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THE EXPORT POTENTIAL OF SMEs IN SOUTHERN MEDITERRANEAN
COUNTRIES, astudy in thelight of theFTA between theSMC and theEU

Introduction

TheBarodona agreement signed between the European Union (EU) and 12 Southern M editerranean
Courtries (SMC) envisages the credion of a Free Trade Area (FTA). The agreements will be signed
withtheindividua countries and shoud be effective before 2010. The Barcdona agresment wants to
devdop the commercid and political reldions between Europe and these Southem M editerranean
countries.

The effects of improved trade relaions with Eurgpe for small entarprises in M editerranean courtries
are hardy known. The EU has entered an agreement with a number of Southern M editerranean
Courtries dready to cregte a Free Trade Area (FTA) by 2010, but 15 EU courtries will have to
negatiate with 12 SMC.

The Euro-Med Partnership intends to promote economic, trade, political and socid contacts with the
SMC. The Financia Times (15-12-1997) conduded that the partnership is faling to make progress
because the stalled peace negatiations between Israd and the Palestiniars. It is hoped that the Third
Euro-Meditaranean Conference of Foragn Ministers in Stuttgart (April 15-16, 1999) has given an
additional impetus to the Partnership.

The Mediterranean courtries are increasingly facing the effects of globdisation and the Uruguay
Round (Van Dijk and Sidei, 1996). Entaprises operate in an intanationd context and the have
opportunities abraoed, but aso facecompetition. As far as thetheoretical framework is concerned it can
be conduded that a number of themes play a role a each of the different geographicd levds
distinguished. At different levds the question concerns therole of the govanment at these levds or
more generdly: what is the role of different actors? What are the mgor actars. companies (Porter,
1990), governments (Wade, 1991) or networks (K lgowijk, 1996)?

This research project tries to assess the possble effects of the Barcelona agreement on smal and
medium entaprises in Southern Mediterranean Courntries. The basic quedion is whether these
enteprises can become comptitivein a global economy.

In a contribution to the FEMISE publication "Les enjaux du partenariat euro-mediterranean”, the
theoretical conaepts used in the globalisation debae are reviewed (Van Dijk, 1998). In that article the
history of Euro-M editaranean co-operation is summarised and thenew policy of the European Union
is disaussed. Changes in trade policies, theimpartanceof structurd adjustment and thenew role for the
privete sector are discussed sepaately in more detal. Findly condusions are dramn concerning the



trends in Eurgpean devdopment policies and the prospects for future EU-Mediterranean co-operation.
Thisinformation will not be presented hereagain.

In chapter 2 of this report the thearetical framework of the study will be presented. Van Dijk (2000)
suggests using competitiveness as a measure for performance which can be used at different
geogaphicd levds. For thesmall and medium enterprises (SMES) it means that the price, quality and
design of ther products are more impartant and that therr competitiveness, the competitivaness of the
cluger, thecity or theregion where they areworking may haveto be devdoped further.

A positive factor for SM Esin Southern M editerranean courtries is the cregion of the singe currency
in Europe. Chapter 3 explores the consegquences of this devdopment for them

Chapter 4 studes competitiveness at thelevd of the region. The main factors studed in detal were
suggested by Collier and Gunning (1998). They mentioned as themost important characterigtics of the
environment of firms in Africa: risk, lack of openness, lack of socia capital, poor public services and
lack of financid depth. A number of othe condraints rdevant for the Southern M editerranean
courtries will also be analysed in this chapter.

In chapter 5 acluger of entaprisesjust outsade Cairo is studied, using origna data collected in 1999
with support of Femise.

Chapter 6 drawns the thearetical condusions of the study, while in chapter 7 pradica condusions are
formulated.

1 Thepotential of SMEsin Southern Mediterranean Countries

South Asiais thelargest market for the Eurgpean Union (EU). North AfricaandtheMidde East is the
second region. in importance for the EU expart to devdoping courtries. The mgar economic issue
concerning the Euro-M editerranean partnership is theextent to which the M editerranean courtries will
be ableto compete at theworld market, on thebasis of the oppartunities provided by a better access to
the Eurgpean market. They arefacing competition from the East Asian courtries, but aso from the
African Caribbean and Pecific (ACP) courtries, which usudly have essier access to the European
market dready for sometime

Quedions, which shoud be asked to find out what the effects for small enterprises in the Southern
M editerranean courtries will be,are:

1. Which factors determine the competitiveness of thesmall enterprises in M editerranean courtries and
the competitiveness of thecities in which they arelocaed?

