – 2007 (in million USD) 

 2003 2004 2005 2006 2007 

Trade balance 19.00 132.00 160.00 209.00 211.00 

Exports, f.o.b. 109.00 104.00 112.00 158.00 167.00 

Of which : rubber 44.00 93.00 99.00 141.00 126.00 

timber 55.00    15.00 

Imports, f.o.b 128.00 236.00 272.00 366.00 378.00 

Petroleum 30.00 66.00 89.00 125.00 138.00 

Rice 39.00 34.00 30.00 62.00 34.00 

Donor + FDI related 19.00 106.00 141.00 167.00 184.00 

Other 52.00 30.00 13.00 12.00 22.00 

Services (net) 14.00 37.00 47.00 70.00 72.00 

Services (Debit) 94.32 66.15 79.90 122.58 128.99 

Services (Credit) 80.32 29.15 32.90 52.92 56.99 

Income (net) 60.00 87.00 113.00 137.00 147.00 

Of which: public interest payments due 47.00 54.00 82.00 103.00 111.00 

Other Income transfert 13.00 33.00 31.00 34.00 36.00 

Current transfers (net) 47.00 243.00 311.00 342.00 324.00 

Donor transfers (net) 20.00 189.00 287.00 302.00 300.00 

Private transfers (net) 27.00 53.00 24.00 40.00 24.00 

Current account balance 47.00 13.00 8.00 74.00 106.00 

Current account balance, excluding grants 66.00 202.00 295.00 376.00 405.00 

Capital and financial account 28.00 39.00 43.00 51.00 30.00 

Official financing 28.00 30.00 36.00 36.00 36.00 

Disbursements      

Amortization 28.00 30.00 36.00 36.00 36.00 

Private financing  9.00 7.00 15.00 6.00 

Direct foreign investment   3.00 6.00 11.00 

Other investment (incl. trade credit)  9.00 10.00 21.00 5.00 

Errors and omissions 1.00 27.00 64.00 1.00  

Overall balance 75.00 79.00 115.00 126.00 136.00 

Liberia has a trade deficit which has consistently been increasing in the period 2003 – 2007, 
both in absolute terms (from USD 19 millions in 2003 to USD 211 millions in 2007) and rela-
tive ones (from 4.6% of GDP in 2003 to 31.5% of GDP in 2007), as shown in the table below: 

 
Table 9: Evolution of trade deficit, 2003 – 2007 (%  change compared to previous year) 

 2003 2004 2005 2006 2007 

Trade deficit 4.63% 28.70% 30.25% 33.12% 31.45% 
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2.1 Main Liberia Trade Partners 

The main Liberia’s trade partners are presented in the following tables and charts. For exports, 
the USA is the most important partner (2/3 of export flows), followed by the EU (more than a 
quarter of exports flows). Other destinations are marginal. 

 
Chart 5: Liberia’s main trade partners – export 
(values in USD million, %), means 2004 - 2006 
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Source: Ministry of Commerce and Industry, Division of Foreign Trade 

As far as imports are concerned, trade partners are more various, as shown in the chart below. 
The EU is the main trade partner, followed by ECOWAS, China, the USA and Singapore. 

 
Chart 6: Liberia’s main trade partners – import  

(values in USD million, %), 2006 
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Source: Ministry of Commerce and Industry, Division of Foreign Trade 

Based on the trade structure, for the purpose of the simulation exercise, Liberia's trade partners 
have been grouped into four regional trade zones in the following table. This table clearly 
shows that for the imports, the European Union is the main trade partner for Liberia. For the 
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exports, the EU is also second after the United States. Hence, this position of the EU zone in 
the Liberian trade stresses that the Partnership Agreement could have a significant impact on 
the economy. 

 

Table 10: Liberia trade by zones, 2003 (values in U SD million, %) 

Zone Exports  Zones Imports 

US 63.71%  Row 53.80% 

EU 28.16%  EU 24.31% 

Row 8.02%  Ecowas 16.66% 

Ecowas 0.11%  Us 5.22% 

Total 100.00%  Total 100.00% 

Source: Aggregation calculation from Ministry of Commerce and Bivac trade data 

2.2 Structure of Liberian Trade 

� Imports 

The following table shows that the Liberian imports are mainly composed of petroleum prod-
ucts, electrical equipment, cereals, vehicles, electronic devices and textile articles. In this re-
gard, the main Liberia’s imports are intermediary and final consumption goods, essentially oil 
products, but not equipment goods yet. 

 
Table 11: Composition of Liberian imports, 2006 (% of total imports) 

Label HS2DG Total 

Mineral fuels, mineral oils and products of their distillation bituminous substances mineral waxes. 25.04% 

Electrical machinery and equipment and parts thereof sound recorders and reproducers, television, etc. 9.02% 

Cereals. 6.46% 

Iron and steel. 4.68% 

Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof. 4.51% 

Other made up textile articles sets worn clothing and worn textile articles rags. 3.35% 

Dairy produce birds' eggs natural honey edible products of animal origin, not elsewhere specified or 3.19% 

Nuclear reactors, boilers, machinery and mechanical appliances parts thereof. 3.06% 

Animal or vegetable fats and oils and their cleavage products prepared edible fats animal or vegetable 2.87% 

Tobacco and manufactured tobacco substitutes. 2.66% 

Meat and edible meat offal. 2.61% 

Products of the milling industry malt starches inulin wheat gluten. 2.20% 

Source: Aggregation calculation from Bivac trade data 

� Exports 

Liberia exports mainly rubber to the USA and to the EU zone, and this product counts for 95% 
of the total exports. However, EPA resulting from the tariff dismantling policy is not expected 
to have any particular stimulation for the exports. In fact, Liberia’s exports do not require the 
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use of imported intermediary products for their production whose price would decrease thanks 
to reduction of customs duties. 

 
Chart 7: Composition of Liberia exports, average 20 04 - 2006 (% of total exports)  
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Source: Ministry of Commerce and Industry, Division of Foreign Trade 

� Imports generating the most important level of custom duties 

Table 12 shows that imports on beverage products and mineral fuels are the ones generating 
the highest amount of duty taxes. Duties on cereals and similar products rank third and con-
tribute less than half of the duties generated by the beverage or oil products. Then, we find 
electrical machinery, washing articles, and vehicles. Among all these products, we do not find 
any intermediary or equipment products, which underlines, for which tariff reduction could 
stimulate the economic activity (for instance vehicles for public transport). Hence, the tariff 
duties reduction will concern essential final consumption goods, which will lead essentially to 
loss of revenues for the government without a particular benefit for the local enterprises. In-
deed, only the consumers may benefit from this policy, and this would happen only in case the 
importers would not draw advantage of the situation by increasing their margins on the im-
ported products. 

 
Table 12: Customs duties collected by import produc t, 2006 (USD) 

Label HS2DG Total 

Beverages, spirits and vinegar 7 658 583.37 

Mineral fuels, mineral oils and products of their distillation bituminous substances mineral waxes 7 234 498.05 

Cereals 2 818 211.11 

Electrical machinery and equipment and parts thereof sound recorders and reproducers, 
television etc 

2 705 469.37 

Soap, organic surface-active agents, washing preparations, lubricating preparations, artificial 
waxes 

1 767 933.66 

Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof 1 243 910.06 

Sugars and sugar confectionery 1 227 418.68 

Miscellaneous edible preparations 1 097 413.45 

Nuclear reactors, boilers, machinery and mechanical appliances parts thereof 1 040 018.75 

Source: Aggregation calculation from Bivac trade data 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 25

 

The Cotonou Agreement and 

the EU-ACP trade relationships 
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I. THE COTONOU AGREEMENT 

The Cotonou Agreement was signed, after 18 months of negotiation, on 23 June 2000 by the 
European Union and the 77 Africa, Caribbean and Pacific (ACP) states. This Agreement gov-
erns all relations between the ACP countries and the European Union. It therefore covers both 
development cooperation, notably financial aid via the European Development Fund (EDF), 
and trade relations. It was signed for a period of 20 years, and contains a revision clause that 
foresees that the Agreement is adapted every 5 years. 

1. The Various Components of the Cotonou Agreement 

The central objective of the Cotonou Agreement is “reducing and eventually eradicating pov-
erty consistent with the objectives of sustainable development and the gradual integration of 
the ACP countries into the world economy” (Article 1). 

It is organised around four major lines or components: 

> strengthening the political dimension of cooperation: this means developing balanced, 
transparent and deep political dialogue around key “values” such as the respect of human 
rights, democratic principles, and good governance. 

> improving the participation of state and non-state actors: the Cotonou Agreement is es-
pecially innovative in its recognition of non-state actors and the role it grants them in de-
fining and implementing programmes. 

> improving the aid system: the Agreement institutes a deep-reaching reform of the aid 
system by no longer basing the provision of aid only on countries’ needs but also on their 
performances. It also simplifies financial instruments through a long-term envelope for 
development operations and a private sector investment facility. 

> a trade regime in compliance with WTO rules: it is undoubtedly this component of the 
Agreement that is the most radical, with the establishment of Economic Partnership 
Agreements scheduled for 2008. 

2. Reminder of the Lomé Trade Regime 

EU-ACP trade relations had previously been governed by the various Lomé Conventions (of 
1975 for Lomé I to 1995 for Lomé IV-bis). These Conventions were characterised in particu-
lar by the following elements: 

� A system of non-reciprocal preferences for most industrial and agricultural products.  

Nearly all ACP products entered the European market freely, and the ACP countries gave 
European imports the same treatment they gave imports from other countries of the world. 
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� Product Protocols 

A specific regime, the product protocols, was established for three agricultural products that 
competed with European productions (beef, sugar and bananas)7. A limited quantity of ba-
nanas, beef and sugar from ACP countries could enter the European territory freely or with a 
strong reduction of customs duties. Among other things, the last two products could enter at 
the European domestic price (that is, above the world price, and fixed). 

� Price Stabilisation Mechanisms 

The Stabex and Sysmin mechanisms made it possible to offset revenue losses linked to the fall 
of commodities prices on world markets. 

3. Why the Reform? 

3.1 A Record Judged to Be Generally Disappointing… 

� Doubts as to the Effectiveness of Preferences 

In reality, the system of preferences did not prevent ACP countries from being marginalised in 
world trade. Despite the expansion of the ACP group, its share of exports in the world market 
has fallen from 3% at the start of the 1970s to 1.5% today. This marginalisation can also be 
seen on the European market despite the preferential access granted to ACP countries. Fur-
thermore, ACP countries’ exports have not diversified much, and remain focused on com-
modities which are not very promising. Agricultural product exports make up more than 50% 
of total exports in many countries. Finally, ACP exports remain highly dependant on the 
European market. The EU is the primary trade partner for ACP countries in general, and for 
African countries in particular. 

The criticisms formulated in regard to preferences generally emphasise the following aspects: 

> The discouraging nature of preferences: by granting privileged access to the European 
market in comparison to competitors, or artificially high prices for the protocol products, 
preferences encourage the continuation of traditional exports to the detriment of more di-
versified exports. 

> The specialisation in commodities in light of the progressivity of European customs duties: 
the EU’s application of customs duties that increase with the degree of processing on 
products has maintained the specialisation in commodities. 

> The priority granted to developing European exports to the detriment of production in na-
tional and sub-regional markets. 

> The ACP exports’ lack of competitiveness. This is linked to constraints on product supply 
(weaknesses in investment levels, infrastructures, technologies, human resources, financial 
services, market institutions, etc.). The few percentage points in the tariff preferences are 
not sufficient to offset these structural difficulties. In addition, other non-tariff obstacles—
primarily sanitary and phytosanitary standards—restrict ACP exports. 

 

7 Rum was also the subject of a protocol, but it is no longer in force. 
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� Erosion of Trade Preferences 

The trade liberalisation spread by the WTO agreements automatically made preferences less 
interesting. In addition, the European Union strengthened its relations with non-ACP coun-
tries: negotiations with the non-European Mediterranean countries, the MERCOSUR countries 
(Brazil, Argentina, Uruguay and Paraguay), Mexico, Chile and, to a lesser extent, Asian coun-
tries. The new trade agreements with these regions reinforce the preference erosion phenome-
non. In 2000, the overall preferential margin granted by the EU to ACP countries compared to 
other developing countries was only 2% (1.6% for industrial products and 4.5% for agricul-
tural products). 

3.2 … but Controversial 

According to some, the record of trade preferences must be nuanced and the principle of pref-
erences maintained. Indeed, it appears that certain sectors benefited from the advantage that 
they receive from European preferences: while (non-Protocol) ACP agricultural exports in-
creased by 43% during the 1988-2000 period, the exports in sectors that received a preferen-
tial margin greater than 3% increased by 60%. In ACP countries, the growth rates are particu-
larly remarkable for flowers (+230%), vegetables (+132%), prepared fish (+110%), tobaccos 
(+83%), and prepared vegetables and fruits (+70%). 

3.3 Non-Compliance with WTO Rules 

Article I of GATT (General Agreement on Tariffs and Trade, ancestor of the WTO) estab-
lished three principles: 

> Most Favoured Nation (MFN) clause: any trade preference granted to a WTO member 
country must automatically be granted to all the other countries. 

> National treatment: Conditions applied to import products have to be the same that are 
applied to domestic products. The discrimination between import and domestic products is 
not possible. 

> Reciprocity: one country has to give to one partner the same advantages that the partner 
offers it. 

A developed country may offer to all Developing countries or to all Least Developed Coun-
tries (LDCs) a preferential trade regime, without reciprocity. Because the Lomé Regime intro-
duced discrimination between ACP countries and the other Developing countries, it was not 
compatible with the GATT principles. 

Exception to MFN clause is possible, in the case of reciprocal free trade areas. In this case, 
countries (or groups of countries in the case of Customs Union) grant to each other trade pref-
erences not granted to all WTO members. Article XXIV of GATT establishes this exception. 

The GATT does not force to full reciprocity within a free-trade area: only a substantial part of 
trade have to be liberalised, and a small share of trade flows may not be liberalised. For in-
stance, the Agreement on Trade, Development and Cooperation between the EU and South 
Africa provides that 90% of trade flows have to be liberalised, and that openness is asymmet-
ric. In fact, openness is up to 86% for South Africa, and 94% for the EU, during 12 years. 
None WTO members have challenged this interpretation, so one may estimate that it prevails. 
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Box 1 : Article XXIV of GATT 

The GATT agreement recognises, by Article XXIV, that customs unions or free-trade areas increase freedom of 
trade. Thus development of such trade agreements is desirable. In particular, the MFN clause is not infringed by 
free-trade area or customs union. 

Paragraph 8a) specifies the definition of a customs union and a free-trade area.  The free-trade area is “group of 
two or more customs territories in which the duties and other restrictive regulations of commerce are eliminated 
on substantially8 all the trade between the constituent territories in products originating in such territories”. 

 

The Lomé regime was attacked with increasing force by WTO member countries throughout 
the 1990s (attacks against the common organisation of the banana and more recently sugar 
markets). After a first special authorisation obtained from the WTO for Lomé IV-bis (1995-
2000), the EU obtained a second special authorisation for the Lomé regime under Cotonou 
from 2001 to 2007. This special authorisation was granted on condition that the EU solicit no 
further special authorisations and provisionally until the EU-ACP trade regime can be brought 
into full compliance with WTO rules. It is in this context that the Lomé trade regime was 
modified to bring it into compliance with WTO rules. 

II. ECONOMIC PARTNERSHIP AGREEMENTS 

EPA negotiations began in September 2002 with all ACP countries, and then with regional 
blocks in October 2003. They should continue until end 2007. The essential points of these 
negotiations cover: geographic scope (EPAs are not mandatory and some countries may de-
cide not to sign them), the products concerned, the liberalisation process, and support meas-
ures. 

1. EPA Foundations 

The foundations of EPAs as defined by the Cotonou Agreement are as follows: 

1.1 Reciprocity 

EPAs oblige ACP countries to offer reciprocity; that is to say that they must in turn progres-
sively open their markets to European products. EPAs therefore clearly create free trade zones. 

However, opening can be asymmetrical: the free trade zone does not cover all products, and 
ACP countries are not obliged to open their borders as much as the European Union has. The 
stakes of these negotiations are, therefore, identifying the products that can be excluded from 
the free trade zone by both sides. 

Nevertheless, the constraint is that a “substantial” share of trade flows between the EU and the 
ACP countries must be covered by the free trade zone (in conformity with WTO rules, Article 

 

8 Underlined by the authors 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 30

XXIV). One of the scenarios evoked in the negotiations is that the European Union open its 
market 100% (given that it is already 93% open outside protocol products) and the countries 
in African regions open their markets 80%. The EU confirmed its willingness to offer ACP 
states free access to EU market on 4 April 20079. The EU will remove all remaining tariffs 
and quotas from day one of the implementation of the EPA (planned to be on 1 January 2008), 
with the exception of a transition period for rice and sugar. 

 
Box 2: Transitional arrangement for rice and sugar 

� Sugar: Transitional arrangements 01/01/2008 - 30/09/2015  

> First phase: 01/01/2008 - 30/09/2009 

Continuation of the Sugar Protocol until 30/09/2009 with guaranteed prices  

Substantial improvement of LDC market access for marketing year 2008/2009 through quantities additional to the 
quota foreseen under the "Everything But Arms" initiative  

Initial market access for ACP non-LDCs not parties to the Sugar Protocol  

Additional market access for ACP non-LDCs parties to the Sugar Protocol  

> Second phase: 01/10/2009 - 30/09/2015  

Free access for ACP sugar subject to an automatic volume safeguard clause. This safeguard would only be applied 
to ACP non-LDCs, allowing for a substantial increase of export levels.  

Until September 2012, importers of ACP sugar would be required to pay not less than a certain price level. After 
2012, a price information system based upon the current system would provide for transparency of the market.  

A limited number of processed agricultural products with high sugar content would be subject to an enhanced 
surveillance mechanism in order to prevent circumvention of the sugar import regime.  

> From 01/10/2015  

ACP sugar would be duty-free, quota-free subject to a special safeguard clause for sugar. This safeguard clause 
would be based on the regular EPA safeguard, adjusted to take account of the sensitivity of sugar.  

� Rice: Transitional arrangements  

Transition towards DFQF would be over a brief transition period. The tariff rate quota for rice would be substan-
tially increased and the in-quota tariff rate would be 0 during this transition period. 

 

1.2 Negotiations by Regional Blocks 

The EU encourages ACP countries to sign the EPAs not individually but as regional blocks. 
This would avoid the proliferation of agreements and contribute to supporting intra-ACP re-
gional integration. It is up to ACP countries to entrust the blocks to which they belong with 
negotiation mandates. There are 4 regional blocks in Africa: 

> West Africa: ECOWAS countries (Benin, Burkina Faso, Cape Verde, Côte d’Ivoire, 
Ghana, Guinea, Guinea-Bissau, Liberia, Mali, Niger, Nigeria, Senegal, Sierra Leone, and 
Togo) and Mauritania ; 

> Central Africa; 

> Southern and Eastern Africa: and 

 

9 EU offers full market access to Africa, Caribbean and Pacific regions in EPAs negotiations, Press release of 
the European Commission, 4 April 2007 
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> Southern Africa (SADC Group). 

