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Introduction 

In Its communication to the Council on redirecting Mediterranean policy 
{SEC{89)1961 of 23 November 1989), the Commission examined the economic and 
social situation In the non-Community countries of the Mediterranean and 
proposed guide I lnes for an overal I Community strategy In the Mediterranean. 

Discussions In the Council and the conclusions of the Strasbourg Council 
have reaffirmed the Importance that the Community attaches to Its 
longstanding ties with non-member Mediterranean countries. These 
discussions have also shown that views converge on the Commission's 
analysis and on the need to change the Community's Mediterranean pol Icy. 

Against this background, the Commission reiterates the view that owing to 
geographical proximity and the closeness of alI types of relations, 
stabl I lty and prosperity In the Mediterranean non-member countries are key 
factors In the stability and prosperity of the Community Itself. If the 
courses followed by the Community and the MNC caused a worsening of the 
economic and social disparities between the two, the Community would be In 
a difficult position. What Is at Issue Is Its security In the broadest 
sense. 

Moreover. It Is the Commission's view that the Community has a duty to to 
encourage the continuing and at times accelerating progress seen In a 
number of the MNC towards pluralist democracy and a strengthened market 
economy. 

The Commission considers In general that that relations between the 
Community and the MNC must make a qualitative and quantitative leap which 
Is commensurate with the pol !tical, economic and social Issues at stake In 
the region, the region's expectations of the Community. and the Community's 
responslbl I ltles In that part of the world. 

Basing Itself on Its previous communication, the Commission puts forward In 
this document a general framework for Community operations In the 
Mediterranean (chapter 1), the components of a new Mediterranean policy 
(chapters 2, 3 and 4), a set of operational principles {chapter 5), and 
financial and administrative resources (chapter 6). 
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1. A general framework for Community operations In the Mediterranean 

1.1 The role of the Mediterranean non-member countries 

The Community's activities must tie In closely with the efforts made by the 
countries concerned to bring about economic development (by means of 
economic reforms, modernizing economic management methods, developing 
product I ve emp I oymen t and so on) and soc I a I deve I opment (by deve I opIng 
human resources, strengthening Institution~ or drawing up and Implementing 
demographic pol lcles). 

Furthermore, the political moves towards pluralism, democratic political 
procedures and the respect of human rights under way In a number of the MNC 
are assent I a I to theIr development and to the creat !on of a rapprochement 
with the Community. 

1.2 Support from the International Community 

The Commission has already voiced the view that there Is I lttle choice but 
to continue and Intensify the process of economic reform and to bring about 
a considerable Improvement In the volume and methods available to finance 
refrm and growth. 

The Member States should therefore continue to support the International 
financial Institutions' moves to draw up viable economic reform programmes 
with the .countries concerned. 

With regard to MNC debt, the Commission once again stresses the need for a 
combination of measures: 

(I) maintaining or resuming commercial loans to middle-Income countries 
which have been able to continue debt servicing without recourse to 
reschedu I 1 ng; 

(I I) continuing the current moves to reduce debt servicing for certain 
heavl ly-lndebted countries. Sweden recently announced de~lslons In 
this regard for Tunisia; 

( I I I ) a sustantlal Increase In loans from foreign governments, with 
reasonable terms; 

(IV) an Increase In private Investment, from both domestic and Community 
sources; 

(v) better mob! I lzatlon of national savings at home and abroad; 
channel I log these towards productive Investment. 
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Where a debt crisis exists, the Commission considers It essential, whenever 
Justified by an MNC's situation, to hold consultations In the appropriate 
Community framework to discuss the situation and the measures which could 
be taken at national level (maintaining or resuming commercial bank 
lending, reducing the debt servicing burden, reschedul lng arrangements), at 
Community level (possible support for reforms) and at multilateral level. 
Such consultations, which would be complementary to and precede the 
meetings of the Paris and London Clubs, could be requested either by the 
Commission or by a Member State. This would be a definite step forward In 
deal lng with debt crisis situations In the Community's neighbour countries. 

Lastly, the Community Itself could make a logistical contribution to the 
hand! lng of certain aspects of the debt situation of the MNC. 

As regards multi lateral financing for the MNC, the Commission considers 
that the Ideas put forward In connection with a -new financial Institution 
specifically for the Mediterranean should be studied. In addition, 
Yugoslavia should logically be el lglble for loans from the EBRD, a body of 
whIch other MNC such as Cyprus, Egypt, I srae I, Ma Ita, Morocco and Turkey 
are also members. 

1.3 The role of the European Community 

The main component of the Community's Mediterranean strategy Is therefore a 
clear expression of wl I I lngness to strengthen ties with Mediterranean 
non-member countries. 

Commyn I ty sypport for these nat lona I efforts must make use of a II the 
lns.truments available at Community and bilateral level such as trade 
arrangements, Community financing (budget and EIB) pub! lc and private 
bl lateral financing and the transfer of know-how. 

Apart from tariff preferences and financing for projects, which are still 
Important, recent economic trends have shown that the economic performance 
of most Mediterranean non-member countries depends to a large extent on 
their ability to manage their economies properly, to draw up effective 
reform programmes which are acceptable from a social standpoint and to cope 
with external crises. These are the decisive factors In their stability 
and growth. According to the Commission, these are the areas of 
cooperation In which the Community should play a major role. 

If the Community's support for these efforts Is to be effective, two 
conditions must be met: 

(I) It must be on a large enough scale to encourage and help the 
governments concerned to press on with the course of action chosen; 

(II) a wider range of Instruments must be offered to non-member 
Mediterranean countries (MNC) with the necessary flexlbl I lty among sectors 
and countries. 
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Besides commercial and financial cooperation, which are the subject of 
detal led proposals (see Chap. 2.4) the Commission proposes that the 
Community should Increase the opoortunltles for dialogue with Its partners 
from the Mediterranean Basin: on economic matters (general, monetary, 
financial, agricultural and Industrial and aspects relating to transport), 
on social Issues ( !mmlgrat ton, demographics) and cultural matters and on 
pol !tical Issues of common Interest. 