2. How canthedynamics of thesmall enterprises sector be explained?



3. What arethe expart potentid of these smal enteprises and which factors currently discourage or
condrain export possbilities?

4. What effects can be expected from the introduction of the Euro for SMEs in the Southern
M editerranean?

A research project to answer these questions for at least two cities in two Southern M editerranean
courtries has started unde theaegis of Euro-M editeranean Forum of Economic I nstitutes (FEMISE).
In this papa an overview of the issues and some preliminary answers will be presented. Some
condusions will be drann concerning the possble consequences of the EMU for devdoping
courtries.

In this chapter the history of Euro-M editaranean co-gperation is summarised and the new policy of
the European Union is disaussed. Changes in trade policies, the importance of structura adjustment
and the new role for the private sector are disaussed sepaately. Findly condusions are drawn
concerning the trends in Eurgpean devdopment policies and the prospects for futue EU-
M editerranean co-gperation.

There aredifferences between the ACP and the M editerranean courtries To put the relaions between
Europe and the M editerranean courtries in therr proper perspective we will bridly summerise the
characterigics of the Lomé convention and the present disaussion on its follow up since the Green
pape (European Commission; EC 1996). Intaesting expaiences with negatiating with the European
Union haverecently been gained by South Africaand Egypt. We will review those expeaiences brigly
as an example of what other countries may expect in thenear future.

Sevad authors have criticised the Lomé conwventions as being sdective (only certain courtries), in
conflict withinternational trade agresments (there is no reciprocity) and not effective (trade with Eurgpe
has not increased significantly). The argument that the ACP countries did not have to adjust their
economies because therecaved support fromthe Eurgpean Union is lessvalid a themoment, since the
Eurgpean Union started financing structura adjustment program-mess since the beginning of Lomé
V.

In theframework of thedisaussionfor an eventud LoméV dl kind of proposas are made (EC, 1996,
NAR, 1996 and Van Dijk, 1997): to

- Start to differentiate between ACP courtries

- Impose reciprocity

- Maketrade part of theWorld Trade Organisation (W TO) instead of the LoméV convention
- Do away with theillusion of partnership

- Admit that Lomédid not have dl the desired effects: trade did not increase and the countries did not
grow faster than othe devdoping countries.

- Admit bureaucracy on the Eurgpean sideas well



- Instruments like Stabex (stebilisaion of agriculturd export revenues) and Sysmin (the same for
mingas) areundafunded and bendit alimited number of courtries and commodities

- Do not make it atregty giving devdoping countries unconditional rights to the agreed amounts of
money, which wasimplicit in the partnership philosophy of Lomé

- Be clear about economic, environmental and political condtiondity

- Stress theimpaortance of themes like poverty eradi cation, women and the environment

- Add moreon privete sector devdopment and condtionsfor investing in each otha’ s economy

- Provde thesamebendits to the poorest non ACP courtries as to the ACP courtries which at present
include a number of very wedlthy courtries,in particular in the Caribbean.

Thecondusion must be that the M editerranean and ACP regions can leam from each other. The ACP
had the advantage of negatiating as a group, while the Eurgpean Union deals with the M editerranean
countries on a case by case basis. However, if thefind goal is to reach a FTA by 2010 a a certain
moment thenegatiations will have to take place with the region as a whole. The European Union will
need a waiver for such a FTA fromthe WTO. It is not clea, however, whether such a waiver will be
obtaned as easily as it used to be obtaned for theLoméconventions

2 Thearetical framework: different levds of analysis
2.1 Methodol ogy

In thefirg part of this chapter the theoretical conoepts used in the globalisation debée are reviewed.
Subsequently the idea of analysing competitiveness a six different levds will be eaborated.
Employment, poverty, industrid devdopment and economic growth can be analysed at different
geogaphicd levds, using different empiricd mateiad and resuting in different theories and
recommendations. Themost important levds are the global levd, thelevd of a continent, thelevd of a
country, a region, a cluder, a city or a neighbourhood/industrid estae. The important research
quedtions at theregiona and city levd, where our research took place, are;