2. What Alternatives? 

While free trade agreements are encouraged, they are not mandatory. As the only alternative 
to the free trade agreement allowed by the WTO today is the Generalised System of Prefer-
ences (GSP) granted to all developing countries, it is very likely that this option will impose 
itself. The new EU GSP entered into force on 1 July 2005, and will be applied until 31 De-
cember 200810. This SPG provides for: 

> A general arrangement; 

> A special incentive arrangement for sustainable development and good governance so-
called GSP+; 

> A special arrangement for LDCs. 

The general arrangement provides tariff exemption for non sensitive products, and tariff re-
duction from 3.5% to 20% for sensitive products (the European Commission fixes the list of 
sensitive products). The special arrangement GSP+ provides tariff exemption for nearly all 
products, sensitive or not. A limited number of country have access to GSP+ provision, under 
the condition of ratification and implementation of some international conventions and agree-
ments on Human rights, Labour rights, Environment and Good Governance principles.  

Since March 2001, all LDCs have free access to the EU markets for all products, except arms. 
This trade regime is known as “Everything but Arms” Initiative. Transitional arrangements are 
applied for rice and sugar, as following: 

> Rice: tariff reduction of 20% on 1 September 2006, of 50% on 1 September 2007 and of 
80% on 1 September 2008. Access will be free from 1 September 2009. 

> Sugar: tariff reduction of 20% on 1 July 2006, of 50% on 1 July 2007 and of 80% on 1 
July 2008. Access will be free from 1 July 2009. 

None ACP country is eligible to GSP+ regime. In West Africa, four countries report to general 
arrangement (Cape Verde, Côte d’Ivoire, Ghana and Nigeria), and the 12 remaining countries, 
all LDCs, benefit from EBA regime. 

EPAs seem less favourable than EBA for LDCs, because they already have free access to the 
European market without an obligation for reciprocity under the EBA Initiative. For non-
LDCs, EPAs will provide free access to EU market, to the contrary of GSP, but EPAs will 
introduce reciprocity and oblige ACP countries to open their market to EU imports. So, inter-
ests may differ within a region, according to the status of countries. Other elements can never-
theless be taken into account: political aspects, the possible effects on regional integration 
(splintering if only a few countries decide to sign EPAs, re-export phenomena), the unilateral 
nature of the EBA Initiative (in principle, the EU can decide at any time to restrict access) and 

 

10 Council Regulation (EC) No 980/2005 of 27 June 2005 applying a scheme of generalised tariff preferences – 
Official Journal of the European Union L169 30 June 2005 
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GSP whereas EPAs are negotiated. However, in the Final Declaration11 of the 6th WTO Minis-
terial Conference held in Hong Kong from 13 to 18 December 2005, developed-country WTO 
Members have stated to agree to implement duty-free and quota-free market access for prod-
ucts originating from LDCs. Under this declaration, it seems difficult to the EU to come back 
on EBA. 

3. The Principal Points of Negotiation 

3.1 Regional Integration 

EPAs are clearly presented as a reinforcement of the existing regional integration initiatives in 
ACP countries. Indeed, the prerequisite to signing EPAs between the EU and each region is 
that each region form a real customs union—that is to say, a common market with a common 
external tariff. An essential aspect of the negotiations on EPAs between the ACP regions and 
the EU therefore concerns the countries of the regions themselves above all: What countries 
will decide to sign an EPA? How can regional integration be strengthened? How can an 
agreement be reached on the list of sensitive products? etc. 

3.2 Competition from European Imports 

The negative impacts of suppressing customs duties on European imports are undoubtedly the 
most emphasised effects in criticisms of EPAs. 

Nationally, the risks are seeing the arrival of European products that are less expensive than 
they are today and in greater number in response to demand, which could result in competition 
with local products, the de-structuring of commodity chains and local markets, and an in-
creased dependency on imports. 

Regionally also, European imports may compete with intra-regional flows, as some countries 
would prefer to import less expensive European products rather than obtain them from their 
neighbours.  

Sensitive products, that is to say those that could suffer the most from competition with 
European imports, must therefore be identified so that they can be excluded from the EPAs. 
This is the stake in the negotiations, first regionally (all the countries of a region must reach an 
agreement on this list) and then bilaterally with the EU. 

The losses in tax revenues generated by the suppression of customs tariffs on a large number 
of products imported from the EU, whereas most tax revenue comes from customs duties and 
the EU is the two regions’ principal trade partner, are also often denounced. 

 

11 Doha work programme, Ministerial Declaration, adopted on 18 December 2005 –  WTO Document n° WT/MIN 
(05)/DEC 20 December 2005 
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3.3 Export Competitiveness 

EPAs were defined as development instruments. This development dimension is clearly stated 
in the common road map. It is an element of negotiation at least as important as the other two 
elements. 

Accordingly, it is a matter of negotiating a certain number of EPA support measures, such as 
human and technical capacity building in the field of compliance with European sanitary stan-
dards. In addition to compliance with standards, it is also a matter of helping African countries 
be able to meet buyers’ demands in terms of calibrations, packaging, delivery dates, and quan-
tities delivered, etc. “Upgrading” measures must make it possible to improve African prod-
ucts’ access to the European market; they must also improve the products’ competitiveness in 
the face of competition from European imports. 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 34

 

Liberia and the West African 

group 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 35

I. THE WEST AFRICAN GROUP 

1. Overview of ECOWAS 

The West Africa group negotiating an EPA with the EU comprises the Economic Community 
of West African States (ECOWAS) and Mauritania. ECOWAS is a regional group of fifteen 
countries founded on May 28, 1975. Cape Verde joined a year later (1976) and Mauritania 
withdrew in 2000. 

A distinctive characteristic of the region is that it is home to a majority of Least Developed 
Countries (LDCs). Indeed, 12 countries are in this category and only four (4) out of sixteen are 
non – LDCs (Cape Verde, Côte d’Ivoire, Ghana and Nigeria). 

Furthermore, eight (8) countries belong to the West African Economic and Monetary Union 
(WAEMU). They enjoy a common currency (F CFA) initially pegged to the French Franc and 
now linked to the Euro. These countries also share a Common External Tariff (CET) com-
prised of three elements:  

> the customs duty with 4 levels (0%, 5%, 10%, 20%); 

> the statistical tax (1%) 

> and the Community Solidarity Levy (0,5%). 

Due to the necessary protection of domestically produced goods against the surge in imports 
and to the need for some industries to have time to adapt to the abrupt changing environment, 
the WAEMU has designed additional tax schedules: the Decreasing Protection Tax, the Im-
port Safeguard Tax and the Framework for the usage of Reference Values. In addition, the 8 
WAEMU countries have been applying a common, single rate of VAT of 18% since 2000. 

The WAEMU program includes a common market and common sectoral policies. For in-
stance, the WAEMU has launched a comprehensive agricultural policy since 2001. It is no 
surprise that ECOWAS is building its integration strategy taking into account the WAEMU 
experience, both its successes and failures. 

ECOWAS has been working towards the implementation of several sectoral programs in agri-
culture, the environment, transport, energy, and telecommunications in conjunction with 
WAEMU. 

> In January 2005 ECOWAS adopted its agricultural policy; 

> Protecting the environment is a priority on the ECOWAS agenda; Specifically, ECOWAS 
is setting up an environmental policy and has undertaken environmental assessments for 
non-WAEMU members while WAEMU is also executing the same process for its mem-
bers; 

> To enhance cross-border movements, ECOWAS is considering ways to carry out its road 
transport facilitation programmes  
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> Constructing an interconnected rail network in West Africa has gained support and the 
African Development Bank has funded the feasibility studies; 

> ECOWAS is also implementing two major energy programs: the West Africa Power Pool 
and the West African Gas Pipeline. 

Through the promotion of cooperation and integration, ECOWAS country members aimed to 
establish an economic and monetary union which would induce economic growth and devel-
opment in the sub-region. 

To achieve this objective, ECOWAS relies on the following main pillars: 

> a free trade area with the suppression of custom duties and equivalent taxes 

> a custom union by setting up a common external tariff structure 

> a common market which allows the free movement of persons, services and capital be-
tween members states 

> an economic union based on the harmonization of economic and financial policies and the 
creation of a monetary zone. 

ECOWAS’ objective to promote economic integration has been hampered by the context of 
political and social conflict in which many country members were involved for more than a 
decade (Liberia, Sierra Leone, Guinea Bissau, and Niger). As a result, the regional organiza-
tion has devoted time and resources, trying to resolve these complex regional conflicts. 

Despite the long lasting efforts for economic integration, it is striking to observe the low level 
of the intra-community trade; indeed, the structure of ECOWAS trade shows that only about 
11% of the region’s total trade is channelled within the community. For instance, exports and 
imports reported in 2005 for intra-community trade amounted respectively to $ 5,390 Millions 
and $ 5,361Millions. In contrast, ECOWAS’ export from and import to the European Union 
reached $14,044 millions and $ 12,104 Millions respectively for the same year. 

 
Table 13: ECOWAS Exports and Imports by partners (i n millions US$) 

  EXPORTS IMPORTS 

Intra-ECOWAS EU RoW Intra-ECOWAS EU RoW 

2001 2,306 7,940 16,035 2,632 8,330 7,911 

2002 3,148 8,765 16,322 2,416 8,973 9,695 

2003 3,038 10,320 21,926 3,459 11,687 14,938 

2004 3,986 11,849 35,199 4,327 11,933 12,118 

2005 5,390 14,044 43,969 5,361 12,104 15,659 

Source: ECOWAS website, 2007 

Several reasons are underlined to explain the problem with intra-ECOWAS trade. The lack of 
diversity in producing and supplying goods may elucidate why member states often produce 
the same things; in addition, there are almost no linkages between the manufacturing sector 
and other sectors such as agriculture. As a result most of the inputs destined to the manufac-
turing sectors come from abroad.  It is therefore urgent, especially for the benefit of some ag-
ricultural products to initiate policies that focus on Value Chains development. By adding 
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value to its primary products through a decisive policy framework of value chain manage-
ment, ECOWAS would certainly contribute to enhancing its intra-community trade. 

We should however underscore the fact that trade within the community is often underesti-
mated. The displayed statistics are those recorded at the border (official). Under certain cir-
cumstances, the unofficial trade, unrecorded and not monitored, surpasses by far the official 
one.  

Despite a clear vision that only an economic block with a single market is likely to be com-
petitive and beneficial to the sixteen West African countries, the ECOWAS common market is 
yet to emerge. 

2. The common market 

Over the 30 years span since the signing of the 1975 Treaty, ECOWAS has reached some 
milestones even though progress has been relatively slow in many areas. 

To create a common market, ECOWAS adopted provisions that removed visa requirements 
and introduced an ECOWAS passport to allow for the free mobility of the member countries 
citizens.  As a result, citizens no longer need an entry permit or visa to move within the com-
munity. An ECOWAS citizen with a valid travel document and a certificate of international 
vaccination can enter a member country and stay for up to 90 days. 

Likewise, decisions to develop a Free trade area were made early on.  Indeed, the first step 
towards the creation of the economic and monetary union was to implement a free trade area 
within the region. A liberalisation scheme within ECOWAS was adopted in early 80s, for both 
local raw materials and traditional handicrafts, and for industrial products. An assessment 
conducted at the end of 2002 shows that raw materials and handicrafts circulate freely within 
member States, with few exceptions. On the other hand, implementation of liberalisation 
scheme for industrial products is not effective, due to the rules of origin. Due to the difficulties 
to implement the free trade area, it was decided to postpone the implementation of the customs 
union up to 1 January 2008. 

The creation of a single monetary zone is high on the ECOWAS agenda.  Building on the 
WAEMU experience, ECOWAS decided to set up the West African Monetary Zone for non-
WAEMU members of ECOWAS in 2000.  As a first step, countries such as The Gambia, 
Ghana, Guinea, Liberia, Nigeria, and Sierra Leone were asked to fulfil some convergence 
criteria and form a common currency union.  

A multilateral surveillance mechanism is put into place to monitor individual members’ per-
formance.  This body relies on the following primary indicators: 

> The deficit, excluding grants, should not exceed 4% of nominal GDP. 

> Average annual inflation should not exceed 5%. 

> The level of indebtedness (measured as the ratio of budget deficit, excluding grants, to 
GDP) should not exceed 80%. 

> Central Bank financing of the budget deficit should not exceed 10% of the previous year’s 
tax revenue.  

> External reserves should be equal to at least six months worth of imports. 
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Due to delays in reaching the target objectives, the launch date for the common currency has 
been pushed back to 2009. This currency union will merge with the CFA into one monetary 
union with a common currency and common central bank, the West African Central Bank. 

To facilitate the creation of the West African Monetary Union, several initiatives emerged: 

> The West African Monetary Institute, starting from March 2001 has contributed to the 
building of the basic architecture for the monetary union; 

> The improvement of member states banking systems and the harmonization of payment 
systems of member countries all participate to facilitating cooperation and integration with 
more efficient capital flows; 

> The harmonization of statistics and database would increase data reliability and compara-
bility; thus, these data would constitute a good tool for convergence surveillance. 

3. The common external tariff 

The ECOWAS Heads of States have decided to extend the WAEMU Common External Tariff 
(CET) to the whole ECOWAS, from 1st January 2006, with a transitional period of 2 years. 
The CET is planned to come into full effect from January 1, 2008, when the EPA will enter 
into force. 

The ECOWAS Common External Tariff is composed of: 

> Customs duties (0%, 5%, 10%, 20%), 

> The statistical tax (1%), 

> And the ECOWAS community tax (0.5%). 

Products are classified according to the tariff and statistical groups and divided into four cate-
gories to which a different customs duty rate will apply (see table below). 

 
Table 14: ECOWAS duty rates per category and kinds of goods 

Category Kind of goods Duty rate 

Category 0 Essential products of a social nature 0% 

Category 1 Essential products, basic raw materials, capital goods and specific input 5% 

Category 2 Input and intermediate products 10% 

Category 3 Finished consumer goods 20% 

Introducing this ECOWAS Common External Tariff may induce harmful consequences in the 
agricultural and industrial sectors due to the possible surge in imports that would eventually 
result from the change. To attenuate the foreseen costs, three accompanying measures of pro-
tection were initiated: 

� The regressive protection tax (TDP) 

The TDP aims to protect temporarily sectors which would be submitted to rapid and risky 
liberalisation due to the application of the CET.  This tax is applied to the c.i.f. price of the 
imported good alongside the customs duty and other applicable fees and taxes. 
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� The Import Conjunctural Tax (TCI) 

The TCI is a special safeguard mechanism, to add protection in case of important increase of 
import from outside ECOWAS and/or significant fall in import prices. The ECOWAS Safe-
guard Mechanism (ESM) is temporary in nature and would be dismantled when market condi-
tions return to normal. 

� The ECOWAS Countervailing Duty (CVD) 

This additional tool aims at shielding ECOWAS countries from damaging impacts of high 
levels domestic support and export subsidies that the developed countries may be blamed for. 
This mechanism is still being negotiated. 

According to their current tariffs structure, ECOWAS countries will face different situations:  

> For the eight WAEMU countries, the situation will remain the same because they have 
already experienced the 4 tariff band (0%, 5%, 10%, 20%) which is an extension of the 
WAEMU tariff structure to ECOWAS;  

> Some countries such as Guinea or The Gambia will increase their tariffs by applying the 
CET; 

> Others, as Ghana and especially Nigeria, will have to decrease their tariffs a lot for some 
products. For instance, Nigeria applied a duty rate up to 100% for some food products and 
even prohibited the import of few “strategic” goods such as Wheat flour, Beef and Poultry 
meat (see table below). 

 
Table 15: WAEMU CET versus individual non WAEMU tar iffs 

Product WAEMU Gambia Ghana Guinea Nigeria Liberia 

Potatoes 20 18 39 17 100 14.5 

Tomatoes  20 18 20 17 100 14.5 

Onions 20 18 20 17 100 14.5 

Wheat 5 18 20 7 15 12 

Wheat flour 20 18 40 17 Prohibited 12 

Beef meat 20 18 20 17 Prohibited 17 

Poultry meat 20 18 39 17 Prohibited 17 

Source : PwC and al, 2005 and Liberian customs authorities 

Liberian tariffs rates range for 2.5% to 25%. Depending on products, duties may increase, 
decrease or remain stable (see following section). 

In January 2006, when the ECOWAS Common External Tariff was agreed upon, it was clear 
that some countries would go under tough adjustments because of their much higher rates. As 
a result, a transition period was set for harmonization purposes before the full implementation 
of the CET by January 1, 2008. In this context, non-WAEMU countries were requested to 
communicate on their products whose tariffs differ from the CET rates. Two different lists of 
exceptions were considered (Type A and Type B). In the former type, countries consented to 
align with the CET rate by December 31, 2007. In the meantime, during the transition period, 
these countries are allowed to apply a tariff different from the ECOWAS CET.  In the latter 
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case, country members seek to negotiate in order to change the category; depending on the 
product, they may request an increase or a decrease. 

Overall, 5 non-WAEMU member countries declared about 1900 exceptions. Liberia did not 
present any exception. Most exceptions were of the type A (1463 out of 1904). However, a 
remarkable quarter of all exceptions was on the Type B list and headed for negotiation. For 
this list type B, Nigeria presented, by far, the majority of cases (69%) and even advocated for 
the creation of a new category at 50% rate. Indeed, countries such as Nigeria were aware of 
the dramatic increase in imports for some products following the implementation of the 
WAEMU CET. 

At the end, most type B exceptions may just be reclassified to one of the four tax levels based 
on the need to protect sectors that are of vital significance for the economy and the people. For 
instance, rice might be reclassified in category 3 (i.e. final goods) and all inputs affected to the 
category 0. In spite of this, it is likely that Nigeria may convince other negotiating parties in 
the need to create a new and higher tariff band (50%). 

 
Table 16: Exceptions of Member States to the CET 

 Category (customs duty)  

0 (0%) 1 (5%) 2 (10%) 3 (20%) Total  

A B A B A B A B A B Total 

Gambia 8  31 6 6 4 18 3 63 13 76 

Ghana 3 11 202 31 36 27 46 29 287 98 385 

Guinea 2  58 5 90 7 52 13 202 25 227 

Nigeria - - - - - - - - 802 304 1106 

Sierra Leone   22  12 1 74  108 1 109 

Total 13 11 313 42 144 39 98 45 1463 441 1904 

Source: Coulibaly and Plunkett, 2006 

Liberia and Cape Verde are lagging behind in the process of accommodating the ECOWAS 
CET. They have not fulfilled yet the requirements towards aligning their tariff rates with the 
ECOWAS CET. 

II. INTEGRATION OF LIBERIA WITHIN ECOWAS 

1. Trade flows 

Liberia’s exports to ECOWAS countries are very limited. They represent only an average of 
0.2% of all Liberian exports between 2004 and 200612, and made of various merchandise 

 

12 Division of Foreign Trade, Ministry of Commerce and Industry 
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goods, essentially re-exported (except probably some fresh fish exported to Ghana in 2006). 
On the other hand, Liberia’s imports from ECOWAS represented in 2006 17% of all imports. 
Mineral fuels and oils are the main products imported from ECOWAS countries, with a share 
of 70% of all imports from ECOWAS in 2006 (table 17). 

