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TOWARDS A MEDITERRANEAN DEVELOPMENT BANK 
 
11 May 2011 - Paris 

Facts 
 

The Mediterranean countries’ investment requirements are considerable, both for infrastructure 

creation and job creation. McKinsey estimates the public project pipeline for the coming five years 

in nine economic sectors of 11 SEMCs (excluding Turkey and including Libya) at €200 billion, or 

€40 billion a year over five years. The EIB, for its part, estimates investment requirements for the 

coming ten years for the southern countries alone at €100 billion in the energy sector, €110 billion 

for urban development (water, drainage, waste treatment, urban transport), €20 billion for logistics 

(ports, airports, highways), and €20 billion for enterprise development support to create the 50 

million new jobs the SEMC will need by 2020.  

Alongside these major financing requirements, the Milhaud Commission has identified the need 

for government directed investment into heretofore under-developed sectors and regions over the 

long-term, and into other projects that will bring depth to the region’s financial and stock markets. 

The region suffers from a dearth of coordination between funding institutions, from under-

mobilization of private savings, and from a lack of financial engineering support services, 

particularly for SMEs and infrastructure projects.  

 

By calling for a sustainable economic environment and a democratic public sphere, the Arab 

Spring has made it all the more urgent to support the economies of the Southern countries in their 

economic development.  

 

The time has come, therefore, to establish a financial architecture specific to the region so 

as to meet its structural needs as thrown into stark relief by events, with a view eventually to 

creating an economically integrated region. The objective arguments in favour of the progressive 

and relatively swift implementation of the proposed architecture are as follows: (i) Europe needs 

to find growth relays in its immediate environment; (ii) the SEMCs are in the throes of a transition 

to democracy and individually are unable to deal with monetary risks, bottleneck risks, long-term 

FDI risks, and export risks. 

 

Similarly to how the World Bank at the global level created a set of instruments for identifying, 

financing and underwriting projects and providing technical assistance and training, the 

Mediterranean region needs to endow itself with similar facilities to be devolved upon a 

development bank that would be specific to the region. The establishment of a Mediterranean 

development bank is a strategic goal, one that has little to do with moral, ethical or even 

historical considerations; above all other things, it is an economic necessity, for countries on both 

north and south shores of the Mediterranean.  
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Proposals 

 

1. It is necessary to establish a Mediterranean development bank 
 

A development bank dedicated to the region would uncontestably bring the region immense added 

value. Its establishment would send out a strong signal to investors. It would help restore confidence in 

the region, its banking systems and its industrial partners. The bank’s member states and participating 

national and international public institutions would have a considerable leverage effect on the bank’s 

publicly and privately sourced funds thanks to their credibility and status as publicly regulated 

shareholders. They would be in a position to harness their considerable technical skills to the cause of 

innovation in the region, guided by a strategic vision for economic integration and development in the 

Mediterranean.  

By its very existence, a Mediterranean development bank would contribute to improving the security of 

savings and investment flows: 

 By enabling the transition from a funds remittance paradigm to a sustainable regional 

integration paradigm. 

 

 By facilitating the transformation of idle liquidities into long-term resources and by 

fostering the prerequisites for monetary stability and solidity. 

 

 By discharging key functions aimed at raising the level of development of the region’s 

economies and by financing SMEs and the private sectors.  

 

 By helping to improve the quality of projects by providing expertise and capacity for risk 

identification and assessment, both of which are lacking in the region.  

 

 Finally, by carrying out ambitious, cross-cutting projects with the capacity to mobilise 

stakeholders across the board: a TGV network for the southern shore, electricity 

interconnections between southern countries, cross-border highways. 

 

 

 

2. Basic principles pertaining to the establishment and operations of 
the Mediterranean Development Bank 
 

 

The Milhaud Commission identified and highlighted the importance of the basic principles to be 

adhered to as concerns the establishment and operations of the Mediterranean Development Bank. 

These were conditionality; complementarity; subsidiarity to the private sector, and an AAA rating. 