1. Which factors deteemine why aregion or city is attractiveto investors?

2. What is theroleof acity in aspedfic region?

3. When canwe spesk of an industrid district (Van Dijk, 1993)?

4. Whatis theimportance of 'linkages'in and outsde theregion (Twamey and Tomkins, 1996)?
5. Is there flexible speddisation taking place (Van Dijk, 1995)?

Twomey and Tomkins (1996) rightly stress that "mog theories and analyses of regional devdopment
intrinsicaly rely on the conagpt of linkage as the mechanism viawhich growth or decline is transferred
acrass product and factor markets.



At thelevd of thecluder thequedion is whether they are laggng behind compered with othe's and if
So why?

1. Is clugering of certain enterprises a desirable devd opment?

2. What can be doneto givetheneighbourhood or industria estae an impeus?

3. What arethedynanmics of thesmall scale sector over time?

According to Krugman (1995) the competitiveness of companies in the United States is high because
of chegp imports tharks to intenationd trade (for example from Ching). According to Porter (1990)
firms compete and we need to go from the macro to the micro-foundations of competitiveness: the
entaprise is the agent of growth and dynamism and the state can only provde an enading
environment.

In the1990s anumber of researchers became intaested in the dynamics of small entaprises In the
eighties the fird small entaprise tracer studes started to gppear, dlowing staements about the
dynamics of small enterprisesover time This new direction was very much influenced by the success
of East Asia as anadysed in the World Bank East Asian mirecle study, which found that small
enterprises did makean important contribution. Also many researchers got an opportunity to go back
to theplace where they collected datayears ago, dlowing themto make some gengalisations over time
Thiskind of research is rarein the M editerranean courtries, however.

Smal entaprises are often still the most important sector for urban employment credion in
Mediterranean courtries. Its lack of competitiveness, due to high production costs and stifling
reguations often hamper the moden industria sector. Small enterprises do not suffer so much from
these condraints and play an impaortant role in creging employment in the urban aress and in the
devdopment of an entreprenewrid class. Ther innovative capecity is an additional argument to devdop
thehandcraft part of thesector in a specific way.

The research proposd for this study suggested to carry out a surney in sedected Mediterranean
countries, to assess the potentia for export, the present situation and the factors condraining the
devdopment of smal entaprises in these courtries. The study requires a uniform theoretical
framework, basad on Van Dijk (1995). Locd tears would be invdved and a seminar would be
organised to compare theresuts and to cometo a common publication and common recommendations
to theEU and thegovernments of thecourtries in the region. The present work has contributed to the
launch of four country studies on micro and small enterprises by the Economic Research Forum
(ERF,; seeVanDijk, 1999).

Theproject leader has undataken a number of surveys of small enteprisesin Africa and Asiausing a
guegtionnaire with a comnon basic structure (Van Dijk, 1998). This questionnaire has been disaussed
with potentid partners during the FEMISE workshop in Caro February 1999. It was used again,
adapting it for themgar research quedtions at theenterpriselevd:



1. Whidh factors determine the competitiveness of thesmall entaprisesin M editerranean courtries and
thecompetitiveness of thecities in whidh they arelocaed?

2. What is the export potential of these small enterprises and which factors currently discourage or
condrain export possbilities?
3. How canthedynamics of thesmall enterprises sector be explained?

Theflexible speadisation conogpt was be used to undastand the dynamics of this sector. Van Dijk
(1992) defines flexible speddisation as a higher orde concept, which points to six important, and
often intardated, characterigdics of thedynamic small enteprise sector:

Q) An innovativementaity on thepart of theentreprenewr;

(2)  Thetechnology used by skilled personnd trained on the job, which often has a multi-purpase
character

©)] Intafirm co-gperation often in theformof suboontracting

4) Clugering of micro and small enterprises (cluster as a geographicd grouping)

5 Networking of micro and small entrepreneurs (networking defined as the set of reldions in
which an entreprenewr operates); and

(6) Speadisatiion and proven flexibility.