 
Table 17: Liberian imports from ECOWAS, in thousand s of USD, year 2006 

Product Worth % 

Mineral fuels and oils 38,873 70% 

Optical, measuring, medical instruments 4,970 9% 

Tobacco 1,314 2% 

Iron and steel 1,195 2% 

Plastics and articles thereof 1,104 2% 

Fish 1,056 2% 

Food preparation 730 1% 

Footwear 572 1% 

Cosmetic or toilet preparations 466 1% 

Pasta and bakery 282 1% 

Others 2,525 5% 

Total 55,614 100% 

Source: Aggregation calculation from Bivac trade data 

Mineral fuels and oils rank second for customs duties generation (table 12). More than half of 
mineral fuels and oils imported in Liberia are from ECOWAS, and the implementation of the 
common market within ECOWAS would have a significantly impact on duty collection, and 
therefore on budget revenue. On the other hand, trade liberalisation within ECOWAS may 
have positive impact at manufacturing and final consumer levels by decreasing fuel prices (if 
importers do not increase their margin). 

2. Implementation of the CET 

According to the decision of ECOWAS Head of States, Liberia was supposed to begin the 
implementation of the CET from 1 January 2006, during a transition period. From 1 January 
2008, the CET would have to be fully implemented. For the moment, Liberia did not begin to 
implement the CET. 

Average CET rate is lower than average Liberian rate, respectively 15.08% and 19.09%. Im-
plementation of CET will decrease the protection rate vis-à-vis imports from the rest of the 
world. Moreover, the government revenue will decrease. Liberian tariff is lower than 
ECOWAS one for some food products (chapters 01 to 04, 07, 08, 11, 16, 19, 23, and 24), 
some fibres (chapters 52, 54, and 56), stone, ceramics and glass products (chapters 68 to 70), 
some metallic products (chapters 73 to 76 and 80 to 82) (see annex XX for chapters descrip-
tion). 
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Table 18: Comparison of average (arithmetic mean) r ates of CET and Liberian tariff 
by chapter (HS2DG) 

Chapter Ecowas Liberia Chapter Ecowas Liberia Chapter Ecowas Liberia 

01 16.52 9.50 33 17.38 22.51 65 19.62 21.64 

02 21.98 13.04 34 17.40 32.83 66 15.50 20.13 

03 16.06 13.92 35 11.33 22.00 67 22.00 21.38 

04 17.00 15.40 36 15.33 24.50 68 19.31 17.23 

05 7.00 22.79 37 20.55 21.34 69 20.00 14.50 

06 13.25 13.67 38 12.00 22.00 70 18.20 14.50 

07 21.02 12.66 39 12.53 14.52 71 12.67 28.25 

08 21.50 14.50 40 12.39 19.69 72 10.51 12.00 

09 21.35 22.03 41 10.24 12.29 73 18.16 13.67 

10 8.18 12.74 42 20.75 30.54 74 14.13 12.37 

11 14.70 13.28 43 10.61 29.50 75 14.22 12.00 

12 7.41 12.61 44 12.59 26.21 76 15.41 11.88 

13 7.00 22.00 45 12.71 20.57 78 11.50 12.00 

14 7.00 22.45 46 20.57 20.57 79 11.55 12.00 

15 15.02 16.20 47 7.00 12.00 80 13.88 12.00 

16 22.00 18.67 48 13.29 21.83 81 14.22 12.00 

17 13.50 22.42 49 8.67 12.36 82 17.22 13.57 

18 15.25 22.13 50 14.00 22.00 83 20.38 21.46 

19 20.16 16.87 51 13.14 20.57 84 9.14 14.68 

20 21.85 27.00 52 16.79 14.97 85 14.11 17.54 

21 16.70 25.37 53 11.69 12.00 86 7.00 10.44 

22 21.63 59.74 54 17.45 17.00 87 14.84 15.83 

23 11.81 10.27 55 18.14 16.22 88 7.00 21.64 

24 14.22 12.00 56 17.69 17.00 89 9.59 19.04 

25 8.62 17.30 57 22.00 27.00 90 11.25 17.84 

26 7.00 12.00 58 22.00 26.27 91 21.64 22.18 

27 7.21 16.22 59 18.00 21.70 92 18.52 27.00 

28 7.05 12.23 60 22.00 22.00 93 17.75 55.75 

29 6.87 11.94 61 22.00 27.00 94 19.89 27.72 

30 2.00 9.50 62 22.00 27.00 95 20.60 31.07 

31 7.00 9.50 63 22.00 22.00 96 21.51 22.83 

32 12.27 17.25 64 20.06 21.52 97 22.00 10.21 

Legend: in grey, chapter for which Liberian rate is lower than CET one 

3. Proposal of list B exemption for Liberia 

The CET will be applied on products imported from outside of ECOWAS. The CET will be 
applied on some EU products, because it is assumed that trade liberalisation with the EU will 
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be partial (see section below). Therefore, the CET will have an impact on products imported 
from the rest of the world only. The table 19 shows the main import from the rest of the world. 

 
Table 19: Main imports from the rest of the world, in thousands of USD, year 2006 

HS4DG Description Value % of imports from RoW 

1006 Rice 220,482 11.80% 

2710 Oils 167,880 8.98% 

6309 Worn clothing 99,804 5.34% 

7210 Flat-rolled products of iron or non-alloy 
steel 

98,439 5.27% 

1511 Palm oil 78,280 4.19% 

8506 Primary cells and batteries 48,653 2.60% 

8502 Electric generating sets 36,637 1.96% 

1701 Sugar 33,407 1.79% 

0407 Bird’s eggs 32,925 1.76% 

0402 Milk and cream concentrated an powder 31,519 1.69% 

2104 Soups and broths 27,011 0.01% 

8703 Motor cars 25,513 1.37% 

8504 Electrical transformers 21,309 1.14% 

7308 Structures of iron and steel 19,533 1.05% 

8528 Monitors and projectors 17,117 0.92% 

8525 Apparatus for broadcasting and TV, cameras 15,890 0.85% 

1704 Sugar confectionery 15,331 0.82% 

7213 Bars and rods of iron 13,423 0.72% 

8415 Air-conditioning machines 12,304 0.66% 

2106 Food preparations 11,525 0.01% 

8704 Motor vehicles for transport of goods 10,925 0.58% 

7317 Nails, tacks, pins, staples 10,102 0.54% 

Total  1,868,574 100.00% 

Source: Aggregation calculation from Bivac trade data 

For 5 products (worn clothing, cells and batteries, sugar, bird’s eggs and motor cars), CET rate 
is higher than Liberian rate. Therefore, the implementation of CET will increase duties reve-
nues for those products, but may increase sale prices. This rise may have negative impact on 
the purchase power of consumers. Due to the low development of productive sectors in Libe-
ria, local production will probably not be stimulated. However, increasing protection against 
imports from third countries on sugar, worn clothing or eggs may promote imports from 
ECOWAS countries, and foster intra-regional trade. 

For other products, the implementation of the CET will conduct to a decrease of border pro-
tection. Consumers may benefit from lower prices, if importers do not raise their margins. 
Regarding the current food deficit and the poverty level, decreasing tariffs on rice and milk 
powder will probably improve food security status of poor households. A fall in prices of 
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building materials (flat-rolled, structures and bars of irons) may facilitate the rebuilding of the 
country. 

The situation is different for oils. As mentioned above, oils are the main sources of duties 
revenues, and are imported primarily from ECOWAS, and then from the rest of the world, the 
EU being the third supplier. So, it seems to be important, to reduce fiscal losses, to maintain 
the current protection on oils imported from the rest of the world. 

The main export product of Liberia is rubber. However, natural rubber is classified in category 
1 in the ECOWAS CET. An upgrading of rubber, in category 3 (20%) may increase competi-
tiveness of Liberian rubber on regional market, and promote the use of Liberian rubber. 

 

Consequently, we suggest that Liberia asks for two exemptions under the list B framework: 

> Oils (all products of HS2710) – tariff rate of 20%; 

> Rubber (all products of HS4001) - tariff rate of 20%. 
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Impact of the EPA on Liberian 

economy 
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I. EU-LIBERIA TRADE RELATIONSHIPS 

1. Imports 

1.1 Most imported products from the European Union 

The following tables that the most important items imported from the EU are fuels, flour, ve-
hicles and cars, tobaccos, meat, dairy products and electrical machinery. The top 20 of goods 
imported from the EU represent 80% of all goods imported from the EU. 

 
Table 20: Top 20 Imported products from the EU (in % of the total) - 2006 

Label Value USD Share of total 

Petroleum oils 13,604,326.73 20.8% 

Wheat or meslim flour 4,462,580.28 6.8% 

Vehicles for the transport of goods 4,228,523.10 6.5% 

Cigars and cigarettes 3,817,148.90 5.8% 

Cars 2,993,960.03 4.6% 

Edible offal  2,692,088.45 4.1% 

Milk and cream concentrated 2,211,216.72 3.4% 

Transmission apparatus for radio-telephony 2,027,566.42 3.1% 

Meat of poultry 1,690,477.05 2.6% 

Petroleum jelly and waxes 1,597,870.00 2.4% 

Onions, shallots, garlic 1,448,892.61 2.2% 

Beer 1,290,776.70 2.0% 

Birds' eggs, 1,285,093.00 2.0% 

Meat of swine 1,184,979.10 1.8% 

Carboys, bottles, flasks 1,142,587.48 1.7% 

Electrical apparatus for line telephony  1,135,566.82 1.7% 

Electric generating sets 1,095,303.76 1.7% 

Mixtures of odoriferous substances 1,089,234.36 1.7% 

Margarine 1,041,117.86 1.6% 

Parts for use with the apparatus of headings 8525 to 8528 924,621.06 1.4% 

Source: Aggregation calculation from Bivac trade data 
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1.2 Products from the European Union bringing the b iggest amount of duties (in 
% of the total) 

As shown in the chart and the table below, three-quarters of the duties on EU products relate 
to only two kinds of goods: beverage & spirit, for about 60% and mineral fuels for about 14%. 

Consequently, the custom duties on goods originating from the EU relate to final consumption 
goods, for which suppression would not be apparently justified on an economic viewpoint. 

 
Chart 8: Composition of duties on goods originating  from the EU in 2006 (in %) 
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Source: Aggregation calculation from Bivac trade dat 

The table below shows that the main products upon which the tariff duties could be disman-
tled are related to the goods related to electrical machinery and equipment. 
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Table 21: Contribution to duties of the 10 Main Imp orted products from the EU 
(in % of the total, year 2006) 

Label HS2DG Total 

Beverages, spirits and vinegar. 19.41% 

Mineral fuels, mineral oils and products of their distillation bituminous substances mineral waxes. 18.34% 

Cereals. 7.14% 

Electrical machinery and equipment and parts thereof sound recorders and reproducers, television 6.86% 

Soap, organic surface-active agents, washing preparations, lubricating preparations, artificial waxe 4.48% 

Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof. 3.15% 

Sugars and sugar confectionery. 3.11% 

Miscellaneous edible preparations. 2.78% 

Nuclear reactors, boilers, machinery and mechanical appliances parts thereof. 2.64% 

Animal or vegetable fats and oils and their cleavage products prepared edible fats animal or vegetable 2.41% 

Other made up textile articles sets worn clothing and worn textile articles rags. 2.24% 

2. Exports 

2.1 Exported goods 

From 2004 to 2006, Liberian exports to the EU increased from US$ 30 billions to US$ 45 
millions, with a strong rise in 2006 (table 22). Liberian exports to the EU are essentially made 
of rubber, as shown in the chart below. Cigarettes are in fact re-exportation. 

 

Table 22: Liberian exports to the EU, in USD, 2004 - 2006 

 2004 2005 2006 

Rubber 27,647,124.89 29,919,808.00 45,241,728.00 

Scrap metal 108,000.00 108,000.00 304,000.00 

Cocoa beans 2,472,101.17 333,564.00 220,266.66 

Cigarettes 103,363.64   

Palm oil   5,502.66 

Total 30,330,589.70 30,361,372.00 45,771,497.32 

Source: Ministry of Commerce and Industry, Division of Foreign Trade 
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Chart 9: Composition of Liberian exports to the EU,  in value, average 2004 – 2006 

Palm Oil
0.01%

Cigarettes
0.10%

Scrap Metal
0.49%

Cocoa beans
2.84%

Rubber
96.57%

 
Source: Ministry of Commerce and Industry, Division of Foreign Trade 

2.2 EU market analysis 

� Rubber 

Liberia exports rubber to the EU in three forms: 

> Natural rubber, whether or not prevulcanised (HS400110) 

> Natural rubber smoked sheets (HS400121) 

> Technically specified natural rubber (HS400122) 

The third one dominates Liberian exports to the EU (table 23). According to products, the 
rank of Liberia in EU suppliers of rubber differs. Liberia is the 19th supplier of HS400110, 
representing 0.3% of EU imports. It ranks 5 for HS400121, with a market share of 2%. And it 
ranks 7 for HS400122, with a market share of 3.5%. Main competitors on EU market are Ma-
laysia, Indonesia, Thailand, Vietnam and Côte d’Ivoire. 

Access to EU market is free for all these products, whatever the origin of the product. Liberia 
does not benefit from a preferential access to EU market for rubber. 

 
Table 23: Liberian exports of rubber to the EU, in tons, 2004 - 2006 

Rubber 2004 2005 2006 

HS400110 0.00 1,652.90 120.40 

HS400121 3,329.80 3,034.00 3,608.50 

HS400122 22,153.30 18,673.20 14,086.50 

Source: European Commission, DG Trade 

� Other products 

Cocoa beans 

Liberia is a marginal supplier of EU cocoa beans market. For the period 2004-2006, Liberian 
cocoa beans’ market share is of 0.1%, ranking 21.  The three main suppliers are West African 
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countries: Côte d’Ivoire, Ghana and Nigeria, with market share respectively of 38%, 26% and 
14% for the period 2004-2006 (EC, DG Trade). 

EU tariff rate on cocoa beans is 0, whatever the country of origin. 

Scrap metal 

EU imports of Liberian scrap metal are very tiny, compare to other origin. Russia is the main 
supplier (market share of 54%), following by Switzerland (9%). Liberia ranks 52, with a neg-
ligible market share (less than 0.1%). Access to EU market is free, whatever the origin. 

Palm oil 

Palm oil is the only case of preferential access to EU market for Liberian products. Thus, ACP 
countries, including Liberia, have free access to EU market, while the main suppliers, Malay-
sia and Indonesia face a tariff of 3.8% for crude palm oil and 9% for refined palm oil. But 
Liberia is a very marginal supplier of EU market, representing less than 0.1% of EU supply, 
for both refined and crude palm oil. 

II. QUANTITATIVE ANALYSIS OF THE EPA IMPACT 

1. The design of the CGE model and the social accou nting matrix 

1.1 The basic structure of a CGE model  

All economic models, whatever they are, must be built in a coherent macro framework, which 
means that it is necessary to take account of agents budget constraints and respect the market 
equilibrium conditions (even if it is theorist’s assumption). However, the CGE model more 
specifically focused on the analysis of the following factors: 

> Human and capital endowment of households,  

> Factor market prices,  

> Transfers between agents, 

> Structure of production and consumption, 

> Prices of consumer goods. 

In addition, the CGE models involve the interrelationships of: 

> Enterprises (different endowments and activities),  

> Markets for factors of production (different prices), 

> Agents (transfers), 

> Production activities,  

> Products (structure of consumption and consumer prices). 
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These constraints lead to the necessity of elaborating a specific data base for the CGE model, 
incorporating both financial and economic indicators e.g. an Accounting Matrix that must be 
in equilibrium for the year it has been elaborated. This matrix is usually called a Social Ac-
counting Matrix (SAM). Hence, the SAM represents in a synthetic way all the relations be-
tween employment, income distribution and structure of production. Thus, the main advantage 
of the SAM is to be coherent too, as the data are organised and viewed in a global and coher-
ent way. In other words, the SAM characterises the key values in the economy in a consistent 
manner. In this regard, a SAM can be already considered as a helping decision tool by itself. 

1.2 The design of the Social Accounting Matrix 

The SAM synthesises, in a single square matrix, all the transactions carried out between vari-
ous economic agents and constitutes then a synthesis of the Input-Output table and the macro 
economic aggregates.  

The SAM rests on detailed descriptions: 

> of the production accounts by branches,  

> of an account of the production factors , 

> of the accounts of the institutional sectors.  

Within these accounts, the SAM table enables to provide:  

> the production and value added by branches , 

> the intermediate consumption of the branches,  

> the taxation of the products (taxes on imports and local taxes),  

> the final jobs by branches (consumption, GFC, exports),  

> the financial flows between the agents and the economic accounts. 

The main conditions required for building a SAM are the following: 

> Factor and product markets equilibrium (supply = demand), 

> Budget constraints: For each agent total income = total expenditure, 

> Macroeconomic balance: Investment = saving. 

In a SAM, income should always equal expenditure for the economy as a whole, meaning that, 
in the SAM, the sum of each row must be equal to the sum of each column. This result cannot 
be obtained without specific manipulations. On the practical way, elaborating a SAM requires 
that all the data resulting from the compilation of the primary data have to be balanced in such 
a way that the summation of the total of lines and columns are equals. 

Through the “calibration” process, which can be eventually an estimation process using 
econometric techniques, these values can be used to generate many of the behavioural equa-
tions' key parameter values. The model coefficients result from the values of the SAM vari-
ables and the “calibration” (or estimation) calculations. 

Naturally, until the SAM raw data have been considered reliable enough, the CGE model de-
veloped for the study has to be considered mainly as a methodological tool. Nevertheless it is 
sufficiently robust to analyse the impact of EPA policy such as the impact of the tariff disman-
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tling scenarios on goods originating from the EU. This is due to the fact that the compilation 
of trade data is performed from the complete exhaustive data base related to trade between 
Liberia and each of its trade partners. 

1.3 The raw data required for the elaboration of th e Social Accounting Matrix 

The data required for the elaboration of the SAM for Liberia are the following:  

> the value added and the intermediary consumption by sectors,  

> imports and exports by each source and destination countries,  

> Liberia‘s trade tax by trading partners (Import and Export tax),  

> final consumption by agents, 

> private and public investments. 

