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Economic and Political Transition of the Southern Mediterranean Countries? 

Bruegel, 13th of July 2011 
 

Panel 1: The short and the medium term challenges for the SMCs 

Magda Kandil, Executive Director and Director of Research of the Egyptian Centre for Economic Studies, 
presented the main features of the economic climate framework existing in Egypt before the revolution of the 
25th January 2010 as well as the main challenges that this country has to face in the next future. 
 
Before the uprising, Egypt was an economy characterised by high inflation, domestic consumption as main 
driver for the domestic demand, and nonetheless good records for exports. The Egyptian balance of payments 
was indeed in surplus thanks to energy exports. These latter were also backed by an increasing inflow of 
capitals (mainly FDI and remittances) that Egypt was able to attract over the last years. As far as budgetary 
and monetary policies are concerned, before 2010 the first was restrictive while the second was neutral in 
order to support the growth momentum that the country was undergoing before the uprising. In the financial 
sector, there was a clear excess of liquidity, symptom of the sector inefficiency in mobilising resources. 
Labour markets were stagnating even with growth, causing high unemployment rates. Wealth was clustered 
and investors connected to the regime. 
 
Since the uprising, fiscal spending became higher than revenues, in so creating a fiscal deficit. Subsidies 
continue to occupy the biggest part of the budget, while no aggressive step towards any market reform has 
been taken. Tourism and exports have plunged. The exchange rate has depreciated, but only in nominal terms. 
Therefore the competitiveness of the economy continues to be undermined by the higher value of its 
currency in real terms. 
 
The key economic challenges that Egypt needs to face in the next future are the improvement of the country 
competitiveness and the diversification of its trading pattern too concentrated on the energy sector. Europe, 
as Egypt main trading partner, could play a strategic role in helping the country to succeed. There is a large 
room for diversification and a trade partnership between Egypt and Europe could indeed help in this sense. 
 
 
Ahmed Abdelkefi, Founder, President, and Director at TunInvest Finance Group, described the transition 
process undergoing in Tunisia, the economic situation and the main challenges of this country. 
 
For the first time in Tunisia there is a democratic transition. The old government has been sent home, along 
with the old major exponents of the administrative system. A new electoral law will rule the elections that will 
take place on the 23rd of October 2011. An ad hoc Commission will supervise them and there will also be a 
new system for financing parties. New parties have flourished, even with completely different visions, from 
the extreme left to the extreme right. Only three parties have not been recognised because they do not 
differentiate the political sphere with the religious one in their electoral programme. 
 
Many steps ahead have been done since the beginning of the uprising. The main political parties do 
differentiate between religion and politics. All of them stated that no Sharia would be applied in case of victory 
at the elections. A model of market social economy is what has finally begun to be advocated for the country. 
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The Tunisian economic system should continue to rely on the functioning of markets, with the addition of a 
new, more diffused and accessible, scheme of social justice. Even though the results of the elections will be 
highly uncertain up to the very last moment, what seems definitive since now is that the country is going 
toward a less presidential regime. 
 
As the economic situation, Tunisia is a country with a population of thirty-six millions, whose 25% works in 
agriculture, while its capital is concentrated in the energy sector. The economy is very open and the relations 
between EU and Tunisia are equally good. The average unemployment rate of the country, however, is around 
20%, meaning that in certain sectors this figure can reach levels around 30%-40%. The social demand is high 
and put even more in tension by the large number of refugees coming from the neighbouring Libya. 
 
While Tunisia is actually growing at annual rate of 4-6%, a higher pace (6-8%) of development would be 
required to ensure the economic transformation of the country. For 2011, however, the growth rate of this 
economy is forecasted to be around 1% due to the uprising. The upcoming challenges to face are the creation 
of a state of law, because the economy has been always administrated and concepts like competition law, 
property rights, and transparency are unknown; the reform of the education system, which is not in line with 
the needs of the private sector; and the rebalancing of the strong regional disequilibria existing in the country. 
 
An external help is crucial on topics like the free circulation of persons to absorb migratory outflows that will 
continue to take place over the next years, the transfer of good practices for helping a new democracy to 
flourish, and the development of the private sector (EBRD and G20 could have a leading role on this last 
point). 
 