These discussions should be both pol I tical and technical and, depending on 
the case, could be held with Individual Mediterranean countries, with 
groups of countries or even at I the MNC. The ,Commission could also 
continue with the efforts begun at the end of 1989 to change the style and 
content of Cooperation Councl Is to make them a rea! forum for pol !tical and 
economic debate. 

The Commission stresses the Importance attached by a number of MNC to such 
discussion when It comes to the sensitive Issues of Immigration and 
demographics, and political matters, particularly security and economic 
cooperation. 

In more general terms, the Community 
Information with the MNC; this would In 
cooperation with these countries. 

should 
Itself 

promote exchanges 
be a new departure 

of 
In 

It Is not, however, only the Community and Its Member States which provide 
external aid for the development of the MNC. 

It Is for this reason that, as part of Its new Mediterranean policy, the 
Community should Introduce more In-depth consultation to match Its own 
efforts and those of the Member States wl th the act I y It! es of the EFTA 
countries. other Western countries and In some fields. Central and Eastern 
European countries. 

In addition to these genera! considerations, the Commission Is proposing In 
this document a number of deta! Jed options relating to Community 
Instruments used for alI the MNC (Chapters 2 and 3) and those used 
speclflcal ly for the countries of the south of the Mediterranean which have 
financial protocols expiring In 1991 (Chapter 4). 

Turkey and Yugoslavia are special cases·, and the Commission Is presenting 
separate communications regarding them. Proposals will be made on the 
subject of special cooperation with Cyprus and Malta when the timetable of 
financial protocols for the two countries so requires. 
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Pari lament and the Economic and Social Committee have expressed on a number 
of occasions their feeling that the time Is right to conclude an overall 
agreement between the Community and the MNC.' The Commission considers that 
this Idea cannot be put Into practice at the moment, but that It deserves 
further consideration In the light of future political and economic events 
In the Community and Its partners In the Mediterranean. Certain measures 
proposed by the Commission are already developed with the area as a whole 
In mind (Chapter 3). · 

2. Trade cooperation 

The Commission notes that trade Is an essential factor In the economic 
development of the MNC: 

(I) trade with the Community, which accounts for 47% of their total 
exports; 

(I I) trade within the region, which Is stl I I on a very smal I scale because 
It Is severely hampered by tariff and non-tariff barriers and poor 
communications; 

(I I I) trade with other European countries, particularly with the EFTA 
countries. 

The Commission has examined closely possible strategic measures that could 
be taken both by the Community Itself and the MNC and EFTA. It has above 
all considered the possibility of further Improving MNC access to the 
Community market, both for manufactured goods and agricultural products. 

As regards manufactured goods, which account for 53% of total Imports from 
the MNC, the Commission considers that the time has come to Include 
text I tes In the free access arrangements provided for under the cooperation 
or association agreements concluded with the MNC In the 1970's and 1980's. 
This can happen only gradually, and will depend on a positive outcome In 
the Uruguay Round textile negotiations. The pace at which It takes place 
should however be tal lored to the Individual contractual and economic 
situations being dealt with, and should take account of the degree of 
I lberal lzatlon the MNC themselves wl I I undertake. 

In order to encourage Intra-Mediterranean trade and a greater division of 
Inter-Industrial labour among the MNC themselves, the Commission could 
agree to rules granting cumulative origin to groups of MNC which reQuested 
it. The three Maghreb countries have enjoyed this kind of regionally 
cumulat lve or lgln since 1978, but since no measures have been taken to 
I lberal lze trade amongst them, this facl 1 lty has had no positive effect. 
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Agricultural oroducts accounted for 11.6% of total Community Imports from 
the MNC In 1988. Some of these Imports already enjoy preferential rates of 
duty. Under these preferential arrangements, there wl I I be duty-free 
admLsslon by 1 January 1996 at the latest for the products figuring In the 
1.987 and 1988 add I t I on a I protoco Is. The Convn Iss I on does not consIder I t 
advisable to make any new proposals In the Immediate future. In any case, 
the tariff dismantlement measures adopted In 1986 and carried out at the 
same time as those for Spain and Portugal are not yet fully completed. 
(This should happen at the latest by 1 January 1996). 

The Commission considers that a close watch should be kept on any changes 
taking place In this sensitive sector both In the Community and MNC. 
Before the end of 1994 the Commission will present to the Council a 
deta lied assessment of the changes that have occurred. The assessment 
report may also Include proposals aimed at maintaining or even producing a 
balanced Increase In trade flows between the Community and the MNC, 
depending on the market situation. 

The Commission hopes that It will be possible by 1995 gradually to· relax 
quantitative supporting arrangements (quotas or tariff eel I lngs). It 
considers none the less that, where justified, sl lght changes could already 
be made (small Increase In quotas or ceilings, extenJed time schedules, 
Inclusion of new products) which would satisfy the requests of some 
Mediterranean partners. 

Lastly, the Commission points out that If the schedule for tariff 
dismantlement between the Community of Ten and Spain and Portugal were 
speeded up, the MNC would automat leal ly benefit. 