In view of the survey related to available data, the initial sectoral disaggregating that has been 
set up entails an open economy framework and comprises five sectors/products: 

> Agriculture 

> Forestry 

> Manufacturing products 

> Other Industrial products 

> Public services 

> Private services 

> Accumulation account 

In line with the standard approach, the economic agents to be considered have been defined as 
follows: 

> Households 

> Enterprises 

> Government  

> Main trade partners (disaggregated into trade zones, see below) 

> Rest of the world (RoW) 

The trade partners’ decomposition based on the structure of Liberia trade, is briefly presented 
above: 

> Row 

> EU 

> Ecowas 

> USA 

Thus, the structure of the SAM elaborated for the study is as follows: 
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Table 24: Structure of Social Accounting Matrix for  Liberia: variable names 

  FACTORS AGENTS BRANCHES 

  1 2 3 4 5 6 7 8 9 10 11 12 13 

1 Labour         sal1 sal2 sal3 sal4 sal5 sal6 

2 Capital         rk1 rk2 rk3 rk4 rk5 rk6 

3 Households  sal rkm   salg tem trm       

4 Firms   rke   tge         

5 Government    taxy
m 

taxrk  teg trg taxx1 taxx2 taxx3 taxx4 taxx5 taxx6 

6 Liberia trade partners 
(to be disaggregated)  

             

7 Rest of the World               

8 Agriculture              

9 Forest              

10 Manufacturing 
industry 

             

11 Other Industrial 
products 

             

12 Public services              

13 Private services              

14 Agriculture   cmu
1 

 cgu1   ciu11 ciu12 ciu13 ciu14 ciu15 ciu16 

15 Forest   cmu
2 

 cgu2   ciu21 ciu22 ciu23 ciu24 ciu25 ciu26 

16 Manufacturing 
industry 

  cmu
3 

 cgu3   ciu31 ciu32 ciu33 ciu34 ciu35 ciu36 

17 Other Industrial 
products 

  cmu
4 

 cgu4   ciu41 ciu42 ciu43 ciu44 ciu45 ciu46 

18 Public services   cmu
5 

 cgu5   ciu51 ciu52 ciu53 ciu54 ciu55 ciu66 

19 Private services   cmu
6 

 cgu6   ciu61 ciu62 ciu63 ciu64 ciu66 ciu66 

20 Agriculture      xeu1 xru1       

21 Forest      xeu2 xru2       

22 Manufacturing 
industry 

     xeu3 xru3       

23 Other Industrial 
products 

     xeu4 xru4       

24 Public services      xeu5 xru5       

25 Private services      xeu6 xru6       

26 Accumulation    smu seu sgu bct bcr       
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  PRODUCTS EXPORTS ACCUM 

  13 14 15 16 17 18 19 20 23 24 25 26 27 

1 Labor              

2 Capital               

3 Households               

4 Firms              

5 Government  taxm1 taxm2 taxm3 taxm
4 

taxm
5 

taxm
6 

       

6 Liberia trade partners 
(not disaggregated) 

meu1 meu2 meu3 meu
4 

meu
5 

meu
6 

       

7 Rest of the World  mru1 mru2 mru3 mru4 mru5 mru6        

8 Agriculture xsu1             

9 Forest  xsu2            

10 Manufacturing 
products 

  xsu3           

10 Other Industrial 
products 

   xsu4          

11 Public services     xsu5         

12 Private services      xsu6        

13 Agriculture       xu1      iu1 

14 Forest        xu2     iu2 

15 Manufacturing 
products 

        xu3    iu3 

16 Other Industrial 
products 

         xu4   iu4 

17 Public services           xu5  iu5 

18 Private services            xu6 iu6 

18 Agriculture              

19 Forest              

20 Manufacturing 
products 

             

21 Other Industrial 
products 

             

22 Public services              

22 Public services              

23 Accumulation               

With: 
sal1, sal2, sal3, …, sal5, sal5 : wages by sector 
rk1, rk2, rk3, …,  rk5, k5: remuneration of capital by sector 
sal: total wages  
rkm: total remuneration of capital given to the households 
salg: public wages 
trm: transfers from the row to the government 
rke: total remuneration of capital given to the enterprises 
tge: transfers fro the government to the enterprises 
taxym: taxes on households 
taxrk: taxes on firms 
trg: transfers from the row the government 
taxx1, taxx2, taxx3, …, taxx5, taxx6: taxes on products 
taxm1, taxm2, taxm3, …, .taxm5, taxm6: taxes on imports 
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mru1,  mru2,  mru3, …, mru5, mru6 :imports from the row 
chu1, chu2, chu3, …, chu5, chu6 : final consumption of households 
cgu1, cgu2, cgu3, …, cgu5, cgu6 : final consumption of the government 
ciu11 ciu12 ….. ciu15, ciu16 
ciu21 ciu22 ….. ciu25, ciu26 
ciu61 ciu62 …. ciu65, ciu66 : intermediary consumption of the enterprises 
inv1, inv2, inv3, inv5, inv5 : investment by branches 
xru1, xru2, xru3, …. xru5, xru5 : exports to Liberia’s main trade partners 
xrw1, xrw2, xrw3, …..xrw5, xrw5: exports to the row 
smu : saving of households  
seu : saving of enterprises 
sgu : saving of the government 
bce : balance of payment with the main trade partners and the row 

Expenditures appear along the rows, and incomes down the columns.  

We can observe from the previous table that:  

> Households, enterprises and government all receive income.  

> Firms’ revenue comes from capital revenue and transfers from the government,  

> Government income comes from direct taxes on households and enterprises and from indi-
rect taxes on imports and production.  

> Households income derives from wages and capital revenue plus transfers from abroad,  

> Two different trading partners are distinguished: the main trade partners and Rest of the 
World both on the import and export sides.  

> The role of government is reduced to collecting the revenues associated with protection, 
and redistributing them to the firms.  

> The financial inflows considered are very broad, including foreign direct investment, port-
folio investment, loans, net factor service income, and grants.  

Firms produce goods for the domestic market and foreign markets. It is considered that a 
“composite good” (basket of domestic goods and imported goods) is sold on the internal mar-
ket. (Another hypothesis would have been to consider that firms produce separate assets for 
the domestic market and for the export market). The Liberian SAM is presented in Annex 2.  

2. Simulations performed with the CGE model 13 

2.1 Simulation categories 

The impact of EPA is generally divided into four categories:  

> trade creation,  

> trade diversion,  

> welfare impact,  

 

13 More details on the CGE model in Annex 3 and 4 
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> terms of trade effects.  

� Trade creation 

Trade creation is generally the effect feared most by countries facing trade liberalisation. In-
deed, the anticipation of tariff dismantling reduction is that national companies will lose their 
protection. Not only this situation could lead to a reduction of local production (mainly agri-
culture and beverage industry in the case of Liberia), but a more important expected issue is 
the decrease of employment in the non competitive sectors (largest providers of employment). 
Nevertheless, for this situation to happen in reality, the national companies should produce 
equivalent goods than the ones originating from the EU. However, it must be recalled that 
when analysing the data closely in detail, it appears that this situation appears generally rela-
tively rarely. 

� Trade diversion 

Trade diversion is generally a minor concern for the country itself, but could be an issue for 
Liberia partners as tariff dismantling against a specific country will automatically place it in a 
better trade position in comparison with its competitors. However, as tariff dismantling tends 
to be generalised and identical among all the trade partners – especially in the context of EPA 
with the EU –, this impact is generally not analysed very deeply (also because the hypothetical 
scenarios are extremely numerous). However, it needs to be taken into account in the context 
of regional free trade agreements, such as ECOWAS or the EPA. 

� Welfare impact 

The most positive consequence of EPA usually is on welfare, and this impact is generally 
highlighted by the supporters of trade liberalisation. For their partisans, EPA causes a reduc-
tion of prices on the local market, which benefits consumers and, hence, the whole economy. 
However, this positive impact is subject to a positive and transparent attitude of importers and 
transporters, and assumes that they will automatically transfer the reduction of import prices 
on domestic prices. This case appears in fact very rarely, due to the oligopolistic position they 
generally have in developing countries. 

2.2 The tariff dismantling scenarios 

The key scenarios that have been performed for the project are related to the fiscal and eco-
nomic impact of customs tariff dismantling. The six scenarios that have been built for this 
impact study are described as follows: 



Gret - Iram –  Impact of EU – West Africa EPA on Liberian economy 

 57

� Baseline or reference scenario: no change in duties, 

� Scenario 1: reduction of all duties by 100% in 2007. This is the most radical liberalisation 
scenario taken into account. It should not be considered as a realistic policy option; rather, 
its purpose is to show the maximum effect of EPA on the Liberia economy that can be 
predicted by the model. The results of all other (more realistic) scenarios can be expected 
to be less strong than scenario 1. 

� Scenario 2: reduction of all duties by 50% in 2007 and by 100% in 2012; i.e. from 2012 
onwards all tariffs would be eliminated.  

� Scenario 3: annual reduction of all duties by 20% 2007, by 50% in 2010 and by 100% in 
2012; i.e. from 2012 onwards all tariffs would be 0%. This scenario is similar to the 
previous ones but with a longer transitional period. 

 
Table 25: Variation of the growth rate of custom du ties on goods originating from the EU 

Sector Scenario 2006 2007 2008 2009 2010 2011 2012 

Agriculture Scen1 -100.00%       

Forest Scen1 -100.00%       

Manufacturing industry Scen1 -100.00%       

Other Industries Scen1 -100.00%     -100.00%  

Agriculture Scen2 -50.00%     -100.00%  

Forest Scen2 -50.00%     -100.00%  

Manufacturing industry Scen2 -50.00%     -100.00%  

Other Industries Scen2 -50.00%     -100.00%  

Agriculture Scen3 -20.00%   -50.00%  -100.00%  

Forest Scen3 -20.00%   -50.00%  -100.00%  

Manufacturing industry Scen3 -20.00%   -50.00%  -100.00%  

Other Industries Scen3 -20.00%   -50.00%  -100.00%  

The impacts of these scenarios were calculated by the dynamic CGE model previously de-
scribed. The simulations realised with the model have been analysed at a fiscal, macro-
economic and sector level and allowed to quantify the main effects of EPA policy: "fiscal im-
pact", "revenue impact", "trade creation" and "trade diversion" presented previously and to 
evaluate their respective weight.  

The results of the simulations are presented hereafter. 

3. The main simulation results 

3.1 Fiscal impact 

The simulations results related to the losses of import taxes are summarised in the following 
tables:  
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Table 26: Losses of duties in comparison with the b aseline (in millions USD) 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 -12.80 -13.72 -14.44 -15.04 -15.55 -15.99 -16.38 -16.72 -17.04 

scen2 -6.20 -6.65 -6.99 -7.28 -7.53 -16.04 -16.42 -16.76 -17.07 

scen3 -2.44 -2.61 -2.75 -8.83 -9.12 -16.05 -16.43 -16.77 -17.08 

 
Table 27: Losses of duties in comparison with the b aseline (in % of GDP) 

base 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 -25.82% -25.86% -25.86% -25.85% -25.83% -25.81% -25.79% -25.78% -25.76% 

scen2 -12.51% -12.53% -12.52% -12.52% -12.51% -25.90% -25.87% -25.84% -25.81% 

scen3 -4.92% -4.92% -4.92% -15.17% -15.15% -25.92% -25.88% -25.85% -25.82% 

The impact of a rapid dismantling (scenario 1) or progressive dismantling (scenarios 2 and 3) 
of the customs duties on the imported products from the EU show the following: 

 

In scenario 1, the losses of customs duties reach a maximum of 1.9% of the current GDP, 
which happens at the beginning of the tariff dismantling period. More precisely, the 
losses of customs duties are estimated at nearly USD 12.8 millions in 2007, and USD 17 
million in 2015, compared to the base scenario.  

It is interesting to point out that, once the customs duties have been removed entirely, the 
variation to the reference scenario increases in absolute values, but decreases slightly when 
expressed as a percentage of GDP. These results show that there is indeed also a positive ef-
fect on the economic growth resulting from the improvement of the households’ purchasing 
power. 

In scenario 2, the losses of customs duties, compared with the reference scenario, are weaker 
and more progressive. The absolute losses correspond to an amount of 6.20 USD millions in 
2007 and 17 USD millions in 2015. However, in 2015, the loss of customs duties is of the 
same amount as the level of the fiscal losses observed for the scenario 1. 

The scenario 3 has been defined in order to see if a more progressive tariff dismantling sce-
nario would reduce the fiscal impact of the suppression of custom duties on goods originating 
from the EU.  

The simulations show that the fiscal losses would naturally be more progressive, but on the 
other hand the impact would remain the same once the duties have been totally removed.  

As shown in Table 28 the results do not differ between the different scenarios in 2015, even if 
we consider the losses of government revenues. In other words, the results show that the 
choice between the different tariff dismantling options would make no difference on the me-
dium term on the budget deficit. This means that the tariff dismantling scenarios should be 
realised both by choosing to keep the custom duties on the goods for which the collection is 
the most important (beverage, oils, electric devices and cereals) and according to the results of 
the macro-economic and sectoral impacts analysis that are presented latter in this document. 
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Table 28: Evaluation of the budget revenues in % di fference with the reference scenario  

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 0.00% -9.59% -9.56% -9.54% -9.52% -9.50% -9.48% -9.46% -9.43% -9.41% 

scen2 0.00% -4.64% -4.63% -4.61% -4.60% -4.59% -9.61% -9.57% -9.53% -9.49% 

scen3 0.00% -1.82% -1.82% -1.81% -5.64% -5.61% -9.64% -9.59% -9.55% -9.51% 

3.2 The results on the main macro-economic indicato rs 

The main macro-economic results provided by the model are summarised in the following 
tables. 

� Impact on the trade balance 

The expected impact of EPA on the trade balance is as follows: 

For scenario 1, we observe a significant deterioration of the trade balance for the first year. 
After this period, the trade deficit decrease very slightly in comparison with the reference sce-
nario. 

In scenario 2, the deterioration of the trade balance is weaker but progressive. One may con-
clude that a progressive tariff dismantling scenario would be preferable than a “sharp” tariff 
dismantling, but this conclusion cannot be definitive as the macro-economic impacts of the 
other options may bring more positive impacts than the drawback resulting from a quick tariff 
dismantling scenario. 

Scenario 3 shows a smaller increase of the trade balance deficit, and it can be also observed 
that at the end of the dismantling period the difference with the baseline is weaker than for the 
two other scenarios. However, the difference is not very significant (4.58% against 4.61% for 
the scenario 2 and 4.72% for the scenario 1) 

 
Table 29: Impact of tariff dismantling on the trade  balance (in USD million) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 0.00 13.21 14.75 16.00 17.04 17.91 18.67 19.34 19.93 20.46 

scen2 0.00 6.42 7.17 7.77 8.27 8.70 17.96 18.71 19.38 19.98 

scen3 0.00 2.53 2.82 3.06 9.59 10.16 17.80 18.58 19.27 19.88 
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Table 30: Impact of tariff dismantling on the trade  balance 
(in % difference with the reference scenario) 

 
 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 0.00% 4.75% 4.74% 4.74% 4.74% 4.74% 4.73% 4.73% 4.72% 4.72% 

scen2 0.00% 2.31% 2.31% 2.30% 2.30% 2.30% 4.55% 4.57% 4.59% 4.61% 

scen3 0.00% 0.91% 0.91% 0.91% 2.67% 2.69% 4.51% 4.54% 4.57% 4.58% 

� Impact on composite prices 

The simulation results show that tariff dismantling would have a positive (decrease) effect on 
the composite prices, due to a drop in the prices of final and intermediate imported goods. At 
the end of the simulation period, a decrease of composite prices of about 0.35% is observed 
for all scenarios. 

However, it must be raised that it is highly possible that the reduction of taxes on imported 
goods may not happen in reality, due to the oligopoly’s situation of the importers. Moreover, 
if the government would choose a progressive tariff dismantling policy, as it is likely, the fall 
in prices may surely be nearly inexistent.  

For instance, for products whose tariff rate is 20%, an annual reduction of the customs duties 
of 10% means a price decrease of 2%. It is thus more than probable that this weak fall would 
be monopolised by the importers instead of benefiting the consumers. 

The decrease of composite prices, according to the different scenarios, is reported in the table 
below: 

Table 31: Impact on the composite prices (in % diff erence with the reference) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1 0.00% -0.44% -0.40% -0.38% -0.36% -0.36% -0.35% -0.35% -0.35% -0.35% 

scen2 0.00% -0.22% -0.20% -0.19% -0.18% -0.18% -0.39% -0.39% -0.38% -0.38% 

scen3 0.00% -0.09% -0.08% -0.08% -0.25% -0.24% -0.41% -0.40% -0.39% -0.39% 

� Impact on saving and investments  

As shown in Table 32, the simulation results show a quite significant increase of the invest-
ments for the scenario 1 (3.42% in 2007 and 3.80% in 2015 for the scenario 1): 
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Table 32: Impact on investments (in % difference wi th the reference scenario) 

Row Labels 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Total Investment 
in value 

         

scen1 3.02% 3.14% 3.22% 3.28% 3.32% 3.35% 3.38% 3.40% 3.42% 

scen2 1.48% 1.53% 1.57% 1.60% 1.62% 3.16% 3.22% 3.26% 3.30% 

scen3 0.58% 0.61% 0.62% 1.81% 1.86% 3.12% 3.18% 3.24% 3.28% 

Total investment 
in volume 

         

base          

scen1 3.42% 3.57% 3.65% 3.70% 3.73% 3.75% 3.77% 3.79% 3.80% 

scen2 1.67% 1.74% 1.77% 1.80% 1.81% 3.51% 3.57% 3.61% 3.65% 

scen3 0.66% 0.68% 0.70% 2.02% 2.07% 3.46% 3.52% 3.57% 3.62% 

 

This stimulation of investment results mainly from to the increase of the EU savings as shown, 
in the Table 33. This situation is explained by the fact that the model assumes that all the 
benefits of the Rest of the World resulting from the tariff dismantling scenarios will not es-
cape from the country and will be “reinvested” in the economy. In this case, the deterioration 
of the trade balance would be compensated by an equivalent increase of investments from the 
rest of the word, enabling EPA policy to benefit to the country. However, it is clear that such a 
situation rarely happens in developing countries which do not have a favourable climate for 
foreign investments. 

Company savings do not differ significantly from the reference scenario in the short term, but 
are slightly higher in the longer term, especially in the fast liberalisation scenarios (scenario 
1). On the other hand, the simulation results show – quite logically – the fall of the public sav-
ing, results from the losses of duty taxes.  

