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No previous studies on this topic

Quantify the extent and nature of
the impact of EU policy
uncertainty on Tunisia
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1.Motivation

1 /4

The strong interconnection
between the EU and Tunisian
economies

Importance of examining the
impact of EU economic policy
uncertainty on Tunisia

Using new FEuropean policy
uncertainty index by Baker and al
(2023)



2.Factors Contributing to Economic Policy
Uncertainty

e Free trade agreements

e 'Trade restrictions

e New immigration policies

e BCE's stance on monetary policy

e Furo area sovereign debt crisis

e Sanctions imposed on Russia by the FU
e Brexit vote



3.EU-Tunisia Relations and Economic
Integration

Tunisian economy closely linked

EU-Tunisia Association )
. 01 to EU countries

Agreement signed in 1995
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Trade agreements between EU
and Tunisia since 1969

Free Trade Area with EU for

industrial products since 2008
Privileged Partnership approved

in 2012 aims for deeper economic
integration




3.EU-Tunisia Relations and Economic Integration

(i)

(ii)

Trade of goods channels: geographical distribution of Tunisia’s external
trade reveals the dominance of the European Union countries as
Tunisia’s largest trading partner, with a share of about 70% of total
exports and almost half of total imports.

Trade of services: tourist activity shows the preponderance of tourist
receipts from Europe, which accounted for more than half of total
receipts. The French market was the main provider of European tourists
in 2021.



3.EU-Tunisia Relations and Economic Integration

(1)

(ii)

Workers' remittances: Remittances flow from some 600,000-700,000
Tunisians working across the globe, principally in the EU (60% in
France, 15% in Italy, and 7% in Germany). Related labor income in 2021
amounted to 7.493 MD

Foreign direct investment: the geographical distribution of FDI in 2021
continues to show the predominance of FDI from EU countries, with a
share exceeding two-thirds of total inward FDI. France, Italy, and
Austria are the main providers of direct investment in Tunisia.



4.Research Objectives

Given the strong interconnection between the EU and Tunisian
economies, it is important to examine the spillover impact of European
economic policy uncertainty on the main macroeconomic aggregates of
the Tunisian economy.

the positive and negative FEU uncertainty shocks on Tunisian
macroeconomic aggregates are symmetric ?



4.Research Objectives

In the same wake, we investigate the degree of responsiveness of the
Tunisian economic variables to a positive EU EPU shock by different
shock size by using nonlinear SVAR methodology.

In fact, according to Kilian and Vigfusson (2011), the linear SVAR
approach can be misleading in that the effect of a given shock in
asymmetric models depends on the recent history of the series in
question and on the magnitude of the shock.



5.Related Empirical Litterature

a Benignoi et al (2012): This study focuses on the impact of economic R
shocks on G7 indicators, with a specific emphasis on time uncertainty. It
explores how shocks affect the volatility of monetary policy and key
nominal and real indicators in the G7 countries.
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Carriére-sawallow and Cespedes (2013): This research delves into the
effects of US uncertainty shocks on investment and consumption in both
developed and developing countries. Notably, it finds that developing
\_ _hations tend to be more affected by uncertainty in US economic policies. )




5.Related Empirical Litterature
4

Colombo (2013): Colombo's study explores the consequences of
increased economic policy uncertainty in the United States on major euro
area macroeconomic aggregates. It reveals that a 1% positive shock to US
economic policy uncertainty leads to statistically significant decreases in

\_ Furopean industrial production and price levels. J

4 IMF (2013): This analysis examines the impact of the Economic Policy
Uncertainty (EPU) index on investment and production in different world
regions. It concludes that rising EPU temporarily reduces potential
growth in other regions, with Sub-Saharan Africa and Commonwealth of
\_ Independent States countries being the most affected.
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6.Related Empirical Litterature

(.

Baker et al. (2016): This study suggests that shocks in US Economic Policy\
Uncertainty have a more significant effect on the euro area and Canada than
political uncertainty shocks in those regions. It highlights the international
spillover of US economic uncertainty. )

Alam and Istiak (2020): Alam and Istiak examine the impact of US economic policy
uncertainty on Mexican economic aggregates. They use a nonlinear autoregressive
vector structural model and find that higher US EPU leads to lower Mexican
production, lower price levels, and lower key interest rates. y

N\ [

Azad et al. (2022): This research investigates the impact of US monetary policy\
uncertainty on inflation rates in seven emerging economies. Using a multivariate
GARCH-in-Mean VAR methodology, it finds that an increase in US monetary policy
uncertainty has a negative impact on the macroeconomic and financial

fundamentals of these economies. V,
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7.Data

- For Tunisian economy, we use data for the index industrial production, the
effective real exchange rate index, the policy interest rate, the consumer
price index, current account balance, trade balance (net exports), the
amount of worker remittances and tourism receipt.