All these measures will take some time to have an Impact on MNC exports. 
Two measures outside the Community framework would be of greater advantage 
to them: 

(I) greater llberallzat lon of Intra-Mediterranean trade, 
sub-regional basis or throughout the whole area: Trade 
accounts for only 5% of their total trade figures. This Is 
neighbouring countries, even taking account of the fairly 
living In the area. The Community should therefore back 
this direction; 

either on a 
among the t.4NC 

very little for 
low standard of 
all efforts In 

(II) the other would be access to the markets of EFTA and other European 
countries similar to that granted by the Community. 
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3. Financial cooperation concerning a! I the MNC 

The Commission considers that It Is In the Interest of the countries 
concerned and that of the Community to put In place a number of measures 
directed at all the MNC. 

Better economic choheslon between the Community and Its Mediterranean 
partners Is a matter of advantage. to both sides. It will require measures 
In a number of fields. Because of their regional or sub-regional scope or 
because of theIr nature and a desIre to ta !lor them to the needs whIch 
exIst, such measures wou I d be d Iff I cuI t to adopt as part of a fIve-year 
country programme. 

They would relate to: support for regional cooperation among the 
Mediterranean partners (Chapter 3.1), developing the business sector and 
promoting private Investment from the Community (Chapter 3.2), the 
envl ·onment (Chapter 3.3), the development of human resources (Chapter 3.4) 
and EIB financing for regional projects or projects of Interest to both the 
Community and the MNC (Chapter 3.5). Suitable budgetary support for these 
measures already exists. Chapter 6 sets out the funding requested. 

In addition, cooperation In science and technology and cooperation 
reg~rdlng energy (Annexes 3 and 4) should continue actively. 

3.1 Support for cooperation among the Mediterranean partners 

Since 1987 the Community has given specific aid to projects of a regional 
or sub-regional nature In the Mediterranean - studies, seminars, training 
operations and so on. 

The Commission now considers that greater encouragement should be given to 
regional cooperation In the Mediterranean. It therefore proposes to extend 
the scope of Item 9670 and to allocate very much larger sums to lt. 

The emergence In 1989 of two regional cooperation bodies- the AMU and the 
ACC- was welcomed by the. Community, which offered Its cooperation. 
Preliminary discussions with the countries concerned and the potential 
development of trans-Mediterranean areas of Interest, show the great need 
for cooperation. 

Three main I lnes for regional cooperation emerge: 

{I) the definition, preparation and back-up of viable projects of regional 
Interest (transport, telecommunications and the audiovisual sector, energy 
and so on) which would then be financed from other sources such as the EIB, 
the World Bank and others; 

(II) technical assistance for regional operations or projects: regional 
Institutions themselves, training centres and so on. 

(I I!) Interest rate rebates on EIB loans outside the scope of the protocols 
relating to the environment (see 3.3 and 3.5). 
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3.2 Developing the business sector 

One of the major challenges facing the ~NC Is the creation of large numbers 
of productive jobs. Operations In this field depend on several factors: a 
favourable economic policy climate, an effective mob! llzatlqn of domestic 
savings and Incentives for their productive Investment and Incentives for 
foreIgn Investment, part I cuI ar I y European, as we I I as the deve I opment of 
smal I and medium-sized enterprises. 

It Is therefore a strategy which requires a wide variety of Instruments, to 
which the Community already contributes by means of the financial protocols 
(financing businesses or local financial Institutions by means of equity 
capital) and encouraging European Investment In the form-of Joint ventures 
(Item 9671 of the Budget). 

It goes without saying that the ~NC should bear the main responslbl I lty for 
attracting European Investment. The first thing that attracts a foreign 
Investor Is the climate of confidence Inspired by a country (political 
stability, democracy, opening-up of the economy, clarity of Investment 
codes and so on). 

In order to support these developments, and because the Commlsslon 
considers It vital for European businessmen to become more closely Involved 
In the ~NC, It proposes substantIa I I y IncreasIng the funds a I I oca ted to 
Item 9671 (Operations to promote Investment and the supply of new capital 
In non-Community ~edlterranean countries). To this end, appropriations 
under Item 9671 must also be used for upstream Investment operations 
(Consultancy and expert services, seeking and contacting partners and so 
on). They could also be used to encourage Immigrants to set up businesses 
In their countries of origin. 

Furthermore, as Indicated under Item 3.1, the Commission thinks that It Is 
necessary to Increase considerably the amount of equity capital Included In 
bl lateral financial Protocols and entrusted to the EIB for financing. local 
partners. 

3.3 The environment 

The protection of the environment In the ~edlterranean Basin should without 
doubt be one of the priority areas of action In the years to come, both for 
the Community and the ~NC. Provision for this already exists In the 
cooperation agreements with the countries of the ~edlterranean. 

The future of sea fishing and tourism, two vital sources of employment In 
the ~edlterranean area, depend on the survival of this closed sea. 
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It Is therefore hardly surprising that a number of multi lateral and 
Community measures have already been taken: Action programme for the 
Mediterranean, Blue Plan, MEDSPA, METAP. However, the appropriations 
available for these measures will remain far from sufficient to meet the 
enormous need for financing (ECU 30 bl II lon, according to an EIB and World 
Bank study) with which the countries around the Mediterranean wl I I be faced 
In the near future. 

Cooperation wlt.1 the WNC will therefore have to be stepped up. It should 
be based essentially on the charter for European-Mediterranean 
environmental cooperation In the Mediterranean Basin, adopted· at the 
Ministerial Conference held In Nicosia (Cyprus) from 26 to 28 Apr I I 1990. 

The measures concerned relate principally to the Integrated management of 
coastal areas, particularly natural coastlines, and to rapidly expanding 
urban areas, nature conservatIon, an Integrated approach to water 
managment, the hand! lng of plant cover, waste management, continuous 
surveillance of ecosystems, greater monitoring of maritime traffic, the 
hand! lng of energy and more Intensive exchanges of experience. 