In the Liberian context, it can be logically assumed that the reduction of the revenues from 
taxes will affect the amount of the government capital expenditure. The simulation results 
show, for the scenario 1, a decrease of the government savings of 26.7% in 2007 with a slight 
improvement in the following years, but still a loss of 24.5% in 2015. Hence, the impact of 
tariff dismantling will logically hamper the government expenditures and consequently the 
public investments.  
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Table 33: Impact on saving (in % difference with th e reference scenario) 

Row Labels 2007 2008 2009 2010 2011 2012 2013 2014 2015 

scen1          

Households 2.42% 2.65% 2.80% 2.91% 3.00% 3.07% 3.13% 3.19% 3.24% 

Firms 1.68% 1.87% 1.98% 2.06% 2.12% 2.17% 2.21% 2.24% 2.26% 

Government -26.77% -25.17% -24.37% -23.97% -23.81% -23.80% -23.92% -24.14% -24.45% 

Ecowas 2.68% 2.75% 2.83% 2.90% 2.96% 3.00% 3.04% 3.07% 3.10% 

EU 8.44% 8.37% 8.30% 8.25% 8.20% 8.16% 8.12% 8.08% 8.04% 

USA 2.92% 3.01% 3.06% 3.09% 3.11% 3.13% 3.14% 3.15% 3.16% 

Row -0.24% -0.29% -0.36% -0.42% -0.47% -0.52% -0.56% -0.60% -0.63% 

scen2          

Households 1.20% 1.31% 1.38% 1.44% 1.48% 2.84% 2.94% 3.03% 3.10% 

Firms 0.83% 0.92% 0.98% 1.02% 1.05% 2.01% 2.07% 2.12% 2.17% 

Government -12.96% -12.18% -11.79% -11.59% -11.51% -24.13% -24.20% -24.38% -24.66% 

Ecowas 1.31% 1.34% 1.38% 1.42% 1.45% 2.93% 2.98% 3.02% 3.06% 

EU 4.05% 4.02% 3.98% 3.96% 3.93% 7.98% 7.97% 7.95% 7.93% 

USA 1.44% 1.48% 1.50% 1.52% 1.53% 2.93% 2.98% 3.01% 3.04% 

Row -0.12% -0.14% -0.17% -0.20% -0.23% -0.49% -0.53% -0.57% -0.60% 

scen3          

Households 0.48% 0.52% 0.55% 1.59% 1.67% 2.79% 2.90% 2.99% 3.07% 

Firms 0.33% 0.37% 0.39% 1.12% 1.18% 1.97% 2.04% 2.10% 2.15% 

Government -5.09% -4.78% -4.63% -14.21% -14.07% -24.20% -24.26% -24.43% -24.70% 

    Ecowas 0.52% 0.53% 0.55% 1.68% 1.71% 2.92% 2.97% 3.01% 3.05% 

EU 1.58% 1.57% 1.56% 4.68% 4.67% 7.94% 7.93% 7.92% 7.91% 

USA 0.57% 0.59% 0.60% 1.71% 1.74% 2.89% 2.94% 2.98% 3.01% 

Row -0.05% -0.06% -0.07% -0.24% -0.26% -0.48% -0.52% -0.56% -0.59% 

 

Finally, as the main support of economic growth is investment, the combined results of 
the scenarios can be seen as inducing mainly a negative impact on the short term with a 
slight positive impact on the long term, but under the assumption that the tariff disman-
tling would favour a decrease of prices on the domestic market, as well as an increase of 
public and private investment (which is not likely to happen from the private sector side). 
Moreover, the positive impact on the economy, resulting from the decrease of positive 
prices and the increase of the domestic demand is far from being sufficient to compensate 
the losses of the custom duties for the government. Finally, it can be raised that the main 
loser of the EPA will be more the government than the private sector. 
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Table 34: Impact on saving (in % difference with th e reference scenario) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Savings           

scen1 0.00% 3.02% 3.14% 3.22% 3.28% 3.32% 3.35% 3.38% 3.40% 3.42% 

scen2 0.00% 1.48% 1.53% 1.57% 1.60% 1.62% 3.16% 3.22% 3.26% 3.30% 

scen3 0.00% 0.58% 0.61% 0.62% 1.81% 1.86% 3.12% 3.18% 3.24% 3.28% 

� Impact on economic growth  

The results of the model simulations indicate an increase of the GDP for all scenarios. They 
are due to the positive “income revenue” effect that is more important than the negative “trade 
creation” effect. In comparison with the baseline scenario, the GDP in value increases from 
0.07% in 2007 to 0.64% in 2015 for the scenario 1. The improvement of GDP is less marked 
for the scenarios 2 and 3, in adequacy with the theory that the most positive effect on the 
economy comes from the decrease of prices on the domestic market, which mechanically 
stimulates the domestic demand. 

Nevertheless, the simulations given by the model show that the EPA positive effects push 
more the economy than the degradation of the government revenues depreciates it. As a result, 
one may advise the government to implement the scenario 1, because the fall in the prices of 
the products on the local market would more stimulate the domestic demand and thus the eco-
nomic growth. Nevertheless, as previously mentioned, such a situation is based on the theo-
retical assumption that the custom duties tariff reduction will be totally transferred to the do-
mestic prices, which is highly improbable within the non competing Liberia market. 

 
Table 35: Impact on GDP (percentage difference in c omparison with the baseline) 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 

GDP in value          

scen1 0.07% 0.25% 0.36% 0.44% 0.49% 0.54% 0.58% 0.61% 0.64% 

scen2 0.05% 0.14% 0.19% 0.23% 0.26% 0.35% 0.42% 0.48% 0.52% 

scen3 0.03% 0.06% 0.08% 0.16% 0.22% 0.32% 0.39% 0.45% 0.50% 

GDP in volume          

scen1 -1.68% -1.48% -1.37% -1.30% -1.25% -1.21% -1.19% -1.17% -1.15% 

scen2 -0.82% -0.71% -0.66% -0.63% -0.60% -1.45% -1.39% -1.34% -1.30% 

scen3 -0.32% -0.28% -0.26% -0.91% -0.85% -1.51% -1.43% -1.38% -1.33% 

� Impact on final consumption 

The simulations results present a very slight decrease of the final household consumption for 
the years following the shocks (-0.08% in value and 0.19% in volume in 2007 for the scenario 
1), but an increase on the medium term (0.32% in value and 0.1% in volume for the scenario 
1). These results show that the positive effects play a dynamic stimulation on the economy, 
indeed the “Keynesian” demand effect is accentuated along the whole simulation period.  
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In addition, the improvement of the consumers’ purchasing power and companies’ competi-
tiveness, resulting from fall of prices of the final and intermediary goods, stimulates the pro-
duction. 

 
Table 36: Impact on consumption (difference in % co mpared to the reference scenario) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Final consumption in value        

scen1 0.00% -0.08% 0.05% 0.12% 0.18% 0.22% 0.25% 0.28% 0.30% 0.32% 

scen2 0.00% -0.02% 0.04% 0.07% 0.10% 0.12% 0.12% 0.16% 0.20% 0.24% 

scen3 0.00% -0.01% 0.02% 0.03% 0.03% 0.07% 0.09% 0.14% 0.18% 0.22% 

Final consumption in volume       

scen1 0.00% -0.19% -0.09% -0.03% 0.01% 0.03% 0.06% 0.07% 0.08% 0.10% 

scen2 0.00% -0.08% -0.03% 0.00% 0.02% 0.03% -0.10% -0.06% -0.03% 0.00% 

scen3 0.00% -0.03% -0.01% 0.00% -0.08% -0.05% -0.13% -0.09% -0.05% -0.02% 

Hence, the optimist results provided by the model would then plead in favour for a fast tariff 
dismantling, but two conditions should be respected: 

> the effect of the suppression of tariff duties should be effectively reported to the domestic 
prices; 

> the benefit of the dismantling policy to the Rest of the World should be transferred into 
investments made in the country. 

� Impact on factor costs 

In the CGE model that was built for this study, unemployment is not modelled, as the wages 
are the variables which enable the balance between supply and demand of labour. Thus, a de-
terioration of the employment market is not directly translated by an increase in unemploy-
ment, but by lower labour remuneration.  

As there is an improvement of the labour market as a consequence of a better purchasing 
power of the households, we observe a significant improvement of the labour remuneration for 
all scenarios, resulting from the stimulation of the economic activity in general. We can also 
note that in all scenarios, the stimulation effect continues, even when the tariff dismantling has 
been completed in 2012. Thus, we observe for instance a wages increase of 0.4% in 2007 but 
of 2.26% in 2015 for the scenario3. Logically, this increase is more important with the other 
scenarios. 
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Table 37: Impact on the production factor remunerat ion 
(difference in % compared to the reference scenario ) 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Wages          

base          

scen1 1.99% 2.19% 2.32% 2.42% 2.49% 2.55% 2.59% 2.64% 2.67% 

scen2 0.98% 1.08% 1.15% 1.19% 1.23% 2.36% 2.44% 2.50% 2.55% 

scen3 0.39% 0.43% 0.46% 1.32% 1.38% 2.32% 2.40% 2.47% 2.53% 

3.3 Compensation scenario: Fiscal responses to the fall of tax revenues 

As showed by the model, the fall of the duty taxes affects significantly the public revenues, 
without being compensated by the VAT increases. This negative impact appears to be pres-
ently the most harmful for the Liberian economy. As already stressed, the losses of govern-
ment revenues will significantly reduce the public investment and the result would be a slow-
down of economic growth only because the model assumes that the reduction of public in-
vestment would be compensated by an equivalent increase of foreign investment. 

The significant losses of revenues for the government appear to be a major issue that will re-
sult from the implementation of an EPA between Liberia and the European Union. Conse-
quently, an important challenge for the government will be compensate these losses. 

There are mainly three responses to the fall of public revenues: 

> To reduce public consumption rather than public investment. However, this response is 
difficult to put in practice in developing countries if the flexibility of the government is 
limited in this field, i.e. if current consumptive expenses of the government are considered 
as essential; 

> To seek financing for maintaining constant public expenditure and investments. As the 
Rest of the World will benefit from the progressive suppression of the tariffs on imported 
goods, this second option appears to be more realistic. Unfortunately, however, Liberia 
cannot expect that the beneficiaries of EPA will use automatically their profits to increase 
their investment in Liberia, which means that the compensation should come from donors, 
at least in the first stage. 

> To compensate the reduction in tax revenues by more efficient taxation of the productive 
sector and the better governance, which is naturally the solution supported by the financial 
institutions. 

It thus appears that the two possibilities of preventing the decrease of public investments 
would consist of increasing the rate of VAT slightly, but essentially to improve the budgetary 
finance with more efficient taxation (and reducing corruption). Apart from these two solu-
tions, the classical option is an increase of the contribution of the international assistance that 
would naturally increase the country’s dependency and induce effects on the real exchange 
rate. Moreover, if consumptive expenses would be replaced by public capital expenditures, the 
results would be more positive than the ones provided by the model. However, this scenario 
would require a stronger improvement in public management than simply improving taxes 
collection and struggling against corruption. 
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4. Main sectoral results 

4.1 Impact on sectoral import prices 

The decrease of import prices concerns, in first place industrial products, and in second place 
agricultural products. For both of these sectors, an EPA policy would lead to a decrease of 
imported prices exceeding 10%, which is rather significant. However there is not a big differ-
entiation between of the price reduction between the agricultural products and the industrial 
ones, which means that these categories will be affected at the same degree by the tariff dis-
mantling policies. 

 
Table 38: Impact on import prices (difference in % compared with the reference scenario) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture         

base           

scen1 0.00% -10.77% -10.77% -10.77% -10.77% -10.77% -10.77% -10.77% -10.77% -10.77% 

scen2 0.00% -5.38% -5.38% -5.38% -5.38% -5.38% -10.77% -10.77% -10.77% -10.77% 

scen3 0.00% -2.15% -2.15% -2.15% -6.46% -6.46% -10.77% -10.77% -10.77% -10.77% 

Man. Ind.         

base           

scen1 0.00% -13.35% -13.35% -13.35% -13.35% -13.35% -13.35% -13.35% -13.35% -13.35% 

scen2 0.00% -6.68% -6.68% -6.68% -6.68% -6.68% -13.35% -13.35% -13.35% -13.35% 

scen3 0.00% -2.67% -2.67% -2.67% -8.01% -8.01% -13.35% -13.35% -13.35% -13.35% 

Oth. Ind.         

base           

scen1 0.00% -13.91% -13.91% -13.91% -13.91% -13.91% -13.91% -13.91% -13.91% -13.91% 

scen2 0.00% -6.96% -6.96% -6.96% -6.96% -6.96% -13.91% -13.91% -13.91% -13.91% 

scen3 0.00% -2.78% -2.78% -2.78% -8.35% -8.35% -13.91% -13.91% -13.91% -13.91% 

We observe in the following table a significant increase of the goods imports, mainly in the 
agriculture and other industrial sectors. Following the previous analysis on sectoral import 
prices, it could have been expected an equivalent variation for the manufacturing sector.  
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Table 39: Impact on the value of sectoral imports  
(in % difference from the reference scenario)  

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 5.63% 5.88% 6.01% 6.10% 6.16% 6.21% 6.24% 6.27% 6.29% 

scen2 0.00% 2.76% 2.87% 2.94% 2.98% 3.01% 5.98% 6.06% 6.12% 6.16% 

scen3 0.00% 1.09% 1.13% 1.16% 3.44% 3.51% 5.93% 6.02% 6.08% 6.14% 

Man. Ind. 

base           

scen1 0.00% 1.06% 1.15% 1.20% 1.23% 1.25% 1.26% 1.27% 1.28% 1.29% 

scen2 0.00% 0.52% 0.57% 0.59% 0.60% 0.61% 1.15% 1.18% 1.20% 1.22% 

scen3 0.00% 0.21% 0.22% 0.23% 0.65% 0.68% 1.12% 1.16% 1.18% 1.20% 

Oth. Ind. 

base           

scen1 0.00% 4.45% 4.54% 4.65% 4.75% 4.82% 4.89% 4.94% 4.98% 5.02% 

scen2 0.00% 2.17% 2.22% 2.27% 2.32% 2.35% 4.84% 4.90% 4.95% 4.99% 

scen3 0.00% 0.86% 0.87% 0.90% 2.78% 2.82% 4.83% 4.89% 4.94% 4.98% 

4.2 Impact on composite sectoral prices 

The impact on the domestic prices is the combination of the economic activity stimulation 
(value added tax on production) and the remuneration of the production factors. The following 
table shows that the evolution of the domestic prices reflects essentially the evolution of the 
production factors remuneration, as the sharp decrease of domestic prices on the public sector 
testify. 

The composite prices are the combination of the domestic prices and the imports prices. As 
the imports tend to decrease, the simulation results show logically a prices decrease for the 
manufactured goods and an increase for agricultural and other goods. This clearly underlines 
that the reduction of imported goods will impact essentially the manufacturing sector and not 
the two other ones that will face a slight inflation resulting from the stimulation of the eco-
nomic activity.  
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Table 40: Impact on composite sector prices  
(difference in % compared with the reference scenar io) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 1.48% 1.55% 1.56% 1.56% 1.55% 1.55% 1.54% 1.54% 1.53% 

scen2 0.00% 0.73% 0.76% 0.77% 0.77% 0.77% 1.49% 1.49% 1.50% 1.50% 

scen3 0.00% 0.29% 0.30% 0.31% 0.87% 0.89% 1.47% 1.48% 1.49% 1.50% 

Man. Ind. 

base           

scen1 0.00% -3.89% -4.00% -4.08% -4.15% -4.20% -4.24% -4.27% -4.29% -4.31% 

scen2 0.00% -1.95% -2.01% -2.05% -2.09% -2.11% -4.17% -4.22% -4.25% -4.28% 

scen3 0.00% -0.78% -0.81% -0.82% -2.46% -2.50% -4.16% -4.21% -4.25% -4.28% 

Oth. Ind. 

base           

scen1 0.00% 0.17% 0.06% 0.05% 0.06% 0.07% 0.09% 0.11% 0.12% 0.13% 

scen2 0.00% 0.07% 0.02% 0.01% 0.01% 0.02% 0.24% 0.22% 0.22% 0.22% 

scen3 0.00% 0.03% 0.00% 0.00% 0.13% 0.11% 0.27% 0.25% 0.24% 0.24% 

4.3 Impact on final consumption 

The following table shows slight discrepancies among the final consumption of the different 
goods categories. It can be pointed out that the increase of final consumption is focused more 
on the agricultural and other industrial products, but it is at a minor level. 

Furthermore, the increase of the manufactured products consumption is less than proportional 
to prices’ decrease. 

As the model behaves, the products whose propensity to consume is the highest will benefit 
the most from the decrease of the taxes on imported goods, while the other ones will, on the 
contrary, suffer from this situation. 
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Table 41: Impact on final consumption (in % differe nce with the reference scenario)  

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 1.14% 1.32% 1.45% 1.56% 1.64% 1.71% 1.76% 1.81% 1.85% 

scen2 0.00% 0.56% 0.65% 0.71% 0.76% 0.81% 1.58% 1.65% 1.72% 1.77% 

scen3 0.00% 0.22% 0.26% 0.28% 0.85% 0.91% 1.56% 1.63% 1.70% 1.75% 

Man. Ind. 

base           

scen1 0.00% 1.19% 1.32% 1.41% 1.47% 1.52% 1.55% 1.58% 1.61% 1.63% 

scen2 0.00% 0.64% 0.70% 0.75% 0.78% 0.80% 1.39% 1.45% 1.49% 1.53% 

scen3 0.00% 0.26% 0.29% 0.31% 0.82% 0.87% 1.36% 1.42% 1.47% 1.51% 

Oth. Ind. 

base           

scen1 0.00% 1.92% 1.96% 1.96% 1.95% 1.95% 1.94% 1.94% 1.93% 1.93% 

scen2 0.00% 0.95% 0.97% 0.97% 0.97% 0.97% 1.75% 1.78% 1.80% 1.82% 

scen3 0.00% 0.38% 0.39% 0.39% 1.03% 1.06% 1.71% 1.75% 1.78% 1.80% 

4.4 Impacts on sectoral output 

On the production side, the sectoral analysis does not differ from the macro-economic results, 
which means that all the sectors draw profit from the trade liberalisation. The impact of tariff 
dismantling is slightly positive among the different sectors, with the manufacturing sector 
benefiting the most of this situation. The model results show that the improvement of the 
households’ purchasing power benefits to all the sectors of the economy, and that the increase 
of the imports doesn’t hamper the production of local goods and services. 
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Table 42: Impact on output by sector (in % differen ce with the reference scenario)  

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 0.00% 0.12% 0.21% 0.27% 0.32% 0.36% 0.38% 0.41% 0.43% 

scen2 0.00% 0.00% 0.06% 0.10% 0.13% 0.16% 0.17% 0.23% 0.28% 0.31% 

scen3 0.00% 0.00% 0.02% 0.04% 0.05% 0.10% 0.13% 0.20% 0.25% 0.29% 

Man. Ind. 

base           

scen1 0.00% 0.00% 0.51% 0.78% 0.93% 1.04% 1.11% 1.17% 1.21% 1.25% 

scen2 0.00% 0.00% 0.25% 0.38% 0.46% 0.51% 0.55% 0.71% 0.83% 0.92% 

scen3 0.00% 0.00% 0.10% 0.15% 0.18% 0.33% 0.43% 0.61% 0.74% 0.85% 

Oth. Ind. 

base           

scen1 0.00% 0.00% 0.47% 0.64% 0.72% 0.77% 0.80% 0.82% 0.84% 0.85% 

scen2 0.00% 0.00% 0.23% 0.31% 0.35% 0.38% 0.39% 0.49% 0.56% 0.61% 

scen3 0.00% 0.00% 0.09% 0.12% 0.14% 0.24% 0.30% 0.41% 0.50% 0.56% 

4.5 Impact on sectoral investments 

As for production, the simulation results indicate an increase of the investments in all the sec-
tors, more particularly in the manufactured industry (assuming a significant increase of the 
foreign investment). Logically, the increase of investment in the private sector mainly comes 
from the increase of the households’ saving, whereas the increase of the investment in the 
public sector is stimulated by the foreign resources. 
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Table 43: Impact on sectoral investments (differenc e with the reference scenario in %)  

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 2.31% 2.41% 2.50% 2.57% 2.63% 2.68% 2.72% 2.75% 2.79% 

scen2 0.00% 1.12% 1.17% 1.22% 1.25% 1.28% 2.54% 2.60% 2.65% 2.69% 

scen3 0.00% 0.44% 0.46% 0.48% 1.44% 1.48% 2.52% 2.58% 2.63% 2.68% 

Forest 

base           

scen1 0.00% 1.97% 2.08% 2.14% 2.17% 2.18% 2.19% 2.20% 2.20% 2.20% 

scen2 0.00% 0.97% 1.02% 1.05% 1.06% 1.07% 1.97% 2.01% 2.04% 2.06% 

scen3 0.00% 0.38% 0.40% 0.41% 1.14% 1.17% 1.92% 1.96% 2.00% 2.03% 

Man. Ind. 

base           

scen1 0.00% 6.69% 6.87% 6.99% 7.08% 7.15% 7.20% 7.25% 7.28% 7.31% 

scen2 0.00% 3.26% 3.34% 3.40% 3.44% 3.48% 6.99% 7.07% 7.13% 7.19% 

scen3 0.00% 1.28% 1.32% 1.34% 4.03% 4.09% 6.95% 7.04% 7.10% 7.16% 

Oth. Ind. 

base           

scen1 0.00% 4.49% 4.55% 4.57% 4.58% 4.59% 4.59% 4.59% 4.59% 4.59% 

scen2 0.00% 2.19% 2.22% 2.24% 2.24% 2.24% 4.29% 4.34% 4.38% 4.41% 

scen3 0.00% 0.87% 0.88% 0.88% 2.51% 2.55% 4.23% 4.29% 4.34% 4.37% 

4.6 Impact on sectoral factor costs 

The following shows a positive impact on the production factors remuneration in the agricul-
tural sector, but a reduction in the industrial sector of more than 8% in 2015. The progressive 
decrease of the remuneration factors in the manufactured industry is the result of substitution 
between local imported and goods.  

