
in its study for the French Caisse des Dépôts
(CDC), McKinsey Company assessed public pro-
jects in the pipeline over the next 5 years as totalling
€200 billion in nine activity sectors in 11 SEMCs
(excluding Turkey and including Libya), i.e. €40 bil-
lion per year for 5 years. The EIB has also estimated
needs over the coming ten years in the sole South
of the Mediterranean € 100 billion in the energy
sector, € 110 billion for urban planning (water, sani-
tation, waste treatment and urban transport), € 20
billion for logistics (ports, airports and highways),
and €20 billion for supporting company develop-
ment to contribute to the 50 million jobs that
SEMCs need to create before 2020.

Funds from current stakeholders taken together,
i.e. South and East Mediterranean countries, local

banks, multilateral institutions for funding develop-
ment and private stakeholders, are insufficient to
cover these needs. Investment remains low in the
region and private investment even more so, parti-
cularly when it comes to investing in infrastructure
for the long term, which is perceived as too risky for
the profitability expected. Gross fixed capital forma-
tion (public and private investments) related to gross
domestic product is below 25% in the Middle East
and North Africa (MENA), compared to 40% for
East Asia and the Pacific. Savings available locally
are currently rarely mobilized by standard financial
systems, because the region is characterized by low
intermediation rates and limited development of its
financial markets. 

Faced with the scale of investment
needs in SEMCs, new opportunities
for Euro-Mediterranean cooperation
are emerging. This is a convenient
moment because: (1) Europe needs
to identify growth areas in its
immediate environment; (2) SEMCs
cannot individually find the resources
to deal with monetary risk, market
risks, risks of long-term FDI and risks
of exports. 

The proposal is to progressively put
in place, adopting the variable
geometry principle, an ambitious
financial architecture specific
to the region and centred around
a Mediterranean development bank. 
This architecture would be inspired
by the Bretton Woods institutions:
a bank, monetary fund, agency to
guarantee investment, standardized
regional framework for protecting
investments, mechanisms for settling
disputes, etc. 

This is the only appropriate format
to address the deficiencies identified
in the region by the “Mediterranean
Investment Initiative” (2IM –
www.2im.coop), jointly led by the
CDC (France), the CDG (Morocco)
and IPEMED. 

An architecture of this type is
necessary to:
1. Support and revitalize investment
during the initial stages of business
creation.
2. Develop capital markets in the
region and encourage their
connection.
3. Strengthen and extend export
guarantee measures.
4. Offer an overall and common
framework for securing investments.
5. Guarantee greater monetary
stability in the region.
6. Federate existing initiatives and
participate in revitalizing investment.
7. Create conditions for the long-term
transformation of migrant savings.

The adversity of the current situation

calls for progress to be made to
create the conditions needed to break
with a procrastinating market and
weak growth.
At the very least, and in the absence
of such decisions, three actions need
to be taken immediately by public
powers: 
• Set up a Guarantee Fund for
infrastructures. 
• Set up a Guarantee and Support
Fund for SMEs.
• Put together a working group
around the UFM’s General Secreta -
riat to continue the work done
by the 2IM initiative and its teams
and so rapidly formulate and adopt
concrete propositions. 

It is only by taking decisions of such
kind that the private sector will be
able to take over from public action,
extend securely to encompass
all countries in the Union for the
Mediterranean, and innovate, and
that the Private Public Partnership
will be in a position to give maximum
leverage to the resources available. 

CONTEXT AND CHALLENGES

UFM’S PROPOSITIONS FOR ACTION

P
R

O
J

E
C

T
SMEDITERRANEAN

Working towards better
integration in the Mediter-
ranean Financial Area 

FOR THE



Facts

1. the importance of investment capital and
capital markets. Like many other emerging coun-
tries, SEMCs still offer insufficient banking options
for investment credits; banks are often ill equipped
to provide long-term investment to economic stake-
holders. They focus on short-term investment and
their demands for guarantees are exorbitant for
SMEs. To complete the range of banking available,
more specialized funding channels are needed for
creating and developing businesses and giving them
direct access to capital markets. A capital investment
economy is now established in SEMCs, yet because
it is relatively recent, it remains incomplete, espe-
cially for the early development stages of businesses. 