Cooperation of this kind should take the following directions: 

MEDSPA and other simi tar non-Community Instruments such asd METAP; 
funding o·f technical assistance studies and operatIons, Including the 
setting-up of legislative, administrative and monitoring structures; 

at least 100 ml I I Jon ecus out of the funds allocated for measures for 
all the MNC (Item 9670) will be used for 

measures with a "knock-on" effect, such as pi lot or demonstration 
protects or training schemes; 
Interest rate subsidies (2%) on EIB loans to fund projects relating 
to the environment. 

loans from EIB own resources (non-protocol) to finance Infrastructures 
such as equipment for Industry, sewage stations or desludglng plants and 
waste-disposal systems. The EIB would be asked to devote at least 10% of 
the total of Its non-protocol loans (see 3.5) to environmental measures. 

3.4 The development of human resoyrces 

Most non-member Mediterranean countries face the dual problem of 
Implementing profound economic reforms against the background of a changing 
International cl lmate and enormous population growth. 
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The success of economic reforms depends on a ser les of back-up measures 
concerning the development of human resoyrces: sharing experience with 
people from countries which have already successfully undertaken a reform 
process, transfer of economic know-how, training In modern management of 
the economy, strengthening these Institutions and the service sector 
(central bank, financial bodies, public .services, local administrations, 
trade organizations and so on) and, Improving training capacities. 

This Involves a wide-ranging process of changing the Institutional fabric 
of the countries concerned which foreign technical assistance or temporary 
expert services cannot replace. It Is therefore up to the Community to 
help with this transfer of know-how from Itself to the MNC, among the MNC, 
and from other developing countries to the MNC. 

It Is also necessary to link more closely the development potential to be 
found In Immigrant communities In the Community (because of their skills, 
their capacity for saving) with the economic needs of their countries of 
origin. 

The Commission considers that a special programme to develoo hyman 
resources should be set up for this purpose, using the sort of top-level 
expertise In the field to be found In other Institutions. 

Cultural development In the MNC can also be Included In Community 
cooperation schemes, supplementing what Is done at national level by the 
countries concerned and by the Member States. This cooperation should lay 
special emphasis on cultural exchanges with a view to better mutual 
understanding. In this connection special attention wl I I be given to 
measures Involving Immigration, as a bridge between the Community and Its 
partners. 

Because of the development of an aydlovlsyal policy In the Community and 
Its ramifications In the EFTA countries and Eastern Europe, the Commission 
considers that It would also be possible, and advisable, to cooperate with 
the MNC In this field, In line with Its own audiovisual poll.cy. 
Cooperat !on could, for example, take the form of technical support for 
national networks or Improving video picture archives In the Community and 
helping with their translation, particularly education, Information and 
training programmes. 

This whole field of cooperation will be financed by appropriations from 
budget Item 9670. 

In the last few years the Mediterranean countries concerned have also woken 
up to the demographic problem facing them and some have already begun 
demographic programmes, In some cases with Community ald. 
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Whl le recognizing that the profound social and moral Implications of these 
pol lcles mean that decisions must be left up to the governments concerned, 
the Community should be able to respond more efficiently than In the past 
to requests for cooperation In this field. This Is why the Commission 
wants demographic pol lcles to be one of the major areas of cooperation with 
the _t.4NC as regards social and Institutional development. It therefore 
wants sufficient appropriations to be allocated to Article 948 of the 
budget, which will be used essentially for operations In the t.4NC. The 
Commission will make the necessary proposals In the framework of. budget 
procedure. 

3.5 Operations managed by the EIB 

The Commission considers that the EIB should be asked to contribute to 
operations In the t.4NC from Its own resources but outside the framework of 
Individual protocols for each country. 

These should be proJects of Interest to the Community and within this 
context regional proJects Involving several countries In the area should be 
given special emphasis. 

The Commission Is of the opinion that there would be four prlonty areas 
for this type of operation: 

(I} environment: sewage treatment or desludglng plants, anti-pol lutlon 
equipment for Industry and waste-disposal systems; 

(II} energy: Interconnection of networks, power plants, lntra-t.4NC or 
t.4NC-Communlty gas plpei lnes, energy saving devices; 

(I I I) transport: port Instal lations, lntra-t.4NC and t.4NC-Communlty transport 
links; 

(lv) telecommunications and the audiovisual 
MNC-Communlty I Inks, equipment for receiver 
productions. 

sector: 
stations 

lntra-MNC and 
and audiovisual 

A eel I lng for contributions from EIB own resources outside the scope of the 
protocols wl 11 be set (this wl 11 specify the amount Involved and the period 
over which the contributions wl I I take place). 

4. Renewing the Financial protocols with the countries of the Southern and 
Eastern Mediterranean 

4.1 General 

The CommIssIon consIders that current arrangements governIng cooper at I on 
between the CommunIty and the non-member countr les of the Southern and 
Eastern Mediterranean through agreements of Indefinite duration should 
remain a vital part of this cooperation. 
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It Is thanks to the flexibility of the arrangements' operation (and the 
fact that financial cooperation arrangements are multlannual) that the 
Community Is able to provide these countries with a type of cooperation 
geared to their specific situations and which, because of programming, 
provide a maJor source of stability. · 

This notwithstanding, the Commission considers that the Community should 
provide a large-scale response to the SEU countries' requests for support 
for the economic reforms they are carrying out. 

The need for funding to which the structural adjustment process has given 
rise Is considerable and cannot be met by the resources available In the 
countries themselves or the funds supplied by the International financial 
Institutions. However, the economic and political stability of .these 
countries depends on the process of adjustment succeeding rapidly. 