A number of researchersarenow trying to understand better the components or the mgjar contributing
factors of these concepts. Much emphesis is rightly put on theroleof innovation,on the impaortance of
clugers and networks or other forns of interfirm co-gperation.

During the February 1999 Cairo ERF workshop it was suggested to undertake similar research in
different countries to get a good impression of the micro and smal enteprises in the entire
M editerranean region. This concentration on Egypt would be justified, given the ERF study intends to
focus on three otha courtries besides Egypt (Jordan, Lebanon and Morocco) and enterprise studies
are available for a number of the mgor cities in Turkey, dthough they usudly do not focus on the
expart potentid of these entaprises

The definition of small entaprises depends on the locd available definition and the posshility for
comparisonwith exiging studes. To assure complementaily with the study undetaken by the Cairo
University their definition of informal sector will be used to distinguish this sector from the small
enterprisesector with an export potential.

Theresearch design is comparative between courtries, with the possbility of comparing this small
enterprise study with the informal sector study undertaken by the University of Cairo in different
M editerranean courtries. The unitof analysis arethemicro and small enterprises in the selected cities.
Thesample has been stratified to ensure that certain sectors with expart potential would be included.



A random sample of some 100 enteprises would be interviewed, but because of problems to obtan
permission for this we had to limit oursglves to a smaller number of case studes. The suney is
conceived as a onetimejoint effort, but the anaysis will follow an agreed framework based on the
theoretica framework and the previous expeariencewith small enteprisesur\veys.

Complementay information will be collected on smal enteprise promotion policies, on schanes
provding credt, technology or expart facilities. Exiding studies will be used to add to thepicture. Also
adiscusson with organisations of small enterprisesin theselected city will be organised to obtan their
point of view on thepresent policies and programs and the perspectives for the smal enterprise sector
to devdop and to start exporting.

At theglobd levd we areintaested in the factors determining the growth of the global economy and
devdopments in intenationd trade and capital flows. If theworld economy grows a 3 percent, this
requires an increase of thegrowth of world trade of 6 percent, but an increase in the flow of capital of
roughly twice this percentage (Van Loon and Van Dijk, 1995). In a more and more global economy it
is important to know whicdh factors determine thegrowth of trade and capita flows.

Improved infrastructure, better communication and increased transportation crege increased trade,
capital and migration flows. Because of the increased libgdisatiion of the world economy a company
can choose a locdion anywhere in the world. The quedion is which factors usudly determine the
choice. Thetrade and capital flows do follow a spatid pattern, athough economic theary has not redly
incarporated thisspatid dimension of doing business (Krugman, 1995). Research issues a this levd
ae

1. Locaion decisions at the globa leve: where shoud we be present as a globd company? (Firm
internationdisation is an important issue, whether it conaerns thewhole firmor somepart of it).

2. Logisticd issues: howto get something at theright place?
3. Institutiond: which internationa rules apply for investments, trade and services?
4. What linkages arethere between world regions?

At thelevd of aworld region thequedtion is what determines the dynamics of such a continent? W hat
is theroleof regiond trade agreements?How do worldwide agreements such as the Lomé convention
or theGenaa System of Preferences (GPS) of theGenaa Agreement on Trade and Tariffs (GATT)
affect the continent? |'s there such a thing as Fort Europe? Does trade in the region grow more than
trade between the bloc and othe world regions? W hat are the advantages of mondary integration? Is
theintenational debt problem a problem of oneparticular world region?

Research quedtions a thislevd are:

1. Locdion issues at the continentd levd: in which part of the continent shoud we have a factory or
sales point?
2. Logisticd issues: how do we get goods or servces in a certain region?
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3. Whidh intenationd rules gpply to investment, trade and sernvices and which agresments exig: the
North American Free Trade Area (NAFTA), the Asian and Pecific Economic Council (APEC), EU,
etc.?

4. How do thecapital, goods and services flows movein that region?
5. Whatis theresult of economic integration (Nidsen et . 1991)?