 
Theodor Hanf, Emeritus Research Professor of Sociology at the German Institute for International Education, 
Honorary Professor of Political Science at the Freiburg University, and Visiting Professor of Political Studies at 
the American University of Beirut, opened his speech with three preliminary remarks. First, a question: does 
the Arab world exist? According to his opinion, what seems to exist for the moment is an Arabic 
communication space, thanks to new, changed media. Second, the relative “de-privatisation” undergoing in 
this region that is unsatisfactory for the moment but still constitutes good news to count for when speaking 
of Southern Mediterranean countries. And third, Islam and democracy proved to be compatible concepts, as 
the majority of Muslims lives in democratic conditions. The question to address is hence an Arab question. 
 
Population disappointment is the biggest challenge for the countries were upraising (more than revolutions) 
took place. Lebanon is a good comparison in this sense. Even after the departure of the regime, problems did 
not abound the country and created a feeling of dissatisfaction in the population. On top of that there is the 
need of constructing of a shared democracy. While Egypt and Tunisia have a fairly homogenous social 
structure, the other countries are highly socially and ethnically fragmented. The real issue there is not only to 
build a more representative form of government, but also a shared economic, political and social framework. 
 
On the other shore of the Mediterranean Sea, the challenge that Europe has to face consists in avoiding the 
strong temptation to compete with the US in playing the policemen of the world. Europe should not participate 
in social wars, because these are civil wars and with no clear end. An intervention would also mean to choose 
a country over the others in the same region, with the risk to transform the willingness to provide help in the 
trigger of a huge diplomatic affair. Europe, by contrast, should help persons and open up to migratory flows, 
first of all in its own interest, because it will need workers in twenty years time. 
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Geoff Frewer, Deputy Advisor of the EIB economic division, outlined the three possible levels of assistance 
instruments that could be mobilised in favour of the uprising Southern Mediterranean countries.  
 
Regarding financial instruments, debt is not the optimal solution since these countries have already access 
to international markets. Debt can be only useful if it is complemented with something else. Equity markets 
by contrast are not that developed and could be a good substitute for debt. 
 
Second, development assistance via project is a more sophisticated instrument often used by international 
organisations to assist countries in transition. For example, in projects like the Egypt oil pipeline, EIB 
generally could provide the delivering of a good project, technical assistance for the development of the 
conditions necessary for the success of the project and financial aid in the form of favourable lending 
conditions. 
 
Third, institutions can be built to help the structural development of a country in transition. At the moment, 
however, there is a difficult administrative structure to pass through before any decision concerning 
institutions could be taken. EU Member States could give mandate to a unique international organisation for 
building a new Mediterranean Partnership, although there are many international institutions and many 
different visions, so that creating an additional institution, without replacing those already existing, would 
only add confusion to an already well complex design. 
 
Quick win solutions are investments in infrastructures, support in the private sector, and scale up of training 
projects. For balancing current and future needs, tough, social nets should be built, more equal opportunities 
should be assured, trade should be actually open. 
 
What could be the winning strategy to adopt for an international institution like the EIB? Exit? Wait? 
Dominant strategies under different scenarios are investments in projects demanding technical assistance 
and help to the private sector (SMEs). In any case, the role of international organisations should be directed 
in supporting good behaviours and making operational decisions taken by the Parliaments of these countries. 
 
 
Georg Zachmann and André Sapir, respectively Research Fellow and Senior Research Fellow at Bruegel, 
presented the Bruegel Policy Contribution concerning the economic and political transition of the Southern 
Mediterranean Countries (SMCs).   Comparing SMCs and Central and Eastern Europe Countries (CEECs) 
reveals that SMCs are much more developed of what CEECs were twenty years ago at the beginning of their 
transition. They are surely more market economies than what CEECs were, even though they lag behind in 
terms of education and infrastructures. 
 
Moreover from the assessment of the development patterns shown by CEECs since the 1990s, it turns out 
that CEECs can be divided into groups, with two completely different growth paths. The States that joined the 
EU in 2004 on one side, the remaining States on the other side. The former engaged in virtuous cycles of 
reforms, investments, and European assistance. The latter trapped in vicious cycles of lacking reforms, 
lacking investments, and limited European assistance. 
 