The Commission Is consequently proposing that the fourth generat Jon of 
financial protocols with the SEU countries should comprise two separate 
portions: 

A programmable portion written Into the bilateral financial protocol 
signed with each country. This would continue present pol Icy. 

A non-programmable portion under an "alI countries" heading, which would 
be reserved for support for economic reform. Each bilateral protocol 
would mention the objectives and conditions of use of the non­
programmable portion. 

Funds for these would come from a single source (Article 965) and have the 
same legal basis (the financial protocols). Annex 1 contains proposed 
negotiating directives for the fourth financial protocols. 

4.2 Programmable bl lateral financial Protocols 

The Commission points out that the third generation of financial protocols 
expires on 31 October 1991 for the Southern and Eastern Mediterranean 
countrles.1 

The Commission proposes that the overal 1 package for the financial 
protocols be substantially Increased. Certain corrections could be made to 
the financial breakdown of the overall package to take account of the 
unequal pace of development In the various countries. 

AI 1 EIB financing (whether within the financial protocols or not) should be 
able to carry the same 75% overall guarantee from the Community budget. 

1 These countries are: Algeria, Egypt, Israel, Jordan, lebanon, Morocco, 
Syria and Tunisia. 
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Given the degree of Indebtedness of these countries, the Commission urges 
that the rat lo between budget funding (grants) and bank resources (EIB) 
should be maintained (38% to 62%). 

It wl I I be possible to receive an Interest-rate subsidy for EIB loans. As 
In the case of the current protocols, It wl I I be up to the country 
concerned to make the choice. 

As regards the choice of sectoral approach, the Commission advocates 
concentrating finance on the following priorities: 

(I) strategy to reduce food dependence: because of the Increasingly 
precarious situation In the region, the Commission considers It essential 
that the bulk of flnan~lal resources should be allocated to projects 
designed to achieve greater food self-sufficiency. Even more than In the 
past, the Commission will see to It that counterpart funds from food aid 
are used In close conjunction with projects financed under Financial 
Protocols; 

(II) the development of the productive sector, above all the Industrial 
sector. The Commission proposes allocating a considerable share of budget 
resources to the creation of SME, using equity capital. It also feels that 
It Is necessary to make a substantIa I I ncr ease In fInancIng for techn I ca I 
and vocational training projects (management, technical staff, supervisors) 
both for the Industrial sector and public and private services (b.anklng, 
Insurance, transport, tourism, administration). It Is In these areas that 
there are Increasing bottlenecks. 

(Ill) environmental protectlo:1: In addition to using long-term bank loans 
to Improve the Infrastructure for the environment, greater use of Financial 
Protocol funds could be made for certain programmes. 

(IV) the priorities I lsted above should not override the need for funding 
for the economic Infrastructure of the MNC, since there Is a risk. that 
bottlenecks wl I I occur If this Is neglected. 

Lastly, given the smal I amount of financing aval table, the Commission 
Intends to place much greater emphasis than In the past on consultl~g the 
~ember States, the IBRD and the Arab funds, one of the alms being to set up 
suitable co-financing. 

4.3 Support for economic reform In the SEM countries (see Annex 2) 

~ost of the Southern and Eastern Mediterranean non-member countries already 
apply or are starting economic reform programmes'whlch ental I an extremely 
stringent economic and financial discipline and unpalatable sacrifices at 
social and political level. It Is, however, clear that the resumption of 
growth In the MNC concerned will depend very. largely on the scale and 
success of the reforms undertaken and also the stringency with which the 
economy Is managed. 
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It Is for this reason that the Commission considers that It Is pol ltlcal ly 
and economically necessary for the Community to contribute to the success 
of these programmes. 

In concrete terms, Its proposal to the Council Is to allocate a total sum. 
of ECU 600 ml I I ion under the next financial Protocols (1991-96) to support 
those countries which have embarked on economic reform programmes. 

This aid, In addition to the sums provided under the financial Protocols 
would be used essentially for two purposes: 

(I) to provide any technical assistance that the Mediterranean countries 
might need to Implement their economic reforms, In areas Including savings 
and credit; 

(I I) to finance back-up programmes vital to the success of reforms, 
particularly job creation programmes and Import programmes for capital 
goods or essential Items, spare parts and Inputs. 

It would be granted only to those countries which agree to take· certain 
specific economic and financial policy measures. The aid would therefore 
not be allocated to Implement a given development project. It would 
pr I mar I I y be used to encourage fundament a I changes - eIther sector a I or 
macro-economic. It would be up to the Mediterranean countries which wanted 
to take advantage of this financing facl 1 lty to submit a reasoned. 
app I I cat I on . 

Such support will obviously come outside the contractual framework of 
current bl lateral financial Protocols, and wl I I take the form of an 
Incentive to reform, that Is to say that It will be granted only on the 
basis of specific requests for assistance backed up by practical reform 
schemes. Admlnlstrat lve procedures will be based on those used In the 
fourth Lome Convention and consultations will be held wherever necessary 
with the World Bank and the IMF. 

The Commission proposes that support for economic reforms should be 
financed from budget Item 9651 (rourth financial Protocols for the Southern 
and Eastern Mediterranean countries) but that the financing should not be 
subject to programming for each country. 

5. Operational principles 

Community development aid for non-member Mediterranean countries has so far 
been relatively I lmlted, accounting for only 3% of total net official aid 
to the MNC between 1979 and 1987. 