When it comes to capital markets, several SEMC
stock markets are ignored, though dynamic, with
their action resulting in far-reaching connections.
Capital markets have high potential in the whole
region. In this domain, Europe is absent: no major
European stock market acts for SEMC markets; no
index has been defined for the Euro-Mediterranean.

2. semcs have mostly caught up in fdi. From
2000 to 2007, SEMCs for the most part made up for
their lagging behind in FDI and there is no reason to
think that the crisis will sustainably inverse trends
observed up to 2007. Some SEMCs have thus joined
the countries in the world that proportionately receive
the most FDI for their economic size (source: UNC-
TAD 2006 ranking).

The result is that in some SEMCs, investment
efforts are largely left to foreign investment (e.g. Jor-
dan). FDI is increasingly looking towards heavy
industry, either for exports or to satisfy fast-growing
domestic markets. Despite the crisis, several SEMCs
are now reaping the fruits of efforts they have been
making for several years. 

3. semcs do not have the systems needed for
providing more export guarantees. Most
SEMCs, like their Northern neighbours, provide
their national companies with aid for exports and set-
ting up abroad. Sometimes certain types of company
are targeted, frequently in technology. These guaran-
tees remain limited in number and the financing
purposes covered, since local banks still frequently
set conditions whereby access to hard currency credit
requires constituting local currency deposits that are
prohibitive for SMEs. In SEMCs, public guarantees
are generally almost exclusively focused on covering
the non-payment of exports and are a long way from
guaranteeing every stage of an entrepreneur’s inter-
national development. In comparison, western sys-
tems successively cover: market prospection (cove-
ring part of costs of prospection undertaken but not
amortized due to insufficient sales), pre-financing of

exports, exchange rate risks linked to export
contracts, fulfilment of contracts and their payment,
guarantee of supplier credit, guarantee of immaterial
goods (e.g. patents, brands, etc.), guarantee of mobi-
lizing credits started abroad, guarantee of documen-
tary credits, and political risk that is likely to hit
investments.

4. legal guarantees of investments judged to
be insufficient. All Mediterranean countries have
adopted laws or national codes on foreign investment
(source: Anima 2010). 582 bilateral treaties for pro-
tecting investment have been adopted, including 73
treaties concluded between countries in the region
(although only a third are in force) (source: OECD
2010). Some free trade agreements concluded by
countries in the region also include dispositions rela-
ting to investment protection. Most countries in the
region are also part of regional organizations, some
of which foresee specific investment guarantee
regimes (Organization of the Islamic Conference,
Arab League, Arab Maghreb Union) completed by an
international court of arbitration (Arab League)
and/or an investment guarantee agency (Arab
League, Organization of the Islamic Conference).
Twelve states have signed the Washington Conven-
tion that constitutes the ICSID.  

However, it emerges from a number of reports, in
particular by the OECD and UNCTAD, as well as
interviews with certain investors in the North of the
Mediterranean and the Gulf states, that expectations
regarding investment protection in the region are
high. The experience of the Argentinean crisis in par-
ticular and the administrative measures that followed
have convinced investors that it is important to set up
a legal framework for protecting and promoting
investment making it possible to quickly and effi-
ciently neutralize or compensate political or systems-
related risks. 

5. semcs’ monetary stability – a true chal-
lenge. The global financial crisis also hit SEMCs,
who saw their currency resources diminish (e.g. drop
in transfers, less FDI and a drop in exports). This cri-
sis could threaten their monetary and financial stabi-
lity. Some SEMCs receive imports from the EU paid
for in Euro while most of their exports to the rest of
the world are in Dollars. A scissors effect will emerge
with a currency war that risks endangering economic
take-off in these countries.

