





Policy Recommendations
Barcelona, 7 May 2010

1. Need for a tailored definition of MSME in the South
Mediterranean

There is no uniform definition of an MSME that can be applied
to the South Mediterranean countries. Moreover, the largest
percentage of MSMEs in these countries may not be consid-
ered in the SME definition in the EU, which is a key technical
challenge for some of the EU-based initiatives. One relevant
criterion for assessment is the turnover (alone or combined
with other indicators (such as the number of employees). The
definition must be simple, able to be implemented legally and
must cover the majority of the MSME population in the South
Mediterranean countries. It is therefore recommended to run
a comprehensive survey in the region in order to ensure that
arevised definition captures the largest population of MSME.
This survey should also be the tool to collect better statistical
data of the MSME in order to provide a sound basis for the
preparation of future strategies in the region.

2. Need for a coherent Mediterranean long-term strat-
egy for inclusive growth and sustainable development
It is crucial to define a comprehensive long-term growth and
sustainable development strategy in the region emphasising
the role of MSMEs as the chief driver for innovation and
growth. This strategy will also ensure coordination and con-
tinuity of the wide-ranging EU-funded initiatives as well as the
various donors programmes (KfW, AFD etc ...) in the region
targeting MSMEs to maximise benefits and avoid duplication.
This strategy may be implemented by the services of the Eu-
ropean Commission in close cooperation with the secretariat
and Member States of the UfM. If approved by policy-makers
in the UfM Member States, this strategy will define a clear
road-map with realistic targets, means and impact assess-
ment. The 2004 Euro-Med Charter for Enterprise would be
part of this strategy and progress can be monitored in close
cooperation with the MBDI under the UfM. Two key dimen-
sions will be introduced: think small first and allow for a sec-
ond chance.

3. Need for better and more organised involvement of
the private sector in future Euro-Med policy initiatives

The private sector is instrumental to ensure that policy initia-
tives are meeting the reality and needs of companies in the
region, which are the driving force of innovation and growth.

In the region and up till today, the fate of the private sector is
decided by policy-makers behind closed doors. The UfM's
new philosophy of co-development is to build the Union on
the basis of projects and private-public successful partner-
ships, therefore involving the private sector in the future of the
region and ensuring that concerted and coordinated public-
private partnerships are critical.

4. Given the realities of the MSMEs in the Mediter-
ranean region, a one-size-fits-all financing solution is not
always the way forward. Rather, a multi-dimensional
pragmatic solution that chiefly meets the MSMEs' dif-
ferent needs is highly welcomed. It is expected to pro-
duce a more targeted and positive outcome than when
MSME financing is part of wider financing programmes
and hence more likely to be diluted.
The Group supports the findings and actions to be taken pro-
posed by the MBDI Feasibility Study commissioned by the
EIB. These actions and their future implementation shall meet
the specific requirements of the countries in the region. In par-
ticular, the Group welcomes the proposals:

= To finance micro-entrepreneurs through the develop-

ment of microfinance institutions and new microfinance

products;

= To improve the equity base of SMEs through support

to investment funds/risk capital and to pilot funds for small

enterprises;

= To increase the access to finance for SMEs through a

support to guarantee institutions and the creation of a

counter-guarantee fund;

= To support specific segments, such as start-ups

through start-up funds, industrial/technological parks and

clusters and women-owned enterprises and increasing

the volume and outreach of financing instruments such

as leasing and factoring; and

= Support training and finance professionals.
In addition, the Group emphasises the need for more capac-
ity-building for micro-and small start-ups and technology/in-
novative ventures and entrepreneurs. Technical assistance
and support may also target local entities providing technical,
business and financial support services to micro and small
enterprises to enable them to build a credible business plan
and balance sheet and reliable credit information essential to



be granted a loan. These capacity-building programmes
should be complemented and coordinated with existing and
potential new programmes extended to governments and
public authorities under the Euro-Med bilateral partnership to
reinforce R&D and innovation in the region through the ex-
change of best practices, the organisation of pilot projects
and sharing of methods for evaluation of outcomes.

The Group urges prompt implementation of the proposed ac-
tions under the MBDI within a comprehensive outreach and
friendly-user strategy to ensure a wide local public awareness
in the Mediterranean countries. Obviously, national cam-
paigns, regular media coverage (newspapers, television and
others) and publicity in local languages are instrumental for
an effective outreach policy.

To be successful, the institutional setting of the MBDl is cru-
cial. The Group is sympathetic to the option of creating an
autonomous unit within the EIB with decentralised local op-
erations. At this stage, this option may be the optimal way in
terms of costs, functionalities and avoiding delays. To assess
its effectiveness, an impact assessment should be conducted
two years following the start of operations of MBDI.

5. There is large evidence supporting the role of credit
guarantee schemes (CGSs) in expanding the availabil-
ity of debt to SMEs. However, the effectiveness of
these schemes in the majority of Mediterranean coun-
tries where they operate falls short of expectations. The
Group supports the MBDI Feasibility Study proposal
to create a counter-guarantee fund to increase lever-
age; however, the Group recommends a prompt com-
prehensive assessment of the existing schemes in the
UfM Member States that will take into consideration
the following recommendations:

= CGSs should be seen as the driving force to motivate

banks to finance SMEs. Therefore the bank-CGS rela-

tionship must be built on risk-sharing rather than risk

transfer to ensure that banks and schemes jointly screen

and monitor borrowers effectively;

CGSs must be well designed in order to minimise

moral hazard;

= CGSs must be properly governed and monitored (sub-

ject to regular and independent audits and peer reviews)

to ensure that political interference remains limited;

* CGSs must have the technical capacity to understand
SME risk and be selective;

CGSs must have the appropriate resources (work
force and skills) to be credible and persuasive and thus
offer an adequate credit mitigation instrument to banks;
= CGS procedures should be simple, not excessively
time consuming and should serve the SME to understand
and improve its business plan;
= the CGS cost must be affordable to SMEs; and
= CGSs must be visible to the public; a budget should
be allocated for raising public awareness.