This Is why, In the future, Community operations, whether commercial, 
financial or otherwise, should have a maximum knock-on effect and be as 
efficient as possible. This Idea can be translated Into simple operational 
principles: 
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(l) choice of targets for Community action, ensuring 
Impact- financial support for policy reforms, modernization 
methods, commercial efficiency, mobl llzatlon of national 
private Investment and so on. 

the greatest 
of management 

savings and 

(I I) the Idea of flexible community aid- apart from the current system of 
programmable financial Protocols for Individual countries, the Community 
should be able to Intervene promptly and flexibly, and at the same time on 
a large scale, to respond effectlveiy to sudden upheavals which could 
threaten the Mediterranean countries, such as a balance of payments crisis, 
disrupted supp! les and so on. The recent economic history of the 
Mediterranean countries provides several exa~ples of this type of situation 
and under the current cooperation arrangements the Community has been 
unable to respond efficiently to such crises; 

(Ill) the Idea of subsldlarltv- this will mean whenever possible using 
expertise and know-how to be found In public and private bodies In the 
Member States and In multi lateral organizations; 

< !v) Improving the gual!ty of Community aid, above all by simplifying 
current procedures, continuing with systematic evaluations and taking 
account of the environmental dimension of each operation. 

The Commission stresses In this connection that pursuant to Article 2 of 
the recently revised Financial Regulation, there should be greater emphasis 
.In the case of a! I expenditure on adopting clear and quantified objectives 
In the Interest of being able to verify at the stge of Implementation that 
appropriations have been used as efficiently as possible. -This approach 
should make It Increasingly possible to give future development assistance 
measures the optimum effect. 

6. Financial and administrative resources 

In the I lght of the analysis put forward In Its communication of 
23 November 1989 and the proposals made In this subsequent communication, 
the Commission considers that It Is necessary to alter the scale of 
f I nanc I a I cooper at !on between the Commun 1 ty and non-member MedIterranean 
countries. 

The grounds for this quantitative leap are the scale and nature of the 
problems facing the MNC and the volume of the financial requirements that 
the MNC will have to cope with In the 1990s. The estimates for Community 
financial aid that the Commission proposes overleaf for the period 1992-96 
take account of the gravity of the financial situation of most of the 
MNC.1 

1 The period 1992-96 baslcal !y coincides with the duration of the next 
generation of financial Protocols (1 July 1991 to 30 June 1996 for 
Yugoslavia, 1 November 1991 to 31 October 1996 for eight Southern and 
Eastern Mediterranean countries). 
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The Commission's forecast overall allocation to Chapter 96 of the budget 
for the five-year period 1992-1996 Is as follows: 

ECU 1 955 million as compulsory expenditure (financial protocols, at 
current prices); 

an Indicative figure of ECU 480 mill ion as non-compulsory expenditure. 

The Commission's view of the Issue of the financial protocols ~lth the SEM 
countries Is that the Community Is bound by obi lgatlons under International 
law which stem from the agreements concluded with these countries and from 
the financial protocols, which should be renewed for five years from 
1 November 1991. 

For this reason, the Commission considers that despite the lack of a 
budgetary pol Icy framework for 1993 and beyond, the Community should 
propose to Its partners a fourth generation of financial protocols, with 
five-year financing. 

-The Commission's proposal Is that the protocols, coming under Article 965 
of the budget (compulsory expenditure), be allocated ECU 1.425 ml I I ion over 
five years from 1 November 1991. 

The Commission proposes to finance the measures relating to all the MNC 
from Items 9670 and 9671 of the budget (non-compulsory expenditure) and to 
allocate ECU 320 ml Ilion and ECU 100 million to these respective headings 
for the five-year period. 

These allocations are the result of the Commission's proposals for 1991 and 
1992 within the context of the revised financial outlook, and of current 
Community GNP growth forecasts (3.4% per year for 1993 to 1995). This 
method of calculation rs In r lne with the budgetary dlsclpl lne being 
maintained. 

The resulting overal 1 amounts are rough fLgures only and wr I I be subject to 
annual budget allocations adopted according to usual procedures. Clearly, 
they will depend on the revisions made to the financial outlook and the 
budgetary framework decided on for 1992 and beyond. (See annex 5) 

The growth forecast for 1993 to 1995 Is without prejudice to any attempt 
the Community may wish to make to Increase cooperation beyond the rate 
suggested by GNP growth for the period, or to the Commission's right tore­
examine the proposals If necessary. 

With regard to rules and regulations, the Commission wl I I make appropriate 
proposals In the I lght of discussion In the Councl I. 

With regard to staffing, It Is the Commission's view that It should have 
available resources commensurate with the progress of Community policy 
towards the MNC. It wl I I to this end assess needs and make the appropriate 
proposals according to usual procedure. 
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7. Conclusions 

In the Commission's view these are the main themes that .should guide the 
Community's Mediterranean pol Icy between 1992 and 1996. 

The Commission cal Is on the Councl I to take the following decisions 
promptly: 

adopt the guidelines for a new Mediterranean policy set out In this 
communication; 

approve a five-year (1992-1996) allocation of ECU 1 955 million as 
compulsory expenditure to provide support for this pol Icy (current 
prices). 

authorize the Commission to begin negotiations with the SEM countries 
(Maghreb, Mashreq, Israel) with a view to concluding new financial 
protocols. The negotiations will be conducted In accordance with the 
negotiating directives attached (Annex I); 

approve an Indicative five-year (1992-1996) allocation of 
ECU 480 ml I I lon as non-compulsory expenditure (1991 prices.) 

The detal led proposals wl 11 be presented In the framework of budget 
procedure. They wl I I be based on the estimates given at point 4 above. 

cal I on the EIB to make large-scale use of non-protocol financing In the 
MNC and, to this end, set a ceiling of ECU 3.5 bl Ilion for the period 
1992-96. 
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ANNEX 

Negotiating directives. 
fourth financial protocols 

1. General principles 

The Community reaffirms Its Intention of continuing Its contribution to the 
economic and social development of Its t.Aedlterranean partners. With due 
regard for national development objectives and priorities, the Community 
wl II take Into account the specific problems of each Individual country. 