The combination of these sectoral results underlines that even if the impact of EPA stimulates 
the economic activity, on the long run, the substitution of local goods by imported goods puts 
a pressure on the production factors remuneration in the industrial sector. 
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Table 44: Impact on sectoral factor costs 
(difference compared to the reference scenario in % ) 

 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Agriculture 

base           

scen1 0.00% 2.12% 2.08% 2.06% 2.05% 2.07% 2.08% 2.10% 2.12% 2.13% 

scen2 0.00% 1.05% 1.03% 1.02% 1.02% 1.02% 2.05% 2.06% 2.08% 2.10% 

scen3 0.00% 0.42% 0.41% 0.40% 1.21% 1.21% 2.04% 2.05% 2.07% 2.09% 

Man. Ind. 

base           

scen1 0.00% -9.23% -9.19% -9.06% -8.93% -8.82% -8.75% -8.69% -8.64% -8.61% 

scen2 0.00% -4.65% -4.64% -4.57% -4.50% -4.45% -8.76% -8.73% -8.70% -8.68% 

scen3 0.00% -1.87% -1.86% -1.84% -5.34% -5.33% -8.77% -8.75% -8.72% -8.70% 

Oth. Ind. 

base           

scen1 0.00% 9.84% 22.93% -106.90% -19.74% -12.13% -9.35% -7.92% -7.06% -6.50% 

scen2 0.00% 4.74% 10.96% -50.84% -9.36% -5.74% -13.83% -11.10% -9.48% -8.41% 

scen3 0.00% 1.85% 4.27% -19.76% -17.82% -10.20% -14.99% -11.93% -10.11% -8.91% 

5. Economic impact not analysed by the CGE model 

5.1 Limitations of the results 

A number of caveats of the model should be mentioned. 

Since the model is not disaggregated enough, it may not take all the necessary elements into 
account; i.e. it will not totally reflect the effects of tariff dispersion across sectors and trading 
partners.  

Even if the nature of the model is dynamic, the endogenous variables are restricted to labour 
supply (which is related to the population growth rate) and capital stock (linked to invest-
ments). Thus, the positive effects of EPA will mainly be related to the level of investment 
made in the different sectors. 

Other scenarios could have been defined, like the reduction in the customs duties on products 
originating from the EU (in order to take into account the Partnership Agreement) on products 
originating from other geographical zones, a tariff dismantling carried out on 70% or 80% of 
the imported products, other compensation scenarios than an increase in the VAT, etc.  

Finally, given the academic structure of the model and the dependency on certain assump-
tions, the results should be considered as indications.  

5.2 The monopoly situation 

The model assumes perfect competition between the different producers, but imperfect com-
petition is mainly present in Liberia. Barriers to entry of new competitors, foreigners and lo-
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cals, on the local market prevent real competition inside the country. Besides, the instruments 
of commercial policy are particularly marked through customs duties, quantitative restrictions, 
absence of regulation mechanisms, administration procedures, various issues for granting user 
licences, underdeveloped capital market, etc. 

Thus at the theoretical level sustaining the elaboration of the CGE model, the introduction of 
imperfect competition may modify in a radical way and even reverse the forecasts of the 
commercial policy traditional analysis.  

5.3 Production level and economies of scale 

The model's production function assumes constant returns to scale. However, several charac-
teristics of Liberia indicate that there are unexploited economies of scale. First of all, the im-
perfect competition itself encourages the local producers to restrict their production to sub-
optimal levels. Moreover, for a certain number of activities, in particular the manufacturing 
activities, the size of the internal market is too small to make it possible for the local producers 
to reach an efficient production scale. Nevertheless, if it would be the case, given the conse-
quent under-utilisation of local production capacity, the efficiency gains which would result 
from an increase in the local production scale would be more important than the results pro-
vided by the model.  

5.4 Foreign trade  

The adjustment of the balance of payments can occur through a mechanism of rationing im-
ports, which can cover directly the permitted quantities or be exerted through prices. In the 
latter case, it will be advisable to well identify those who perceive the revenue generated by 
the situation of rationing, or virtual monopoly, as is the case in Liberia. Indeed, one of the 
main issues related to the elaboration of a CGE model devoted to trade analysis is to represent 
the behaviour of “search for revenue” (“rent seeking”) of the importers, and to measure the 
waste of the resources which results from it, as well as the loss of efficiency for the economy. 
If this issue is highly important for identifying the real position of Liberia before negotiating 
its entry in the WTO, it is unfortunately out of the scope of the CGE model elaboration for this 
study. 

Moreover, the distortions created by the exchange rate between the USD and the other curren-
cies are highly relevant for trade transactions analysis, but have not been calculated (the data 
would have been modified to take into account that specific feature). The positive results 
given by the model may be underestimated in comparison with an endogenous exchange rate 
reflecting more the real situation of the Liberian economy. 

6. Conclusion of the quantitative impact study 

The analysis of the mechanical effects of tariff dismantling calculated by the model show both 
negative and positive effects. The negative effects are mainly the reduction of the government 
fiscal revenues, which may hamper the public investment and consequently the economic 
growth. The positive effects are the (assumed) increase of foreign investment and the stimula-
tion of domestic demand that will result in higher economic growth due to the improvement of 
the purchasing power of the households.  
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The overall conclusions of the different scenarios performed with the CGE model are not easy 
to draw, due to the mix of positive and negative results. However, the trend is not positive in 
general, due to the following points: 

> the significance of the government losses in custom revenues, dropping to about 2% of the 
CGE in case of a total suppression on goods originating from the EU 

> the fact that the positive expected impact on the economic activity stimulation are based 
on assumption that are not likely to happen in Liberia: an increase of the FDI (Foreign Di-
rect Investments) at least equal the increase of the trade deficit and a decrease of local 
prices, which assumes that the importers will not use their oligopolies’ situations to in-
crease their margin on the imported products. 

However, even in the case in which such a situation would not happen, the model simulations 
generally show that the positive impacts on the economy are not sufficient for the government 
to compensate the losses of the tax revenues on the short-medium term.  

For the scenario 1, the losses of customs duties are estimated at nearly USD 12.8 millions in 
2007, and USD 17 million in 2015, compared to the base scenario. Besides, the GDP at mar-
ket prices would be compensated only very slowly by the improvement of the economic situa-
tion.  

Moreover, from a fiscal point of view, this scenario would be difficult to bear for the govern-
ment. 

For the two other scenarios that have been built to support the study, the results of the EPA 
policy impact with the CGE model show a less negative impact on the government taxes reve-
nues, but a less positive impact on the economic growth. These results may give arguments for 
a rapid dismantling scenario or for a progressive one, but it must be recalled that the negative 
impacts are more likely to happen in Liberia than the positive ones. The expected positive 
impacts will only happen if the importers accept to “play the game” and transfer tariff reduc-
tions on imported goods to the domestic consumers without increasing their margins instead. 
Moreover, the improvement of the saving of the “Rest of the World” (e.g. the opposite of the 
Liberia balance of payment deficit) would need to lead to an increase of foreign investment in 
the country (instead of escaping from the country) to support the economic growth. If these 
(optimistic) assumptions are not met, Liberia is expected to see more drawbacks than im-
provements of its economic situation resulting from the liberalisation policy. Imports will me-
chanically increase, while the exports, which are essentially based on rubber exports (mainly 
to USA and the EU), will not directly benefit from the dismantling of duties on imported 
goods. 

Hence the highest prudence is recommended for the tariff dismantling implementation, with 
limited the suppression of duties on intermediary and equipment goods (such as electric 
equipment) and keeping as long as possible the duties on consumption goods (essentially bev-
erages and oil products). A reduced oil price for companies in order not to hamper their pro-
ductivity may be eventually a good option, but would require an additional study. 

The model also underlined that the “trade creation” effect (e.g. the substitution of locally pro-
duced goods by imported goods) should be rather weak on a macro-economic but more sig-
nificant on a sectoral viewpoint especially for the manufacturing sector, that would have to 
support a significant pressure on factor remuneration. However, the tariff dismantling policy 
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should not directly hamper the local production, mainly because the goods produced by the 
local enterprises are generally differing from the ones that are imported by Liberia. 

III. QUALITATIVE ANALYSIS OF THE EPA IMPACT 

1. Foreign direct investments 

Attracting FDI is one of the expected results of EPAs, by improving business-climate. Re-
moval of barriers to trade is generally presented another element to foster investment, and in 
particular foreign investment in Liberia. Such a liberalization process is forecasted to broaden 
market opportunities and increase expected returns for investors, but this has still to be proved 
in the Liberian context. However, trade liberalization can also promote inward oriented in-
vestment to the extent that it is not restricted to final consumption goods but also concerns 
intermediate goods; indeed, the effective tariff rate is still in some cases, as high as 30% of 
import value. 

Hence, there seems to be little to be discussed about the potential benefits of increasing for-
eign FDI in Liberia, and one is surely inclined to appreciate that a government chooses to 
combine trade liberalization (FDI) with policies geared towards the promotion of exports and 
FDI. Going beyond common sense, it can be reasonably argued that FDI and trade are some-
times substitutes to each other, and consequently, that trade liberalization may penalizes FDI, 
due to the fact that some foreign investors may choose to invest in a country to sell to the local 
market, only because it is well protected from external competition. This could explain the 
fact that some experts have often been advocating import substitution as a means to promote 
economic development. 

However, it must be also pointed out that the agricultural sector is a field apart that can hardly 
be analysed through the economic theory. The increasing level of imported goods for food, 
such as rice, milk, etc. in all ECOWAS countries is a major subject of concern. However, 
apart from such sensitive products, it can be reasonably expected that an EPA with the EU 
may attract FDI and should help Liberia to grasp all the fruits from the liberalization policy 
with the EU. 

To conclude, let us recall that market size is the most important element for FDI. Trade liber-
alization creates business opportunities for firms and entails firms’ relocations. Consequently, 
firms and governments may be looking for regional agreements with some of their most im-
portant trade partners. However, as it has been shown in the first part of the report, Liberia’s 
most important trade partners are not located especially in the sub region. 
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2. Exports 

All Liberia’s exports have already free access to the EU market for two reasons according to 
products: 

1. EU provides free access whatever the origin: this is the case for rubber, scrap metal and 
cocoa beans; 

2. EU provides preferential access to ACP countries: this is the case for palm oil. 

For the main Liberian exports, access will remain free, with or without EPA. For palm oil, 
EPA will secure free access, but Liberian palm oil exports are marginal. 

Before the war, Liberia exported diamonds, iron and tropical timber to the EU. Lift of UN 
bans on diamonds and tropical woods exports and rehabilitation of transportation infrastruc-
tures will probably help Liberia to re-develop its traditional exports. As for current exports, 
Liberia as already free access on the EU market, and will not benefit from margin of prefer-
ence with the implementation of the EPA. 

Rubber remains a good opportunity for Liberia. 75% of world natural rubber production is 
used for tyre, and driven by the fast increase of Chinese car market, the world rubber market 
expands increasingly. From 2004 to 2006, rubber world prices have grown of 58%, and the 
world rubber consumption is supposed to be up to 10 million tons, exceeding the world pro-
duction (9 million tons in 2006). Moreover, the world market is expected to double between 
now and 203414. To respond to this demand, 4 million ha of new plantations and replanting 8 
million of existing rubber tree is needed. Furthermore, competitiveness of natural rubber vis a 
vis synthetic latex will remain positive, due to the increasing trend of world oil prices. Rubber 
trees have positive impact on environment, in terms of carbon capture (climate change) and 
soil protection against erosion. 

Some new exportable products have been identified by the Liberian Ministry of Commerce 
and Industry: spices (such as aloe vera, black pepper, chillies, cinnamon, ginger, lemon grass), 
horticultural products (cut flowers, avocados, papaya, pineapple) and marine products (fish, 
lobster, prawn, shrimp). Being geographically close to the EU, Liberia and all ECOWAS 
countries benefit from low transportation costs, compare to other ACP countries. ECOWAS 
countries may develop exports of fresh fruits and vegetables, targeting niche markets (non 
traditional tropical fruits, ethnic markets, organic products and spices for instance)15. Develop-
ing such exports in ECOWAS countries requires overcoming supply-side constraints, in order 
to supply the EU market regularly with products matching EU quality standards (public food 
safety requirements, very strong for marine products, and private standards). If constraints 
remain important in all West African countries, the current Liberia position (in terms of level 
of production, infrastructures, workers skills for instance) is probably the weakest of the re-
gion. So, to take advantage of free access to EU market, Liberia has first to develop its domes-
tic production, improve infrastructures, attract FDI, and implement standards and control.  

 

14 Spore 2007 
15 PwC and al, 2005 
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3. Imports 

Through EPA, Liberia will provide free access for most of EU products. ECOWAS will have 
to provide free access to about 80% of EU imports (in volumes). ECOWAS market access 
offer to the EU will precise what products are liberalised, and what products are not, the so-
call sensitive products. Sensitiveness may be defined by several factors: 

� Impact on consumers purchase power: liberalisation may decrease prices to final 
consumers, but the degree of the impact relies on the share of the product in household 
consumption. For instance, liberalisation of sugar, which represents usually a minor 
expenditure of households, including the poorest, will not have important impacts. On the 
opposite, rice liberalisation will probably have positive impacts on the purchase power and 
thus food security status of urban poor. 

� Competition with local production: Liberalisation will increase competitiveness of 
imported products. If the good is not produce in Liberia, impact will not be negative, and 
moreover, it may be positive if the imported goods is used as input (for instance, 
fertilisers, building materials, malt for breweries). If the good is produced (or may be 
produced) in Liberia, impact may be negative. This is the case of some food products, such 
as meat, sugar (produced in the region), vegetables, and mineral waters. 

� Impact on fiscal revenue: As mentioned above, some products are important in terms of 
duty collection. This criterion has to be taken into account, but at a second rank. 

Main imported products from the EU are the following (see table 20): petroleum oils, wheat 
flour, meats, vehicles, cigarettes, dairy products, electric machineries and parts of it, onions, 
margarine, eggs, beer. Fuels, vehicles, electric machineries are not produced in Liberia, and 
trade liberalisation may have a positive impact, at consumption and production level. Meats, 
onions, eggs, beer are produced in Liberia. Of course, agricultural production was affected by 
the war, but it might recover its level of production if economic environment encourage it. 
Import competition may hamper the development of local production such as vegetables (and 
specifically onions), and meat. Margarine illustrates a risk of substitution phenomenon: im-
proving imported margarine competitiveness will lead consumers to use margarine instead of 
local vegetable oils or fats. 

Wheat flour is in a specific situation. Bread has become a staple food for urban consumers, 
and it is not possible to produce wheat in Liberia, for climatic reasons. For the moment, there 
is no milling industry in Liberia, able to process wheat in flour, so liberalisation of wheat flour 
will be positive for consumers, and mainly the poor. If establishment of milling industry is 
planned, it will be better to liberalise wheat imports, and not wheat flour, in order for milling 
industry to benefit from cheap inputs and protection for flour. 

From a fiscal point of view, as explain above, fuels, cigarettes, vehicles have not to be liberal-
ised, or very progressively, in order to mitigate fiscal impacts. 
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Finally, a proposal list of sensitive products may be the following: 
 
- Meat (bovine, ovine, swine and poultry) and offal; 
- Onions and other vegetables; 
- Processed food products such as mineral waters, beer; 
- Eggs; 
- Wheat flour, if a milling industry has to be established; 
- Vegetables oils and fats; 
- Cigarettes; 
- Vehicles; 
- Fuels (for fiscal matters) 
 
On the opposite, we can suggest to liberalise firstly import of products used as inputs 
such as malt and hope cons (for breweries), fertilisers, building materials, cells and bat-
teries. 

IV. CONCLUSION AND RECOMMANDATIONS 

Finally, the main impact of the EPA process is expected to be manly a fiscal one and a pres-
sure on wages in the manufacturing sector, stressing that the Liberian government will have to 
find rapidly ways to keep the amount of taxes revenues stable in order to maintain the level of 
investments that sustain economic growth.  

In other words, the government and the people working in some manufacturing branches of 
the industrial sector will be the most affected by an EPA. 

If one wants to remain optimistic, it can be recalled that, as the main support of economic 
growth is investment, the combined results of the tariff dismantling scenarios can also be seen 
as a negative impact in the short term but a more positive impact in the long term. However, 
such a scenario would happen only in case the EPA with the EU would favour a decrease of 
prices on the domestic market and an increase of public and private investment. 

In conclusion, the challenge of the EPA policy for the Liberia economy appears to be the fol-
lowing:  

> conditions must be created to enable investors to effectively benefit from the improvement 
conditions brought about by the EPA policy; 

> public investment (backed by the donors development programmes) must be realised in 
sectors which will stimulate exports, thus enabling the prevention of the deterioration of 
the trade balance deficit; 

> the prices of the products on the domestic market should benefit from the tariff disman-
tling on imported goods. This means that the government should have to closely supervise 
the dismantling process in order to prevent a simple increase of the importers margins. In 
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such case, the economic impact of the EPA policy would be summarised by a deterioration 
of the trade balance, increasing the country’s dependence toward the external world. 