Regional economic integration is difficult to envi-
sage without a degree of financial stability between
the different currencies involved, even before a free
trade principle can be applied to all categories of
goods. The question of linking SEMCs’ currencies to
the Euro needs to be posed. 
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Propositions 

1. a necessary project’s coordination. A multi-
lateral body needs to be entrusted with guiding, coor-
dinating and supervising public actions and commit-
ments within projects chosen by the UFM. An
obvious choice for this body could be the UFM’s
Secretariat. Donors would make their expertise avai-
lable and could directly pilot the public side of Euro-
pean funding. Other public and private investors
could also be called on, including from outside the
region. An operational structure would need to be
created which would be the contracting party, res-
ponsible for labelling projects, legally and financially
engineering them and running them. It would act
on behalf of the Secretariat and could be attached to
it, and would liaise with donors and investors grou-
ped around projects. These investors, from different
public and private backgrounds, could be associated
to a Trust, which would itself designate the structure
as its trustee. The main advantage of this type of set-
up is that it could run the projects in a single way,
within a multilateral framework, while bringing
together different investors to finance them.

2. a development bank specific to the region.
Like the EBRD set up from 1989 in Eastern Europe,
a Mediterranean development bank could bring
undisputable added value to the region:
• Firstly, its creation would give out a strong signal
to investors. It would contribute to restoring confi-
dence within governments, banking systems and
industrial partners. Its simple existence would create
conditions of security for savings flows and invest-
ment. 
• It would make it possible to move from an invest-
ment fund logic to one of regionally integrated, sus-
tainable cross-cutting development, and would give
out the image of a region that sticks together and is
committed to constructing and defending its com-
mon future.
• It would help transform unproductive cash
balances into long-term funding and encourage
conditions of stability and monetary anchorage.
• Even with a modest role in project finance, inter-
vention from the Mediterranean bank would have a
catalyst effect, encouraging commercial banks and
other capital stock investors by giving reassurance
on the feasibility of projects. 
• Like the EBRD in Eastern Europe, the bank
would have to provide essential functions aimed at
upgrading the region’s economies and financing
SMEs and the private sector. 
• It would contribute to improving the quality of
projects by lending expertise and identifying and
assessing risks, which are largely lacking in the
region. 

• Lastly, only a regional development bank would
be capable of carrying cross-cutting, ambitious,
mobilizing projects such as: TGVs in the South, elec-
tricity interconnections and cross-border motorways.
Until now, only the Arab Fund for Economic and
Social Development has financed projects of this
kind, with limited resources.

3. a guarantee fund for financing infra-
structure. Initiated by Europe, and capable of asso-
ciating traditional political risk guarantee actors, this
kind of Fund is an ideal way of concentrating public
resources and leveraging the resources used. The
Fund is particularly suitable for projects with differed
income and relatively low yields, and would provide
guarantees for energy projects (e.g. production,
transport and distribution of electricity and gas),
renewable energy, transport projects, telecommuni-
cations, environment (water and sanitation, waste
treatment, removing pollution, etc.) as well as
human and social capital (e.g. hospitals, teaching
establishments and social housing). Alongside tradi-
tional political risks, it could cover liquidity risks
beyond a fixed maturity, and thus encourage long-
term project funding. 

  
4. a common euro-mediterranean fund for
guaranteeing exports. This kind of Fund – one
of whose functions could be to ensure greater coor-
dination between national export guarantee agencies
in the region – would provide structures in SEMCs
active in this domain with complementary resources
to: extend the range of their services; improve their
reinsurance conditions and, for long procedures,
receive advances to help them swiftly compensate
their business clients in whole or in part; and work
more with local banks, which in SEMCs tend to rarely
promote export guarantees.

5. an sme regional guarantee fund with a
priority focus on clusters. This Fund would
complete the Mediterranean Business Development
Initiative (MBDI) launched by Italy and Spain along
with the EIB. It would put European regions (Italy /
Spain / France to start with) in partnership with
regions South and East of the Mediterranean to set
up a concrete instrument to support business crea-
tion and development:
• based on a territory principle, with a priority focus
on clusters and competitiveness poles, the Fund
would be able to mobilize all actions in place in North
and South (research / universities / start-ups / capital
investment / major enterprises / SMEs, etc.);
• it would provide strong technical assistance to
accompany business applications and would be well
placed to encourage the multiplication of genuine
cluster funds, attracting both local capital and inter-
national investments (from Europe, the Gulf, etc.).
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6. revitalizing capital markets by encoura-
ging connections. The challenges of developing
capital markets are: to allow companies to access non-
banking resources; to find more numerous outlet
possibilities for investors; to mobilize local savings;
and to provide warrantees to countries receiving
direct foreign investments on the sustainability of the
funding and its contribution to the receiving econo-
mies. Reciprocally, foreign investors would be able to
develop in more secure conditions. The first achieve-
ments in SEMCs show the way. 