The gravity of the social and economic situation of these countries and the 
complexity of the possible remedies are such that a combination of 
Instruments Is required. The advantage of the financial Protocols Is that 
they provide a medium-term approach and their joint programming gives 
practical expression to the Community's contractual commitment. 

Apart from the financial packages Included In each of the Protocols and 
which are therefore programmed on a multlannual basis, an overall sum 
should also be provided for all the Southern and Eastern t.Aedlterranean 
countries. This amount wl 1 I be used to back up economic reforms which are 
begun or coot I nued durIng the per lod of the f I nanc I a I protoco Is. Each 
country wl I I be given the opportunity to present a reasoned request, asking 
to benefit from this special, non-a! located financing. 

2. Sectoral priorities 

The Community proposes that during the next period, priority should 
continue to be given to agricultural development and development of the 
productive sector (Industry, services) and the protection of the 
environment. It stresses the contribution that could be made by science 
and technology and Information technologies, and also proposes that special 
attention should be given to training, a prerequisite for developing. 
production. 

2.1 Agricultural development 

For the fourth financial Protocols, the Community proposes that the bulk of 
f I nanc 1 a I resources shou I d coot I nue to go to agr I cuI tur a I dave I opment, 
above al 1 food production, In the framework of national strategies designed 
to reduce external dependence. The Community considers that major 
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production potential remains to be developed, particularly by Increasing 
and Improving Irrigation and by using all available means to step up 
agricultural production. 

As far as possible, the Community will try to promote the granting of 
agricultural credit as this approach has proved to be the most flexible. 
It fits In best with general economic policy and has a direct Impact on 
agricultural production since It affects farmers themselves. 

As In the past, the Community will also do all It can to use other 
Instruments, such as counterpart funds from food ald. 

2.2 Development of the prodyctlye sector Clndystry and serylcesl 

The Community wl I I continue to support efforts by Its Mediterranean 
partners to develop the productive sector. To this end, as In the past, 
support for smal I and medium-sized businesses wl I I be encouraged. 

For this purpose the Community will step up Its support for operations to 
promote Investment and Inflows of private capital, while systematically 
seeking to promote Joint ventures .between European and Mediterranean small 
and medium-sized enterprises, above all by means of equity capital, the 
volume of which should be substantially Increased. 

The Community wl I I also support programmes to Improve training. 

It Is willing to contribute to the drawing up of training programmes by 
helping to analyse needs on the basis of existing deficiencies. 
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Priority will be given to measures with a knock-on effect and which focus 
on the productive sector (business management and administration, Including 
agriculture and agro-lndustry), services (Including financial and audit 
services) and teacher training courses In the same fields. 

The Community wl II do Its utmost to promote on-the-Job vocational training 
In firms and In national trade and Industrial promotion bodies. 

2.3 Eny!ronmental crotectlon 

DemographIc growth and the ever- I ncreas 1 ng pressure on natura I resources 
are obliging a! I the MNC to devote particular attention to maintaining an 
ecological balance. The Community should support Its partners' efforts In 
t h I s d I r ec t I on . 

3. Financial package 

The CommunIty w I I I not dec I de on the exact f I nanc I a I package and Its 
breakdown untl I the final stage of Internal discussions. Funding should be 
Increased on the same scale as It would be In similar circumstances, that 
Is to say the level In real terms will be maintained, plus a sufficient 
Increase to take account of the relative deterioration In the economic and 
financial situation of the MNC. 

4. Coord I nat Jon 

The Community wl I 1 ensure that Its operations are coordinated more closely 
with programmes or operations already under way or In the pipeline which 
are financed bl laterally by other donors. 
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Financial assistance for the economic reform process 
In the southern and eastern Mediterranean countries 

1. EXPLANATORY MEMORANDUM 

Annex 2 

The economic situation In a number of Mediterranean non-member countries 
Is character I zed by ser lous Internal and external Imbalances. At the 
end of 1989 the total external debt of the non-Community Mediterranean 
countries Is estimated to have been US$ 200 000 million; a number of 
neighbouring countries have a substantial, If not chronic, current 
account deficit; the high !evel of Inflation reflects a budget deficit,· 
and Internal savings are largely Insufficient to finance these 
countries' economic development. This Is particularly true In the case 
of the southern and eastern Mediterranean countries (SEM). 

In response to these challenges, most of the non-member Mediterranean 
countries are Implementing or drawing up structural adjustment 
programmes Intended to rebalance their economies and thus create a basis 
for sustainable medium-term economic development. 

While respecting the leading role of the International Institutions 
active In this field, the Community could usefully support the 
structural adjustment process In the economies of SEM countries which so 
wish. Such support Is in accordance with the conclusions of the 
European Councl I meeting In Strasbourg on 8 and 9 December 1989 
concerning future relations between the Community and non-member 
Mediterranean countries. 

2. PRINCIPLES AND ELIGIBILITY CRITERIA 

2.1. Adjustment support must be based on the following principles: 

support programmes must be tal lored to the specific 
situation of each country and take economic and social 
conditions Into account; 

adjustment support must be provided within the framework of 
the pol ltlcal and economic model adopted by the State 
concerned; 

the support programme must contain measures aimed In 
particular at al levlatlng the negative social and 
employment effects whIch may resu It from the adjustment 
process; 

quick disbursement must be one of the main characteristics 
of the support programme. 
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2.2. Theel lglbl llty criteria are as follows: 

macroeconomic or sectoral effectiveness of the reforms 
undertaken or planned; 

economic situation of the country, with particular 
reference to Its level of Indebtedness and debt service 
burden; balance of payments situation; budgetary situation; 
monetary situation; per caplta GOP; level of unemployment; 

countries undertaking reform programmes supported by major 
multilateral donors or having set up similar programmes 
approved by them are considered to satisfy the conditions 
for the grant lng of adjustment support. Other cases will 
be examined on the basis of the general conditions for 
eligibility. 