Donors and the Liberia government should not expect that EPA policies will automatically 
bring an improvement of the economic situation in Liberia. This will surely not be the case. 
The results of EPA policy will depend mainly on the efficiencies of the governmental policies 
and of the co-operation between Liberia and the international donors (mainly the European 
Union) which will be associated with the liberalisation process itself. Without such an effi-
cient cooperation stimulating public and private investment, as well as the export-oriented 
sector combined with a real involvement of the public authorities to modernise the taxes col-
lection apparatus, the effect of EPA on the Liberia economy must be expected to be mainly 
negative. 

Consequently, adapted and realisable adjustment measurements will have to be elaborated in 
partnership between the EU and the Liberian government in order to compensate the negative 
effects of the EPA and avoid them to hamper the economic growth of Liberia. 

The government should under estimate the impacts on the economy and start to elaborate a 
programme that would rely on an international assistance for modernising the private sector, 
especially in the manufacturing industry and the agriculture sector. The challenge of the Libe-
ria authorities is also essential both for modernising the public sector, improving tax collection 
and playing the regulator role in order to attract local and foreign investment by incentive 
measures in favour of exporting companies. 

Liberia does not negotiate EPA alone, but within a regional integration organisation. Liberia, 
as probably Sierra Leone, is in a very fragile situation, from a politic and economic perspec-
tive. It might be suggested, in order to mitigate negative impacts of EPA, to negotiate a special 
status for Liberia in the EPA framework, in order to delay trade liberalisation with the EU and 
with ECOWAS. But a special status will probably generate smuggling at Liberia’s borders: 
traders will be attracted by the rent made of tariff difference (this phenomenon exists on Nige-
ria’s borders for instance). From a West African point of view, involve Liberia in the regional 
integration process is a challenge to keep peace and stability within the region. Negotiation 
between Liberia and other ECOWAS member states may allow balancing EPA impacts: 

> Improving regional integration and regional trade, by involving Liberia in the process; 

> Favouring Liberia access to EPA related assistance (regional fund, 10th EDF, aide for 
trade…), to allow Liberia to overpass EPA impacts on economy and government revenues. 
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Annex 1: List of chapter (HS2DG) and description 

HS2 Description 
01 Live animals.  

02 Meat and edible meat offal.  

03 Fish and crustaceans, molluscs and other aquatic invertebrates.  

04 Dairy produce birds' eggs natural honey edible products of animal origin, not elsewhere specified or 

05 Products of animal origin, not elsewhere specified or included.  

06 Live trees and other plants bulbs, roots and the like cut flowers and ornamental foliage.  

07 Edible vegetables and certain roots and tubers.  

08 Edible fruit and nuts peel of citrus fruit or melons.  

09 Coffee, tea, maté and spices.  

10 Cereals.  

11 Products of the milling industry malt starches inulin wheat gluten.  

12 Oil seeds and oleaginous fruits miscellaneous grains, seeds and fruit industrial or medicinal plants 

13 Lac gums, resins and other vegetable saps and extracts.  

14 Vegetable plaiting materials vegetable products not elsewhere specified or included.  

15 Animal or vegetable fats and oils and their cleavage products prepared edible fats animal or vegetab 

16 Preparations of meat, of fish or of crustaceans, molluscs or other aquatic invertebrates.  

17 Sugars and sugar confectionery.  

18 Cocoa and cocoa preparations.  

19 Preparations of cereals, flour, starch or milk pastrycooks' products.  

20 Preparations of vegetables, fruit, nuts or other parts of plants.  

21 Miscellaneous edible preparations.  

22 Beverages, spirits and vinegar.  

23 Residues and waste from the food industries prepared animal fodder.  

24 Tobacco and manufactured tobacco substitutes.  

25 Salt sulphur earths and stone plastering materials, lime and cement.  

26 Ores, slag and ash.  

27 Mineral fuels, mineral oils and products of their distillation bituminous substances mineral waxes.  

28 Inorganic chemicals organic or inorganic compounds of precious metals, of rare-earth metals, of radi 

29 Organic chemicals.  

30 Pharmaceutical products.  

31 Fertilisers.  
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HS2 Description 
32 Tanning or dyeing extracts tannins and their derivatives dyes, pigments and other colouring matter p 

33 Essential oils and resinoids perfumery, cosmetic or toilet preparations.  

34 Soap, organic surface-active agents, washing preparations, lubricating preparations, artificial waxe 

35 Albuminoidal substances modified starches glues enzymes.  

36 Explosives pyrotechnic products matches pyrophoric alloys certain combustible preparations.  

37 Photographic or cinematographic goods.  

38 Miscellaneous chemical products.  

39 Plastics and articles thereof.  

40 Rubber and articles thereof.  

41 Raw hides and skins (other than furskins) and leather.  

42 Articles of leather saddlery and harness travel goods, handbags and similar containers articles of a 

43 Furskins and artificial fur manufactures thereof.  

44 Wood and articles of wood wood charcoal.  

45 Cork and articles of cork.  

46 Manufactures of straw, of esparto or of other plaiting materials basketware and wickerwork.  

47 Pulp of wood or of other fibrous cellulosic material recovered (waste and scrap) paper or paperboard 

48 Paper and paperboard articles of paper pulp, of paper or of paperboard.  

49 Printed books, newspapers, pictures and other products of the printing industry manuscripts, typescr 

50 Silk.  

51 Wool, fine or coarse animal hair horsehair yarn and woven fabric.  

52 Cotton.  

53 Other vegetable textile fibres paper yarn and woven fabrics of paper yarn.  

54 Man-made filaments.  

55 Man-made staple fibres.  

56 Wadding, felt and nonwovens special yarns twine, cordage, ropes and cables and articles thereof.  

57 Carpets and other textile floor coverings 

58 Special woven fabrics; tufted textile fabrics; lace; tapestries; 

59 Impregnated, coated, covered or laminated textile fabrics; 

60 Knitted or crocheted fabrics 

61 Articles of apparel and clothing accessories, knitted or crocheted.  

62 Articles of apparel and clothing accessories, not knitted or crocheted.  

63 Other made up textile articles sets worn clothing and worn textile articles rags.  

64 Footwear, gaiters and the like parts of such articles.  

65 Headgear and parts thereof.  

66 Umbrellas, sun umbrellas, walking-sticks, seat-sticks, whips, riding-crops and parts thereof.  
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HS2 Description 
67 Prepared feathers and down and articles made of feathers or of down artificial flowers articles of h 

68 Articles of stone, plaster, cement, asbestos, mica or similar materials.  

69 Ceramic products.  

70 Glass and glassware.  

71 Natural or cultured pearls, precious or semi-precious stones, precious metals, metals clad with prec 

72 Iron and steel.  

73 Articles of iron or steel.  

74 Copper and articles thereof.  

75 Nickel and articles thereof.  

76 Aluminium and articles thereof.  

77  

78 Lead and articles thereof.  

79 Zinc and articles thereof.  

80 Tin and articles thereof.  

81 Other base metals cermets articles thereof.  

82 Tools, implements, cutlery, spoons and forks, of base metal parts thereof of base metal.  

83 Miscellaneous articles of base metal. 

84 Nuclear reactors, boilers, machinery and mechanical appliances parts thereof.  

85 Electrical machinery and equipment and parts thereof sound recorders and reproducers, television ima 

86 Railway or tramway locomotives, rolling-stock and parts thereof railway or tramway track fixtures an 

87 Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof.  

88 Aircraft, spacecraft, and parts thereof.  

89 Ships, boats and floating structures.  

90 Optical, photographic, cinematographic, measuring, checking, precision, medical or surgical instrume 

91 Clocks and watches and parts thereof.  

92 Musical instruments parts and accessories of such articles.  

93 Arms and ammunition parts and accessories thereof.  

94 Furniture bedding, mattresses, mattress supports, cushions and similar stuffed furnishings lamps and 

95 Toys, games and sports requisites parts and accessories thereof.  

96 Miscellaneous manufactured articles. 

97 Works of art, collectors' pieces and antiques. 
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Annex 2: Social Accounting Matrix of Liberia (2006)  

Sum of VALUE SAM_col                                        

SAM_Row 
1A_ 
Lab 

1B_ 
Cap 

2A_ 
Hous 

2B_ 
Firms 

2C_ 
Gov 

2C_Gov 
_DTax 

2C_Gov 
_MTax 

2C_Gov 
_VAT 

2C_Gov 
_Otax 

2F_ 
Ecowas 

2G_ 
EU 

2H_ 
US 

2I_ 
Row 

3A_ 
Agr 

3B_ 
For 

3C_ 
IndMan 

3D_ 
IndOth 

3E_ 
SerPr 

3F_ 
SerPu 4_Acc 

Grand 
Total 

1A_Lab                           252.99 82.59 27.31 19.59 79.35 20.17   481.99 

1B_Cap              63.25 20.65 6.83 4.90 19.84 5.04  120.50 

2A_Hous 481.99 36.15     1.00           8.00 32.00          559.14 

2B_Firms  84.35     16.40                        100.75 

2C_Gov         33.70 56.40 21.20         14.20        125.50 

2C_Gov_DTax    6.74 26.96                          33.70 

2C_Gov_MTax                          7.95 0.20 21.43 11.93 13.40 1.49  56.40 

2C_Gov_VAT                          11.61 3.79 1.25 0.90 3.64    21.20 

2C_Gov_Otax                                         

2F_Ecowas                          1.08 0.20 12.61 51.79 7.89 0.88  74.44 

2G_EU    10.88                     19.42 0.40 40.98 21.77 25.62 2.85  121.93 

2H_US    16.32                     44.41 1.03 106.93 24.59 66.85 7.43  267.57 

2I_Row       1.20                 0.56 0.01 15.93 0.09 9.96 1.11  28.86 

3A_Agr   232.90  0.10     0.08 0.23 0.04 0.03 61.00 58.65 12.00 9.00 48.00 4.00 89.25 515.27 

3B_For   76.03  0.20       45.49 102.89 7.07 8.00 142.00 8.00 2.00 39.00   67.55 498.22 

3C_IndMan   25.14  18.72     0.10 0.31 1.39 4.78 25.00 78.70 45.00 17.00 72.00 23.00 22.34 333.47 

3D_IndOth   18.03        0.74 2.26 10.25 35.28 3.00 25.00 9.00 21.00 18.00 12.00 74.87 229.43 

3E_SerPr   73.05  76.58             16.00 69.00 21.00 18.00 85.00 8.00 123.75 490.38 

3F_SerPu   18.57                1.00 16.00 5.20 26.87 1.82 18.00 16.50 103.96 

4_Acc   81.48 73.79 11.30     73.52 65.66 121.00 -32.50        394.25 

Total demand 
deposits  481.99 120.50 559.14 100.75 125.50 33.70 56.40 21.20   74.44 121.93 267.57 28.86 515.27 498.22 333.47 229.43 490.38 103.96 394.25 2,115,099.17 
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Annex 3: Equations of the CGE model framework in GA MS 

PARAMETER 

 

         Aij        Intermediary consumption technical coefficients 

         Alpha      Elasticity substitutions between production factors 

         Alpham     Price elasticity for imports 

         Ao         Cobb-Douglas parameter 

         Beta       Taxe rate on revenues coefficient 

         Cf_C       Final consumption by sectors repartition coefficient 

         Cf_DtM     Taxes on imports repartition coefficient by commercial partner 

         Cf_M       Imports by commercial partner repartition coefficient 

         Cf_S       Transfer parameter between real and financial sectors 

         Cf_X       Exports - world demand coefficient 

         Cf_Xs      Production by branches repartition coefficient 

         Dmo        World demand at first year 

         Eta        Investment function parameter 

         io         Technical coefficient 

         Lambda     Value added coefficient repartition 

         pmc        Final consumption marginal consumption 

         Psi        Fiduciary money parameter 

         Pwm        World prices of imports 

         Sigma_D    Exports - production price elasticity substitution 

         Sigma_R    Import - production price elasticity substitution 

         Sigma_S    Import commercial partners price elasticity substitution 

         Theta_I    Investment - Interest rate elasticity 

         Tx_DepK    Capital depreciation rate 

         TxUFp      Production factors utilisation rate 

         vo         Technical coefficient 

         Cf_I       Investment by branches repartition coefficient 
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VARIABLES 

 

         A             Technical coefficient Cobb-Douglas function 

         A_gr          Cobb-Douglas technical coefficient variation 

         CF            Final consumption of the economic agents in product i (volume) 

         CFT           Final consumption 

         CI            Intermediary consumption of product i (volume) 

         CIJ           Intermediary consumption of product i by branch j (volume) 

         DD            Domestic demand 

         DelTxTVA      TVA rate absolute variation 

         DI            Intermediary demand 

         DM            World demand 

         DM_gr         World demand growth rate 

         DTI           Taxes on imports 

         Ex            Exchange rate 

         FD            Factors demand 

         FS            Factors supply 

         ID            Direct taxes 

         Inv           Investment 

         InvT          Total investment 

         LIR           Long term interest rate 

         LS_gr         Labour supply growth rate 

         M             Imports 

         Mt            Imports by commercial partners 

         Pd            Domestic prices 

         Pindex        Global index prices 

         Pm            Imports prices 

         Pmt           Commercial partners imports prices 

         Pq            Composite prices 

         Price         Production prices 

         PVA           Value added prices 

         PwX           World exports prices 

         Px            Exports prices 
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         Q             Composite demand 

         RemFP         Production factors remuneration 

         S             Saving 

         TVA           VAT 

         Tx            Taxes on exports 

         TxDTI         Taxes on imports rate 

         TxDTI_gr      Variation of taxes on imports rate 

         TxTVA         VAT rate 

         Tx_Pindex Global index price growth rate 

         U             Total Revenue of the nation 

         UFp           Production factors utilisation 

         VA            Value added 

         Walras        Walras variable 

         X             Exports 

         XS(j,t)       Production of branch j (volume) 

         Xt            Exports by commercial partners 

         Y             Agents revenues 

         Y_FP          Production factors revenues 

         YD            Disposable income 

 

EQUATIONS 

 

      Eq_Prod       Production 

      Eq_Valaj      Value added 

      EQ_CI         Intermediary consumption of good i 

      EQ_CIJ        Intermediary consumption of good i by branch j 

      Eq_Rev_FP     Revenues of production factors 

      Eq_EPA        Saving 

      Eq_Cons       Final consumption 

      Eq_InvT       Total investment 

      Eq_Inv        Investment 

      Eq_DI         Intermediary demand 

      Eq_UFp        Utilisation of production factors 
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      Eq_ConsT      Total final consumption 

      Eq_PrixBS     Prices of goods and services 

      Eq_PrixFP     Prices of production factors 

      Eq_PVA        Value added prices 

      Eq_Pd         Domestic prices 

      Eq_KS         Capital supply 

      Eq_LS         Labour supply 

      Eq_FD         Factors demand 

      EQ_ID         Direct taxes 

      EQ_TVA        VAT 

      EQ_DTI        Taxes on imports 

      EQ_PTec       Cobb-Douglas technical factor 

      EQ_YID        Revenues from direct taxes 

      EQ_YTVA       Revenues from VAT 

      EQ_YDTI       Revenues from taxes on imports 

      Eq_Xt         Exports of goods with commercial traders 

      Eq_MT         Imports of goods with commercial traders 

      Eq_M          Imports of goods 

      Eq_TxDTI      Taxes on imports rate 

      Eq_TxTVA      VAT rate 

      Eq_Q          Composite demand 

      Eq_DD         Domestic demand 

      Eq_Pq         Composite prices 

      Eq_Pmt        Imports with commercial partners prices 

      Eq_Pm         Imports prices 

      Eq_Px         Exports prices 

      Eq_DM         World demand 

      EQ_RevTr      Revenues of commercial partners 

      EQ_U          Total Revenue of the nation 

      EQ_CFTr       Consumption of commercial partners 

      Eq_Obj        Objective 

      Eq_Pindex     Global index 

      Eq_Walras     Walras 
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      EQ_YD         Disposable income 

 

****************************** 

* PRODUCTION BLOCK * 

****************************** 

* Value added   (Cobb-Douglas Function) 

Eq_Valaj(i,t)..    VA(i,t) =E= A(i,t)*PROD(fp,UFp(fp,i,t)**Alpha(fp,i)); 

 

* Total Intermediary consumption of branch i 

EQ_CI(i,t)..       CI(i,t) =E= io(i)*VA(i,t)/vo(i); 

 

* Intermediary consumption of good i by branch j 

EQ_CIJ(i,j,t)..    CIJ(i,j,t) =E= aij(i,j)*CI(j,t); 

 

* Production by branches 

Eq_Prod(i,t)..     XS(i,t) =E= CI(i,t)/io(i); 

 

* Production Factors and factors utilisation 

Eq_UFp(fp,i,t).. UFp(fp,i,t)*RemFP(fp,i,t) =E= Alpha(fp,i)*Pva(i,t)*VA(i,t); 

Eq_FD(fp,i,t)..  UFp(fp,i,t) =E= FD(fp,i,t)*TxUFp(fp,i); 

 

****************************************** 

*  REVENUES AND SAVING BLOC * 

******************************************* 

* Revenue of Production factors 

Eq_Rev_fp(ag,fp,t)..   Y(ag,fp,t) =E= Lambda(ag,fp)*SUM(i,RemFP(fp,i,t)*UFp(fp,i,t)); 

 

* Revenues of direct and indirect taxes 

 

* Directs taxes 

EQ_ID(ag,t).. ID(ag,t) =E= Beta(ag)*SUM(as,Y(ag,as,t)); 

 

* VAT 
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EQ_TVA(i,t)..    TVA(i,t) =E=  TxTVA(i,t)*XS(i,t)*Price(i,t) ; 

 

* Taxes on imports 

EQ_DTI(tr,i,t).. DTI(tr,i,t) =E= TxDTI(tr,i,t)*Mt(tr,i,t)*pwm(tr,i); 

 

* Government revenues from direct taxes 

EQ_YID(gv,t)..      Y(gv,'3A_ID',t) =E= SUM(ag,ID(ag,t)); 

 

* Government revenues from VAT 

EQ_YTVA(gv,t)..     Y(gv,'3B_vAT',t) =E=  SUM(i,TVA(i,t)) ; 

 

* Government revenues from indirect taxes on imports 

EQ_YDTI(gv,t)..     Y(gv,'3C_DTI',t) =E= SUM(tr,SUM(i,DTI(tr,i,t))) ; 

 

* Disposable income of households 

EQ_YD(cl,t)..        YD(cl,t) =E= SUM(as,Y(cl,as,t))-SUM(gv,Y(gv,cl,t))-ID(cl,t); 

 

* Agents savings 

Eq_EpA(ag,t)..       S(ag,t)  =E= SUM(as,Y(ag,as,t))-SUM(ag1,Y(ag1,ag,t))-ID(ag,t)-
SUM(i,CF(ag,i,t)*Pq(i,t)) ; 

 

************************ 

* DEMAND BLOCK * 

************************ 

 

* Total final Consumption 

Eq_ConsT(cl,t)..      CFT(cl,t)    =E= pmc(cl)*YD(cl,t) ; 

 