. Data on the Tunisian economy are extracted from the Central Bank of
Tunisia, National institutes of Statistics and The International Financial
Statistics database.
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7.Data : measure of Uncertainty

we use an index based on newspaper articles about the political
uncertainty proposed by Baker et al (2016). The authors rely on two
newspapers per country for the European indices: L.e Monde and e Figaro
for France, Handelsblatt and Frankfurter Allgemeine Zeitung for Germanyj,
Corriere Della Sera and La Stampa for Italy, E Mundo and FEl Pais for Spain,
the Times of London, and the United Kingdom Financial Times.
Baker and al (2016) counts the number of newspaper articles containing
the terms uncertainty or economic uncertainty, and one or more terms
relevant to the policy.
The data used are monthly from 2000:1 to 2023:03. The choice of study
period is dictated by the availability of data from the Tunisian Economy.
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8.Econometric methodology

We propose to estimate a nonlinear SVAR, proposed by Kilian and
Vigfusson (2011) to test the impact of positive and negative variations
of EU EPU on the Tunisian economy.

Either V one of the variables of the Tunisian economy and E designates FU

EPU. Therefore :

The SVAR model proposed by Kilian and Figfusson (2011) reads as
follows:
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8.Econometric methodology

For testing symmetry in the changes of EU EPU, the null hypothesis can be defined as follows

If the null hypothesis is rejected, then the impulse responses are asymmetric. However, the
rejection of this hypothesis provides no idea of the direction of deviation of symmetry and the
level of asymmetry. As the impulse responses in this model are nonlinear, the degree of
asymmetry and the presence of a deviation from symmetry are statistically significant.

Because of nonlinear VAR model, the impulse responses are obtained from generalized impulse
responses (Gallant, et al., 1993 and Koop, et al., 1996) which based on past histories.

Finally, the null hypothesis is given as follows

where ly (h, 6) and ly (h, -6) are responses of EU EPU at horizon h=0,1,2,. . .,H to a shock of
positive or negative EU FPU shocks. Wald test of this hypothesis has an asymptotic yH+1
distribution.
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8.Empirical result : linear SVAR

Horizon IPI CA CPI TB
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8.Empirical result : Empirical symmetry tests
the modified slope-based test

Slope Coefficients
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8.Empirical result : Empirical symmetry tests

the impulse response functions based test
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to positive EUEPU index
by shock size

Fig.2: The Response of Tunisian industrial production index to a Positive euro area economic policy uncertainty Shock by Shock Si
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to
positive EU EPU index by shock size
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to
positive EU EPU index by shock size
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to
positive EU EPU index by shock size
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to positive EU EPU index
by shock size
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8.Empirical result : Respo
EPU index by shock size
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8.Empirical result : Response of Tunisian’s macroeconomic
aggregates to positive EU EPU index by shock size
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8.Empirical result : Response of Tunisian’s macroeconomic aggregates to positive
EU EPU index by shock size
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Summary

1.We also find interesting evidence that fluctuations in Tunisian industrial
production and policy, current account balance, worker’s remittances and tourism
receipts are explained strongly by the EU uncertainty.

2.0ur results also show that the responses of all macroeconomics variables
are asymmetric to positive and negative shocks to EU policy uncertainties.

3. The results also showed that the response of the various macroeconomic
aggregates was statistically negative and asymmetric to the various positive shocks of
1%, 2%,4% and 10% to EU policy uncertainties, except for the consumer price index.
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Recommendations

The results of this research could be used as policy
recommendations for Tunisian policy makers. First, the sources of
Tunisian economic growth (Export, import, tourism receipt,
production, and worker’s remittance) appear to be affected by the
increase in EU EPU Consequently, Tunisian policymakers will have to
diversify the Tunisian economy and open to different markets to limit
dependence on EU policy uncertainties.
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questions.
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