Learning from the CEECs experience, the Bruegel Policy Contribution proposes to give SMCs access to the EU 
Single Market over the long run (say 2030). The Single Market objective would thus permit to anchor short 
term policies to a long term policy goal. Strong conditionality would be imposed on the free movement of 
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persons and the adoption of a competition policy. In the short and medium term, the EU could provide SMCs 
with technical assistance for transition measures, aid and macro-financial assistance, other than a guest-
worker programme. 
 
Discussion 
 
According to many participants Southern Mediterranean countries are characterised by a very high level of 
heterogeneity. First, they have achieved quite different levels of development. On the one hand, Tunisia and 
Egypt have already undertaken, even if with different intensity, many steps towards the adoption of more 
democratic systems of economic and political governance. On the other hand, in Algeria, Libya, and Morocco 
nobody would be able to guess today what will be tomorrow’s final outcome of the Arab Spring. Similarly it 
appeared that these countries have divergent expectations concerning what kind of development model to 
undertake and what kind of relationship to build with the EU. Tunisia once again came out as the more 
advanced country, pointing towards the adoption of a market-based social economy model. The other 
countries, Egypt included, resulted to be more confused, regarding Turkey more than Europe as point of 
reference for setting their development goals, but not excluding the possibility to benefit from the assistance 
of the EU. 
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Panel 2: Which relationship between the EU and the SMCs? 
 
Dariusz Rosati, Professor at the Warsaw School of Economics, spoke about the political, economical, and 
international dimensions of the Central and Eastern Europe Countries (CEECs) transformation at the 
beginning of the 1990s. 
 
As the Bruegel PC points out, there are few similarities between CEECs twenty years ago and SMCs today. 
CEECs strongly needed macro-stabilisation, liberalisation, privatisation, and market institutions. SMCs stand 
better in terms of all these factors. The only thing that they share with CEECs in 1990s is the necessity to 
improve their political system. 
 
In the case of CEECs, successful interventions were those underpinned by a broad social consensus (even 
from the ancient regime), taken in the stream of a good and comprehensive reform strategy, effectively 
implemented, and backed by international support and social safety nets.  Mistaken were actions based on a 
piece-meal approach, half-hearted reforms coupled by gradualisms as well as excessive revolutionary zeal, 
mass lay-off of civil servants, and promises raising excessive expectations.  
 
The CEECs experience should remind policymakers that reforms takes years before to be successful, need 
more than a law passed in the Parliament and a strong internal support other than well coordinated 
international assistance. 
 
There are many questions that have still to be answered before to act in the SMCs. What is the final 
destination that SMCs should reach? What kind of democratic regime is going to emerge there? What model 
of market economy should they adopt? What relationship with their neighbours, EU included? 
 
On the other hand, what should be the role that the EU should play? If the final goal is to support democracy 
and growth in the region, so to finally reach a situation of stability, then what policy should be undertaken by 
the EU? If it is impossible to give them a membership perspective, should a policy of single market be taken 
into account? Or should Europe give just technical assistance in institutional building, liberalisation, trade 
opening, FDI support, and humanitarian aid? Should that policy address individual countries separately or 
should Europe try to create a Union for the Mediterranean? In this latter case, should the access to the Union 
be given to all countries together or separately? 
 
 
Erik Berglof, Chief Economist and Special Adviser to the President at the EBRD, analysed the EBRD experience 
in the MENA region. The G8 asked the EBRD to go back to the North Africa and Middle East and this has 
launched an internal revision of the EBRD past experience in CEECs. 
 
Looking back at the CEECs transition, nobody could have expected the final outcome as well as the initial GDP 
fall. The strong offer that the EU did to CEEC at the beginning of the 1990s made reforms effective and strong 
enough to be not captured by private interests. 
What Europe can offer today to SMCs is giving access to its market over the medium term. A membership 
perspective is excluded for these countries. Most of the reforms that CEECs have experienced during their 
period of transition have already taken place in these economies. Nonetheless, Europe should play an 
“anchor” role for the MENA region. In order to be successful, however, Europe should start immediately to build 
consensus around this decision. 
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The EBRD, on his side, will help these countries to set up financial institutions for helping SMEs and creating a 
better business environment as well as all the institutions necessary to sustain the harmonious development 
of private sector and the most efficient use of their energetic resources. 
 