 

1. Conditionality: reforms are required in the region with a view to creating a stable economic 

governance model that will afford due protection to investors and an institutional framework 

that will foster a market economy. A development bank cannot, in and of itself, remedy an 

absence of reform, however it can help with the transition towards a more business-friendly 

environment.  



 

3 

 

 

2. Complementarity: the development bank would not be intended to replace institutions already 

operating in the region; instead, it would coordinate with existing institutions so as to offer 

services and functions that are scant, poorly covered or not covered at all by existing 

stakeholders. 

 

3. Subsidiarity to the private sector: the bank would not be intended to replace the private sector 

or to engage in activities specific to the private sector. Instead, it would support the private 

sector by seeking to exert maximum leverage and by bringing to bear modes of financing that 

are lacking in the region’s local markets. 

 

4. An AAA rating is a sine qua non pre-requisite for the establishment of the bank. An AAA rating 

will be crucial to the bank’s financial viability and proof of its financial solidity, its rigorous 

management of risk, and its exemplary professional management.  

 
 
 

3. Mandate of the Mediterranean Development Bank   
 

 
The Mediterranean Development Bank’s mandate would be fourfold, each component thereof crucial 

to the development of the region, and with a common thread of “financial engineering skills transfer” 

running through each project undertaken by the bank.  

The projects carried out by the bank would be intended to push through deep-going changes in the 

systems of management heretofore in use in the region. This will require the training of banking 

specialists in more accurate risk assessment techniques, support in the creation of institutional and 

regulatory frameworks favourable to long-term investment, the dissemination of governance best 

practices, and the provision of high-level expertise for certain kinds of activities, such as operating 

financial markets.  
 

The Mediterranean Development Bank’s mandate would be to remedy the shortcomings in the 

region’s local financing architecture, and to offer financial products that are not offered in a 

coordinated manner by the development institutions operating in the region. The bank would use a 

variety of tools to this end, notably loans, equity investments, and guarantees.  

 

 

Main tasks:  
 

1. To transform local savings into medium-term investments  
 

2. To support the private sector, particularly growing SMEs 
 

3. To support the creation of innovative funds dedicated to early stage financing 
 

4. To support the development of the local financial markets.  
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Transforming local savings into medium-term investments 

There is no shortage of liquidity in the southern and eastern Mediterranean countries. Local savings 

are mainly invested either in real estate or deposit accounts. At the same time, financing for medium 

and long-term projects is lacking.  

 

Initiatives have already been launched with a view to developing medium and long-term investment, 

involving the local banking sector and PPP projects. Several financing arrangements in the form of 

credit lines extended to the local banking systems have been set up by international funding 

institutions in the region. These arrangements come up against two obstacles, however: on the one 

hand, the term of financing never exceeds five years, and on the other hand, the exceptionally high 

collateral requirements of the local banks. Local banks in the region are focused on short-term 

business. They serve mainly large corporations and require the kinds of guarantees that SMEs are 

unable to provide. This explains why the east and south Mediterranean are among the regions of the 

world with the highest level of self-financing in the private sector (more than two thirds). The main 

obstacle to PPPs is the absence of stable frameworks of investor protection, as well as the lack of 

financing in local currencies and the dearth of exchange risk hedging instruments.  
 

The Mediterranean Development Bank would help transform a portion of local savings into long 

resources, thus enabling the financing and guaranteeing of financing for productive investments and 

infrastructure projects. A financial institution providing the kinds of long-term guarantees that local 

banks are unable to provide (local banks would need to cover their risks using the markets) would 

unlock the door to a large number of currently frozen projects. The bank would propose medium to 

long-term loan guarantees and counter-guarantees with a view to sparking an increase in long-term 

savings resources so as to increase long-term financing by the local banking systems. 