The assessment of existing schemes will permit us to identify
weaknesses and capacity-building needs and to propose ac-
tions to fill-in the gaps to take better advantage of the pro-
posed counter-guarantee fund under the MBDI or any other
mechanisms, such as re-insurance schemes and stop-loss
support by international donors. Coordination and good prac-
tices exchanges should also be encouraged through network-
ing. In the future the conditions for a cross-border CGS
solution can be sought if needed for example in case of SME
cross-border expansion in the region.

6. Banks and other credit providers are bound to their
conservative risk assessment strategy. In the Mediter-
ranean region, the lack of a widely accepted definition
of MSME, the lack of reliable accounting data on com-
panies, the lack of collaterals and the low level of equity
make MSMEs unlikely candidates for banking credit.
The situation is worsened by the strong political inter-
ference in some instances that ultimately leads to high
non-performing loans and therefore exhausts the lend-
ing capacity of banks. Several mechanisms could help
MSMEs to access bank lending including loan guaran-
tees, coaching, long-term advice, monitoring and tar-
geted regulatory actions. As was rightly mentioned in
the MBDI Feasibility Study, banks are liquid but allocate
much of their resources to finance government debt.
Therefore, the problem is not liquidity but the capacity
to take sufficient risk to finance the real economy. The
feasibility of the following mechanisms must be ex-
plored.
UfM Member States should act jointly to motivate
banks to extend credit to MSMEs though targeted regu-



latory actions and fiscal incentives;
= Domestic banks should be coached to implement
down-scaled strategies to grant loans to MSMEs. Risk
assessment is a key but also expert judgment on MSME
risk (per profile, sector, business cycle....) must be de-
veloped by dedicated teams;
= Banks should work in close cooperation with domestic
guarantee schemes or private credit insurance compa-
nies to ensure a maximum recuperation rate and improved
risk mitigation through joint risk assessment of projects;
and
= Banks (foreign and domestic) should reinforce coop-
eration to better channel remittances into productive in-
vestments projects into the recipient country.
7. Microfinance institutions operate and are successful
in a number of countries in the Mediterranean. Building
on successful experiences in countries where existing
and potential micro-entrepreneurs (men and women)
may struggle to get financing from mainstream financial
institutions is the way forward to further develop micro-
finance institutions to fulfil this potential need. Tradi-
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Senén Florensa, Director, IEMed, Spain

Marika Huber, Managing Director, Mediterranean Bank
Network, Malta

Jean Louis Leloir, Expert en Systémes de Garantie, OSEO,
France

Bertrand Marchais, European liaison office, MIGA-World
Bank Group, Washington DC

Cristina Piai, International Regulatory and Antitrust Affairs,
Intesasanpaolo, Italy

Francesc Prior Sanz, Researcher specialised in “Banking the
Unbanker”, IESE Business School, Spain

Joan Rosas, Director of the International Division, la Caixa,
Spain

Basel Hussein Roshdy, General Manager & Chief Investment
Officer, Nile Capital, Egypt

Hicham Zanati Serghini, Secretaire Général, Caisse
Centrale de Garantie, Maroc

Hana Uraidi, Director, Jordan Enterprise development
coorporation, Jordan

Anwar Zibaoui, Coordinator Presidency-General Secretariat,
ASCAME, Spain



Founded in Brussels in 1983, the Centre for European Pol-
icy Studies (CEPS) is one of the most experienced and
authoritative think tanks operating in the European Union
today. lts most distinguishing feature lies in its strong in-
house research capacity, complemented by an extensive

network of partner institutes and research associates.

Goals

To carry out state-of-the-art policy research leading to so-
lutions to the challenges facing Europe today,

To act as a leading forum for debate among all stakehold-
ers in the European policy process, and

To provide a regular flow of authoritative publications tack-
ling the EU-policy debate.

Assets

Multidisciplinary, multinational and multicultural research
team of some 50 knowledgeable and creative analysts, re-
inforced by a steady stream of senior visiting fellows and
talented students from the best universities in Europe and
beyond.

Complete independence to set its own research priorities
and freedom from outside influence.

Eight different research networks, comprising other highly
reputable research institutes from throughout Europe and
beyond, to complement and consolidate CEPS research
expertise and to extend its outreach.

An extensive membership base of some 235 Corporate
and Institutional Members, which provide expertise and
practical experience and act as a sounding board for the
utility and feasibility of CEPS policy proposals.

The European Institute of the Mediterranean (IEMed),
founded in 1989, is a consortium comprising the Cata-
lan Government, the Spanish Ministry of Foreign Af-
fairs and Cooperation and Barcelona City Council. It
incorporates civil society through its Board of Trustees
and its Advisory Council formed by Mediterranean uni-
versities, companies, organisations and personalities

of renowned prestige.

In accordance with the principles of the Euro-Mediter-
ranean Partnership’s Barcelona Process, and today
with the objectives of the Union for the Mediterranean
the aim of the IEMed is to foster actions and projects
which contribute to mutual understanding, Exchange
and cooperation between the different Mediterranean
countries, societies and cultures as well as to promote
the progressive construction of a space of peace and
stability, shared prosperity and dialogue between cul-

tures and civilisations in the Mediterranean.

Adopting a clear role as a think tank specialised in
Mediterranean relations based on a multidisciplinary
and networking approach, the IEMed encourages
analysis, understanding and cooperation through the
organisation of seminars, research projects, debates,
conferences and publications, in addition to a broad

cultural programme.
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