Michael Leigh, Senior Advisor at the German Marshall Fund of the United States (GMF) and ex General Director 
of the European Commission – DG Enlargement, assessed challenges and opportunities arisen for the EU by 
the Arab Spring. 
 
First, the EU is not the only country with some interests in the MENA region. Israel, Turkey, and the US have 
been also playing an active role in the zone. What Europe could have in plus with respect to the other players 
is its successful experience in exporting democracy in CEECs. The momentum should be taken and experience 
mobilised; this might be the occasion to show the EU ability to act together. 
 
The EU silence is striking for the moment. The high expectations raised by the Lisbon Treaty have been 
systematically disappointed. Perhaps too much weight has been put on agreeing on a common view more 
than understanding the substance of matters. 
 
The EU neighbourhood policy was created for Ukraine and exported in other countries, without the same 
results though due to the specific issues existing in each State. What the EU should do with SMCs is to engage 
with them, no matter if the engagement is completely corresponded at the beginning. To commit, however, the 
EU needs to reflect more on where this policy should end up, both in terms of political and economical 
transition. 
 
Hugues Mingarelli, Deputy General Director of European Neighbourhood Policy at the European Commission 
for the regions of Eastern Europe, Caucasus, Central Asia, North Africa, and Middle East, began his speech 
reminding that only six countries out of the twenty-two members of the Arab League have undergone 
uprising. Most of them have experienced a situation of discontent. In all there is widespread poverty and high 
unemployment. On the population side, what is most striking is the demand for democracy. 
 
The EU Commission has acted. Emergency packages are everywhere, a joint communication has been 
released at the beginning of March, and at the beginning of July the neighbourhood policy has been revisited. 
In addition, if the EU Commission actions have been overall slow, they have not been absent in Tunisia and 
Libya. In Tunisia the Committee in charge of preparing the new elections has been helped by EU experts since 
the third week after the departure of Ben Ali. EU experts have helped civil organisations and have been asked 
to observe the next elections. In Libya the EU has been the first institutional actor to put in place a 
mechanism of civil protection. It has been equally the first to dispatch a huge amount of humanitarian 
assistance in Libya, Tunisia, Egypt, and Yemen. It has been equally the first to take sanctions like asset 
freezing and travel ban. Military operations are ready to be sent for helping populations if the command of the 
ONU mission will ask the EU to send its mission. 
 
The EU has been also the first to act on the global scene in terms of immediate help. In terms of approach, 
stability has been always the final objective of all the decisions. There is no need of a new vision, but simply 
and finally a strong willingness to act. Political conditionality, in particular, should be taken more seriously 
and sustained by the Council. 
 
The civil society should be equally protected thanks to new instruments. Dedicated civil society facilities and 
endowments have already been prepared by the EU, so to support emerging political parties, media, and 
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NGOs. Furthermore, security should be guaranteed, because regional conflicts prevent the development of 
regional integration. 
 
As mobility of people, it has been launched a dialogue on mobility and security issues with Algeria, Tunisia, 
and Morocco, for conceding visa facilitations and return agreements to allow people to move legally. 
Cooperation has been already begun for a progressive integration of the electricity and gas markets. 
 
There is for sure the need of a deep and comprehensive EU approach towards the Arab countries. 5.7 billions 
of Euro was the amount initially programmed to be spend over the period 2011-2013 for the same countries, 
1.2 billion of Euro has been added after the Arab Spring. The EU knows what to do in order to assist these 
countries in their way towards democracies, but it needs to be backed by Member States willingness and 
readiness to pay the cost. 
 
 Discussion 
 
The discussion at the end of the second session of the workshop underlined that Europe can only choose 
between two extreme options. Either playing a leading role for the development of Southern Mediterranean 
countries, with a strong engagement in their transition process; or leaving these countries to find by 
themselves their directions of development, providing them only with some financial aid. While the first 
option would require a stronger economic and political effort for Europe, the second would take time and bring 
to highly uncertain results. 
 
While the final decision will depend on what Southern Mediterranean countries will actually ask from Europe, 
the EU countries should cooperate and propose to the SMCs a way to reach again a sufficient degree of 
economic certainty and political stability. In any case, learning from the CEECs experience, Europe should not 
go for nuanced solutions, as these more than often revealed to be not effective. 
 
 
 