3. PROJECTS TO BE FINANCED 

Adjustment support projects of the following two types may be financed 
In non-member Mediterranean countries: 

3.1. technical assistance operations I Inked to structural adjustment 
support programmes. These operations Include: 

technical support In 
particularly adversely 
(e.g. administration 

fields or sectors which wl I I -be 
affected by strul=tural adjustment 

of publ lc finance, Import 
arrangements, tax reform, mobil lzatlon of savings); 

macroeconomic technical support designed to help the 
authorities Identify the optimum Jevel/targettlng .of the 
economic pol Icy measures to be adopted and at the same time 
enable the authorities of the recipient country to 
facl I I tate economic dialogue with the main donors; 

3.2. adjustment support In the form of sectoral or general Import 
programmes or employment creation programmes. 

The aim of the Import programmes Is to contribute to the expansion 
of product Jon capacIty. These Import programmes may Inc Jude the 
financing of manufacturing Inputs such as capital equipment and 
Intermediate products, raw materials, spare parts, fertl I lzers, 
Insecticides and essential goods. 
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The counterpart funds generated by the Import programmes will be 
used to finance measures aimed at attenuating the negative social 
repercussions of structural adjustment, and In particular for 
employment creation In fields linked with environmental protection, 
land reclamation and, where appropriate, to contribute to the 
payment of redundancy payments to workers made redundant In the 
pub I lc and semi-pub I lc sector. 

4. IMPLEMENTATION 

The structural adjustment programmes wl 11 be prepared and appraised and 
the financing decisions taken In accordance with the procedure laid down 
In the financial protocols, due account being taken of the need to 
ensure that payments under the economic reform support programme are 
disbursed QUickly. The experience gained under the Lome Conventions 
wl I I be appl led, adapted as necessary. 

5. BUDGET 

5.1. Given the scale of resources needed to support adjustment measures 
In several non-member Mediterranean countries, sufficient resources 
must be allocated If they are to have a noticeable effect. 

The funds needed to Implement the two aspects of the economic 
reform support programme are est lmated at ECU 600 million dur lng 
the five-year period covered by the Protocols, since structural 
adjustment Is a medium-term process. 

The following amounts wl I I be Included In budget Item 9651: 

1992 1993 1994 1995 1996 

120 120 120 120 120 
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ANNEX II I 

Cooceratlon with the MNC In science and technology 

The Commission also considers It vital that scientific. and technological 
cooperation with the MNC should be stepped up, stressing the essential role 
played by science and technology plus Information and. communications 
technology In economic and social development and modernization. 

The Community wl I I naturally continue the activities relating to scientific 
cooperation which are already under way with those partners who so wish and 
with whom It shares an Interest In cooperation In specific fields. 

Beyond this, the Community would lll<e to see particular effort to ensure 
that the Innovations and technology aval !able contribute to reinforcing the 
economic fabr lc at local level. 

The Commission therefore proposes two major schemes for the period 1991-96: 

opening up scientific and technological cooperation programmes with non­
member countries (Item 7394 of the Budget) to a! I MNC. 

This would be a great Incentive for cooperation among scientific circles, 
something which should also be of advantage to those countries in the 
region with research potential, particularly since the research projects 
Involved are of mutual Interest. 

Creating a new line of activity centring on information technologies. 
This would include the regular provision of Information on Community pol Icy 
and achievements, plus technical assistance, particularly In connection 
with standards. 

Appl !cations of Information technology could be seen against the 
background of support for the sectors mentioned, whether In the Individual 
protocols or elsewhere (Investment In communications and 
telecommunications, modernization of management methods, using new training 
technology). 

The Commission should also extend operations under the Science and 
Technology for Development programme (STD) with the major countries In the 
Southern and Eastern Mediterranean. These programmes, which cover only 
agriculture and medicine, have been a resounding success with those MNC 
that have benefited from them. 
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Annex IV 

Cooperation with the MNC regarding energy 

In the 1990s more than ever In the past the Community wl I I have to step up 
cooperation regarding energy with the MNC. This wl I I concentrate on three 
main areas: 

energy saving: The Community has developed suitable technology In this 
regard, and should therefore help those of lts:nelghbours which request 
assistance to draw on Its experience for their own energy pol lcles. 

Interconnection of energy suppl les: A better use of energy should also 
be sought through the setting-up of networks and Interconnections of energy· 
supplies (electricity, gas, oil) wherever technically possible and 
economically feasible. 

The Community should support such efforts In the cases of both MNC­
Communlty I Inks and I Inks between the MNC themselves. 

renewable energy: The MNC as a whole hold promising potential for 
producing solar energy at a competitive cost. For Its part, the Community 
Is developing the Industrial technology to make gradually greater use of 
this potential. 

Cooperation In this strategical Jy important field should therefore be 
stepped up, and I inks forged Immediately in order to achieve large-scale 
Industrial production of renewable energy around the Mediterranean In the 
coming decades. 

The Community's share of financing for cooperation In this fleid should 
come from the following sources: 

EIB loans (for Interconnection, power stations, etc.) 

Articles 706 and 707 (energy planning, transfer of technology) and the 
forthcoming THERMIE programme 

Items 9651 and 9670 (feaslbi I ity studies, energy workshops, etc.} 

The budget estimates given below take account of the essential financial 
needs for the period 1992-1996, except In the case of Items 1040 and 1041, 
for which the Commission will make the appropriate proposals for each 
budget year as a function of future needs. 