 

Support to the private sector, particularly growing SMEs 

There are a number of causes for the difficulties encountered by expanding SMEs in securing 

financing specific to their needs in the SEMCs. First of all, banks require exceptionally high collateral 

ratios, frequently above 100%, and systematically require personal collateral in addition to the real 

guarantees put forward by borrowers. Furthermore, companies frequently have shortcomings in 

accounting transparency, and the informal economy continues to play a major role. Finally, the credit 

lines extended by several multilateral institutions to banking sectors for priority lending to SMEs come 

with cumbersome and lengthy clearance procedures that are particularly ill-adapted to the reality in 

which the region’s SMEs operate.  
 

In the light of the circumstances outlined above, a new approach is needed: make access to financing 

easier for enterprises in general and SMEs in particular by making decisions to grant financing 

conditional upon acceptance of technical assistance by local banks and borrowers. Adoption of 

international accounting standards and the implementation of ratings based risk models would be pre-

requisites. Another way of extending financing to SMEs would be to support the region’s incipient 

capital investment industry. To this end, the Mediterranean Development Bank would need its own 

fund financing activity. 
 

Finally, in the long-term, the Mediterranean Development Bank could foster the emergence of funds of 

funds and IPO funds in the Mediterranean region.  

 

Support to the creation of innovative funds dedicated to early stage financing 

There are very few innovative funds dedicated to early stage financing in the Mediterranean region. 

The Mediterranean Development Bank ought to play a key role in this respect by financing innovative  
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funds with a particular focus on early stage financing (venture capital, business angels). In this 

manner, it would be carrying out a necessary function without supplanting private initiatives. 

 

For example, the bank could support the creation of a guarantee fund targeted at SMEs located in 

clusters, with additional financing provided by the regions. The aim of this kind of fund is to 

concentrate resources with a view to maximising impact, and to support enterprise creation in keeping 

with a regional spatial planning set of objectives. It would also be important for the bank to be able to 

take stakes in individual funds so as to enable more complete financial skills transfer and to better 

apprehend the characteristics of the local markets. 

 

Support to the development of the local financial markets 

Some of the SEMCs have technically sophisticated financial markets. On the downside, the SEMC 

markets are hampered by liquidity shortages caused by the strong State presence and the absence of 

institutional investors (insurance companies, providential funds, health insurance funds). The existing 

funding institutions have done little to bring the domestic bonds markets of the south Mediterranean 

countries into play. Developing these markets would require the bank to harness local savings to a 

greater extent than is the case today, notably via bond issues by the bank itself.  

 

The Mediterranean Development Bank’s involvement in bond issues would be for the purpose of 

providing long-term lending resources to the local banking systems under attractive terms. The bank’s 

AAA rating would facilitate this. 

 

As a leading, i.e. AAA rated, multilateral financial institution, the Mediterranean Development Bank 

would be in a position to issue bonds over a broad spread of terms and under conditions that would 

reassure investors and savers alike. A systematic bond issuance policy would enable the bank to offer 

a full and responsive panel of rates over all time frames.  

 

 

4. Financing and governance of the Mediterranean Development Bank 

 

The Mediterranean Development Bank would need to be majority publicly owned, mainly so as to 

secure its AAA rating, although the bank would also be open to other sources of financing: sovereign 

funds and the private sector. An initial estimate of the capital required to launch the bank’s activities is 

between 10 and 15 billion euro. 

 

Public sector institutions with a stake in the bank would include multilateral financial institutions (EIB, 

EBRD, World Bank, etc.) and national development finance institutions (AFD, KfW, etc.), as well as 

any northern and southern States wishing to participate. Involvement by States would signify de facto 

acceptance of the bank’s activities targeting enterprises in their territory, with the over-arching 

objective of integration into a regional financial zone in which each State would have helped define the 

common rules. 

 

The Mediterranean Development Bank would propose a new governance approach in keeping with 

co-development imperatives. This new approach would involve closer involvement of the SEMCs in 

project design and in decision making mechanisms. Participation along these lines would encourage 

countries to re-establish their relations on a new footing, to revise their modus operandi, and to favour 

a regional approach.  