* Final Consumption by sectors 

Eq_Cons(cl,i,t)..     CF(cl,i,t)*Pq(i,t)    =E= Cf_C(cl,i)*CFT(cl,t); 

 

*  Intermediary Demand 

Eq_DI(i,t)..        DI(i,t) =E= SUM(j,CIJ(i,j,t)); 
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* Composite Demand   (Domestic demand  + imports) 

Eq_Q(i,t)..    Q(i,t)  =E= SUM(tr,Mt(tr,i,t))+DD(i,t); 

 

*  Domestic Demand 

Eq_DD(i,t)..    DD(i,t)  =E= XS(i,t)-SUM(tr,Xt(tr,i,t)); 

 

* Investments by sectors 

Eq_InvT(InAc,t)..    LOG(InvT(InAc,t)) =E=  Theta_I(InAc)*LOG(LIR(InAc,t))+ Eta(InAc); 

Eq_Inv(i,InAc,t)..      Pq(i,t)*Inv(i,InAc,t) =E= Cf_I(i,InAc)*InvT(InAc,t); 

 

********************* 

* TRADE BLOCK * 

********************* 

 

* Revenues of the Nation 

Eq_U(t).. U(t) =E= SUM(ag,SUM(fp,Y(ag,fp,t))+SUM(i,Y(ag,i,t))+SUM(tr,Y(ag,tr,t))) ; 

 

* Imports (Armington function) 

Eq_M(i,t)..    LOG(M(i,t)) =E= alpham(i)*(Pm(i,t)/Price(i,t))**(-Sigma_R(i))*LOG(U(t)); 

Eq_Mt(tr,i,t).. LOG(Mt(tr,i,t)) =E= Cf_S(tr,i)*(Pmt(tr,i,t)/Pm(i,t))**(-
Sigma_S(i))*LOG(M(i,t)) ; 

 

* Exports 

EQ_Xt(tr,i,t).. Xt(tr,i,t)     =E=   Cf_X(i)*(Px(i,t)/Price(i,t))**Sigma_D(tr)*DM(tr,i,t); 

 

* Revenues of commercial partners 

EQ_RevTr(tr,i,t)..    Y(tr,i,t)=E= Mt(tr,i,t)*pwm(tr,i)  ; 

EQ_CFTr(tr,i,t)..     CF(tr,i,t)*Pq(i,t) =E= Xt(tr,i,t)*Px(i,t) ; 

 

********************** 

* PRICES BLOCK * 

*********************** 
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* Value added prices 

Eq_PVA(j,t)..    PVA(j,t)*VA(j,t) =E= Price(j,t)*XS(j,t)-SUM(i,Pq(i,t)*CIJ(i,j,t)); 

 

* Prices of goods locally produced 

Eq_Pd(i,t)..     Pd(i,t)  =E= (1+TxTVA(i,t))*Price(i,t); 

 

* Composite Prices 

Eq_Pq(i,t)..     Pq(i,t)*Q(i,t) =E= Pd(i,t)*DD(i,t)+SUM(tr,Pmt(tr,i,t)*Mt(tr,i,t)); 

 

* Price index 

Eq_Pindex(t)..   Pindex(t) =E= SUM(i,Cf_Xs(i)*Price(i,t)); 

 

* Prix of imported goods 

Eq_Pmt(tr,i,t)..  Pmt(tr,i,t) =E= pwm(tr,i)*(1+TxDTI(tr,i,t))*Ex(t); 

 

* Average price of imported goods 

Eq_Pm(i,t)..      Pm(i,t)    =E= SUM(tr,Cf_S(tr,i)*Pmt(tr,i,t)**(1-Sigma_S(tr))**(1/(1-
Sigma_S(tr)))); 

 

* Price of exported goods 

Eq_Px(i,t)..      Px(i,t)*(1+tx(i,t))  =E= PwX(i,t)*Ex(t); 
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Annex 4: The equations of the CGE model 

Referring to the analysis of the Liberia economy performed during the project, primary in-
come analysis distribution is determined through the triangular interrelationship linking pro-
duction activities, factor remuneration, and households.  

A specificity of the economic and financial structure of Liberia is the nature of its fiscal sys-
tem and taxonomy and more specifically the reduction on taxes on imports and the raise of 
VAT that will result from the EPA with the EU. These issues will have to be analysed further 
in detail upon a quantitative level, in order to find the most efficient ways for the government 
to recover the loss of revenues that will result from the dismantling of custom duties on EU 
goods. 

1. The accounting equations 

1.1 Income accounts  

The earnings (wi.Ldi) are distributed to households and incomes from capital are distributed to 
the households (Rkm) and the firms (Rke).  

The households’ income corresponds to the sum of the paid wages (w.L) on which they pay 
taxes (TYM), buy consumer goods (Σ Pci.Cmi) and save (SMU).  

The income of the firms corresponds to the sum of the profits (Σ Rkei) less the salaries given 
to households (w.L). The difference between this and the tax paid to the government (TaxRK) 
constitutes their saving (SEU).  

The incomes of the government are made up of the taxes on the households’ income (TYM), 
the taxes of the companies (TaxRk), the taxes on production (Σ Taxxi), the duties on imports 
(Σ TMi) and the external capital contributions from the main trade partners (TEG) and from 
the Rest of the World (TRG). The difference between the incomes of the government and its 
expenditure in consumer goods constitutes the public saving. (SGU).  

The account of the main trade partners and the Rest of the World represent the income of 
these economic agents, made up by the exports and its expenditure, corresponding to imports. 
The difference between the two corresponds to the foreign saving in currencies, or to the 
loans/external transfers of the country.  

1.2 Production account  

The production account breaks down (in column) the production between the value added and 
the intermediate consumption. It is checked (on-line) that the value of production is equal to 
the production cost.  
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1.3 Goods and services account  

The market of the domestic goods shows, on-line, the intermediate and final uses (consump-
tion and investment) of the goods and services. The total of the column corresponds to the 
overall resources of the economy expressed at the market price; (i.e. including the indirect 
taxes).  

The market of the export of goods enables us to check that the value of exports paid by the 
rest of the world is equal to the value of exports paid on the internal market, plus the taxation 
of exports. The country is small in world markets, facing fixed world prices for exports and 
imports.  

1.4 Capital account  

The accumulation account makes it possible to calculate total investment (IU) from equality: 
IU = (SEU+SMU+SGU+E).BC; BC representing the Liberia trade balance (with the main 
trade partners and with the ROW) and E the exchange rate in real terms.  

2. The behavioural equations 

2.1 Goods and services supply and factor demand  

The majority of CGE models define production functions of the neoclassical type which admit 
substitution between work and the capital, while intermediate consumption is complementary 
with them. The production function is written in the following general form: 

(1) Xi = f (Ai, Ki, LDi) 

in which, for each sector i, X represents the volume of production, A is a constant reflecting 
the level of technical progress, K is the capital stock which is fixed in the short run and LDi 
the demand for labour.  

The hypothesis of a perfectly competitive labour market means that the wage rate w is equal to 
the marginal productivity of work (in value)  

(2) w = PVAi - δXI/δLDi 

where is PVAI is the value added price:  

(3) PVA i = PX (1 - txi) - Σaij. Pi 

PXi is the production price (local) and txi the tax rate on production. Aji are the elements of 
the matrix of the technical coefficients.  

In the model that has been worked out, the offer of work (LS) is exogenous and dynamic. It 
evolves with the demographic growth rate.  

The supply of labour (LS) is exogenous and the balance of the labour market is obtained when 
the latter equalises demand (hypothesis of full employment): 

(4) ΣLDi = LS 

The market of the export of goods allows to check that the value of exports paid by the rest of 
the world is equal to that of exports paid on the internal market, plus the taxation of exports. 
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The difference between the two corresponds to the foreign saving in currencies (F$), or to the 
external loans of the country:  

(5)  F$ = ΣPwmi.Mi - ΣIPwei.EX. 

The computation scheme of the model being defined, we will now describe successively the 
determination of the supply of goods and services and the corresponding demand of factors, 
then the formation of the incomes and the demand of goods and services. Finally, we will pre-
sent the solution of general equilibrium.  

Thus, from a series of prices determined at the beginning in an exogenous way, (Pi,…, Pn), 
each sector will seek to maximise its profit under the constraint of its capital assets (Ki) and of 
the wage rate (w). Neoclassical production functions are strictly concave and the solution is 
consequently unique. Thus, for a given price vector, corresponds a single vector of the outputs 
(X1,... Xn), and its aggregation constitutes the level X of the overall supply: 

(6) X = X (Pi,... Pn) 

2.2 The constitution of income  

The income of each agent (denoted Y) is determined from their budgetary constraints:  

(7)  the Households’ income: YM = Σ(w - LDi) 

(8)  income of the firms: YE = Σ(PVAi.xi-w.LDi) 

(9)  income of the state: YG = ΣTy.w.LDi+ Σts. (PVAi.Xi-w.LDi) + txi. ΣPxi.Xi 

     + Σtmi.E. PWMi.Mi+ Σtei.E. PWEi.EXi+E.F$ 

It is supposed that agents save a fraction of their income, from which we can calculate the 
total saving:  

(10) S = sm. (1 - ty). YM + (1 - ts). YE + YG - ΣPi.CGi 

2.3 Demand for goods and services  

It is supposed that there is only one category of households which buys consumer goods ac-
cording to an exogenous scale in volume:  

(11)  Ci = βi. CM/Pi 

where Ci represents the consumption in volume of the good i, CM the households’ total con-
sumption in value and �i, the exogenous share of the households’ consumption in good i. 

Total consumption in value depends on the disposable income of the households, i.e.  

(12) CM = (1 - sm). (1 - ty) .YM 

The total consumption of the state (CG) is exogenous in volume and is distributed by products 
according to a fixed proportion. It is an economic policy variable:  

(13)  GI = Φi. CG 

Investment is determined by the overall amount of the saving S. This representation corre-
sponds to the closure of the neoclassical type. It is supposed that the value of the investment of 
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the sector j is a fixed proportion Hj of saving. Finally, the investment by sector of origin is 
given from the following relation:  

(14) Ii = Hij. S/PKj  

where Pki represents the unit price of the capital. 

Overall investment is thus expressed as a function of the initial vector of prices since it de-
pends only of saving, which are connected with incomes which, in turn, depend on prices:  

(15)  I = I (P1,... PN) 

The request for intermediate goods is written simply:  

(16)  CIi = Σaij. Xj 

where aij represent the technical elements of the matrix of (input/output) coefficients which 
are fixed.  

2.4 Foreign trade  

It is necessary to soften certain rigid hypotheses of the neoclassical theory of international 
trade which have not been validated empirically, for example:  

> the hypothesis of the marginal nation which, coupled with the existence of functions as a 
constant scale of output production led, contrary to empirical observation, to the extreme 
specialisation of production; 

> the hypothesis of perfect substitutability between domestic and imported goods, which 
even excludes the possibility from trade with double direction and leads to the “law of one 
price” which is not observed in reality. 

Perfect complementarities between imported and domestic goods, which underlie input-output 
models, would introduce a too strong rigidity into behaviour. A rise in import prices would 
lead to an increased trade deficit, without giving any possibility to act by means of the ex-
change policy or commercial policy.  

Thus, as the majority of economic models analysing commercial trade, we retain a less strict 
hypothesis. For the same category of products, domestic production and imports are supposed 
to have different characteristics and prices. The neoclassical hypothesis of homogeneity of the 
products is thus abandoned to the benefit of imperfect substitutability between the products of 
different origins. This hypothesis, which was postulated by Armington (1969), introduces the 
concept of differentiation of goods by country of origin in the structure of demand.  

� Imports 

According to the proposition of Armington, for each category of products i, the demand for 
the composite good Qi, is defined as a constant elasticity of substitution (CES) function of the 
imported goods (Mi) and of the goods produced locally (Ddi).  

(17) Qi = Bi. [ δi .M i-ρi + (1 - δi) DD i-ρi ]-1/ρi 

where are Bi, δi and ρi are parameters. Mi and DDi play the role of ‘inputs’ entering the com-
position of the good Qi, in a similar way as capital and  labour inputs in a traditional produc-
tion function.  
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The goal consists in finding the ratio (Mi/DDi) which equalises the marginal rate of substitu-
tion (represented by the slope of the iso-cost curve of the composite product) and the price 
ratio of the internal goods to imported goods price. If PDi is the internal goods price and PMi 
the price of the goods imported in local currency, the first order condition which minimises 
the cost is written:  
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This formulation shows that the consumer can choose a certain combination of goods between 
Mi and DDi according to the relative prices of these products. This relation has the advantage 
of being very flexible, because it is possible to select the value of the parameters or of the 
elasticities:  

> for the perfectly non exchangeable goods, one will have δi = 0,  

> for the exchangeable goods, we can make the distinction according to their more or less 
high degree of marketing by adjusting the value of σmi:  

> if σmi = 0, the share of imports in the total demand will remain constant and independent 
of the relative prices of the internal and external goods,  

> if σmi takes high values, the possibility of substitution between the internal goods and the 
price variations then leads to a major variation of the quantities. At the limit, if σmi is infi-
nite, we have PDi = PMi.  

The following function means that PDi is no longer equal to PMi. PDi is fixed in an exoge-
nous way in the model, while the price of imports on the internal market is determined by the 
following relation:  

(19) PMi = PWM.E. (1 + tmi)  

E represents the exchange rate and tmi the rate of the customs duties applied to the corre-
sponding sector. This hypothesis is in conformity with the traditional theory, according to 
which the country can exert no influence on the world markets prices.  

Fixing the PMi price by means of the exchange rate and by means of the customs duties, we 
can influence the relative pricing system and also the composition of the demand between the 
external and internal goods, and therefore on the price of the internal goods. The composition 
(in terms local/imported) of the composite good Qi does not depend on the relative price (PDi/ 
PMi).  

� Exports  

At the level of exports, Liberia is considered as a small country, which leads to an exogenous 
fixing of the prices of exports by the world market. Then, two types of prices are distin-
guished:  

> the world price PWEi expressed in dollars and which is exogenous,  

> the domestic PEi export price, expressed in national currency, which depends on the world 
price in dollars, on the exchange rate and on the taxation rate (tei): 
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(20) 
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PEi is thus determined in a local way in the model according to the exchange rate and to the 
taxation rate. The division of the offer of the goods produced locally between the domestic 
and external markets is established via a constant transformation elasticity function:  
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The first order condition makes it possible to deduce the relative share of exports from the 
relation of the domestic demand:  
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We can see that it depends on the relationship between the domestic price of the exported 
goods and the price of the consumed goods on the internal market. An increase in the domes-
tic prices of exports will involve an increase in the supply of exports. The modification of the 
level of exports can come from a change in the exchange rate, in the taxation rates or in the 
world price. A fall in the export tax or a devaluation of the exchange rate will contribute to 
increasing the relative price exported in relation to the goods sold on the domestic market.  

2.5 The general equilibrium solution 

The relative prices and income which determine the total demand for each category of com-
posite goods. A part of this demand is satisfied by imports, the other part by the production of 
domestic goods. The equilibrium conditions on the goods and services market are written (in 
volume terms):  

(23) QOi = CMOi + CGOi + CIOi +IOi  

(24) DDi = DSi 

where CMOi and CGOi represent respectively the demand for final consumer goods by 
households and the state, CIOi the request for intermediate goods and IOi the demand for 
capital goods.  

Under the hypothesis that consumers of the imported and local goods minimise their costs, the 
prices of composite goods (Pi) are deduced as a performance index of the CES (Constant Elas-
ticity of Substitution) aggregated function:  

(25)  
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In a similar way the production price is derived from the CET (Constant Elasticity of Trans-
formation) function: 

 (26)  
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Lastly, the condition of balance of the current balance is written (in currencies): 
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 (27) ∑PWMI.Mi = ∑PWei.Xi – F$ = 0  

where F$ does represent the endogenous value of the net external transfers.  

On the whole, we come to a system of 18.n+7 equations and 18.n+7variables. However, under 
the terms of the law of Walras, the described system is not independent. One of the equations 
is redundant and it is necessary to constrain a variable to a fixed value. To preserve the homo-
geneity of the model in relation to the prices, the price of PINDEX in the following form is 
generally fixed:  

∑ - ∑iPi = PINDEX 

Pi denotes the prices of the composite goods which depend at the same time on PDi and on E 
(real exchange rate). PINDEX is an exogenous index of the level of the prices. Then, the 
model can be solved. It includes n + 1 equations but only n endogenous variables. According 
to the Walras law, it is enough then to suppress one equation, for example the balance of the 
current balance, to lead to a perfectly given system.  

The rule of price standardisation needs to have one price for the «numéraire» which is equal to 
general consumer prices. In this case, only the relative prices (e.g. expressed in relation to the 
«numéraire») are important. The produced or consumed quantities do not change, if they vary 
in the same proportion.  

The operational limits of this model are obvious: it cannot be used to analyse the causes of 
inflation, since the latter is exogenous and has no real effect as the currency is neutral.  

Fixing in an exogenous way the domestic prices and the wage rate starts the solution algo-
rithm of the model. The primary initial data of primary factors are given. The calculation of 
the labour marginal productivity, the derivative of the behaviour of maximisation of the pro-
ducers’ profit, makes it possible to determine the demand for labour which is then compared 
to the labour supply. The wage rate adjusts itself until balance is achieved on the labour mar-
ket. Balance wages and the volume of employment make it possible to evaluate the demand 
for goods and services, which shares itself between internal goods and imported goods (com-
posite goods) according to their relative prices. Service supply is determined from the demand 
for labour and from the market prices. It is distributed on the internal market and foreign 
countries (exports) according to the relative price. The respective levels of supply and of de-
mand are then compared and the model proceeds then by iteration, revising the initial prices 
until general equilibrium is reached.  

3. The calibration of the behavioural equations 

The matrix reproduces the construction of the CGE model is based on the principle of calibra-
tion, which consists in solving the model by reverse calculation, i.e. to determine the numeri-
cal values of the parameters, which are perfectly compatible with the initial structure of the 
economy, such as it. If the calibration procedure is correct, it has to make it possible to find 
the initial data when the model “runs” of itself.  

Let us consider for example a production function of Cobb-Douglas type, with constant re-
turns to scale: 

 ( )αα −⋅⋅= 1LKAX  
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Knowing the values of X, K, L, of the production price P and of the factor price (r and w) it 
then possible to determine α then A: the first order conditions of the maximisation of the 
profit make it possible to determine α and A by the following equations: 

  
Xp
Kr

⋅
⋅=α  

and 

  ( )αα −⋅
=

1LK
X

A  

This method allows us to find a value for α and A from a numerical basis limited only to one 
year, but it does not make it possible to validate the model on past data, in contrast to econo-
metric models. However, using econometric methods to calculate the coefficients of a CGE 
model for the developing countries presents numerous difficulties: on the one hand owing to 
the lack of statistical series over long period; also because the application of this method to 
models based on a large number of sectors and of households would require to consider a too 
large number of parameters. Thus, in spite of its limitation, the calibration method remains, to 
our knowledge, the only used for the estimate of the CGE models in the developing countries.  

 