7. given their considerable investment needs,
and at a time when South and East Mediterranean
Countries public budgets are highly constrained by
the financial and economic crisis, it is inevitable that
governments in the region will turn to Public Private
Partnership (PPPs) both for infrastructure projects
and financing SMEs. These mechanisms, which are
not yet common in the region, could be promoted by
developing and adopting a standardized regional PPP
framework. This would have the advantage of (1) pro-
viding investors with greater legal clarity and more
transparent transactions; (2) ensuring a reasonable
allocation of risk between private operators and public
authorities; (3) mobilizing local private operators;
(4) strengthening states’ institutional capacity to
control and manage PPPs; and (5) developing inno-
vative long-term finance schemes, which are crucial
to infrastructures projects.

8. a regional investment framework in the
mediterranean possibly based on the follo-
wing principles:  
• Multilateral standards for dealing with investment
recognized by states in the region;
• Multilateral standards for investor behaviour
applicable in states in the region;
• Flexibility that would allow all states, via a decla-
ration system, to remain in a multilateral system and
at the same time highlight certain clearly identified
characteristics or provide reinforced protection to cer-
tain categories of investment;

• Establish a Mediterranean Investment Secretariat
(MIS) responsible for supervising implementation of
the multilateral agreement.

This type of multilateral framework would allow
investors to rely on protection guarantees clearly iden-
tified for each country and offering a standardized
regional framework. It would also allow states to high-
light specific characteristics while still valuing the
debate within a multilateral forum on the negative and
positive effects that these characteristics have on inves-
tor behaviour in their respective economies. Lastly, in
addition to this multilateralism of investment protec-
tion, an Investment Tribunal should no doubt be crea-
ted to seek greater efficiency and more coherence with
tribunal law, plus an investment guarantee agency. No
guarantee is serious without efficient sanctions of the
violation of the rule of law and without prompt com-
pensation for prejudice of the investor or the state
receiving the investment. As well as its main role, the
investment guarantee agency could also be at the cen-
tre of an exchange of experience and debate between
the region’s states on improvements to introduce
national legal frameworks for protecting and promo-
ting investment. In any case, the existence of a legal
framework for investments that is seen to protect
would result in less costly insurance cover for political
risks in existing systems.

This kind of framework could be implemented
pragmatically via country membership on a case-by-
case basis and/or based on projects promoted.

9. implementing the propositions. This work
needs to be taken further by the Union for the Medi-
terranean’s authorities to rapidly reach concrete pro-
positions. The lines identified need continued explo-
ration and to be made into concrete propositions to
submit to the governing bodies of the Union for the
Mediterranean.

A working group should be set up without delay
to adopt the 2IM’s team and approach, bringing
members of civil society who have already worked on
these subjects together with experts from UFM mem-
ber states. The Secretariat will organize a working
programme for them with the aim of rapidly drawing
up the expected propositions. 

IPEMED, Economic Foresight Institute for the Mediterranean region, is a general interest institute, created in 2006. As a think tank
promoting the Mediterranean region, its mission is to bring the two shores of the Mediterranean closer, through economic ties.
Privately funded, it is independent from political authorities.  ‹ www.ipemed.coop

Eric Diamantis: Member of the Paris Bar (France). Michel Gonnet: President of Eudoxia Conseil (France). Abderrahmane
Hadj Nacer: Former Governor of the Bank of Algeria (Algeria). Radhi Meddeb: President of IPEMED, Chief Executive Officer
of COMETE Engineering Group (Tunisia). 
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