6. What is theroleof the government in the case of regiond integration (Wade, 1991 and Jacquemin,
ed.,1986)?

7. Canwe leam from certain regions (World Bank, 1993)?

W hat detarmines the economic devdopment and thedevdopment of employment in a certain country?
To what extent does the country have a 'competitive advantage' (Porter, 1990)? The nationd policy is
geting lessimportant if acountry integratesin alarger regiona context, such as the Eurgpean Union.
It limits thecountry's possbility to formulate its policies indgpendently.

Themostimportant issues at thislevd are:
1. Thechoice of locdion within a courtry?
2. Theimportanceof clugters of economic activities (Van Dijk and Rabdlotti, eds, 1997)?

3. How does the govanment and the privete sector cregte an 'innovative milieu’, 'which baances
competition and co-operation’ (Cagels and Hall, 1994)?

4. Which factors deteemine 'the competitive advantage of nations'?

5. What is therole of important ports for the nationa economy (Dasanayaka 1997 en Van Klirk,
1995)?

Whidch factors dete'mine the economic performance of a region? McLeod (1996) finds that if a
"suacessful national economic management becomes harder, there has been a growing inteest in the
region as akey sitefor economic governance'. The economic issue at this levd is why certain region
stay behind in their devdopment, while othe's grow faster. M cLeod (1996) rightly makes the poirt that
"this debate aso concerns theinstitutiona re-regulation of 'rugt belt or ‘reconversion’ regions”.

Theimportant research quetions at thislevd are:

1. Which factors determine why aregion is attractiveto investors?

2. What is theroleof acity in aspedfic region?

3. When canwe spesgk of an industrid district (Van Dijk, 1993)?

4. Whatis theimportanceof 'linkages' in and outsde theregion (Twomey and Tomkins, 1996)?
5. Is there flexible speadisation taking place (Van Dijk, 1995)?
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Twomey and Tomkins (1996) rightly stress that "mog theories and anayses of regiona devdopment
intrinsicaly rely on theconaept of linkage as the mechanism viawhich growth or decline is transferred
across product and factor markets.

2.2Resaarchingtheinformal and micro and small enteprises

Theurban informa sector is often still looked at as an eephant (Mead and Morrisson, 1996), which
we may not be ableto define preasely, but we know it when we see it. However, urban informal sector
research deds with micro and small enterprises outsde the officia legd framework.! By now we can
build on 25 years of case studes, sample surneys and research on the topic. What comes out is a
change in emphasis. The main issues we are intaested in have changed over time as can be seen in
Box 1 (based on Van Dijk, 1997). In that overview the main condusion is that what counts a the
moment is being competitive In agloba economy eventheinforma sector is confronted with imports
of competing products.

Box 1 provides the mgor issues in the sevanties, eighties, and nindies and a the moment in thefird
three rows unde theheading. During these three decades also atenative terms were suggested which
arelisted in rowfour to six. Findly, different idess concerning thekind of policies which would benefit
theinforma micro and smdl enteprise sector were devdoped over time and are summerised in row
seven to nine

Thetable suggests that competitiveness is thekey issue for micro and smal entaprisesin theinformal
sector a the moment. A number of new key words characterise our thinking about this sector a
present: technological devdopment and innovation, expart potentid, the impartance of business
support systems and of locd and regiona govenment policies.

In this contribution we propose to explore what it means to take competitiveness as a measure for
performanceat the nationd, regiond, city, cluger and entaprise levd. Secondly, we will indicate what
the advantage of this gpproach are and how research could be undetaken to identify the weight of
different factors influencing competitiveness at different levds. Some policy condusionswill be drawn
from someresearch undataken with this paradigm in the African and Asian region.

12



Box 1 Issues informal sector Nineties research
Seventies . )
Eighties 2000
Definition Sub-sector studies Dynamics smell enterprises | Competitiveness
al issues
Dualism Spedfic themes: Flexibl e speciaisation Technological capability
Employment potential - Credit, dc. -innovation Business suypport system
-womeninlS - Clusters
Linkages & constrai nts Structural adj ustment - ngworks Export potential
- interfirm

ALTERNATIVES

Self-employed

Informality

Newcompetition

Val e chainapproach

Informal inc. opportunities

Informalizaion

Private sedor devel opment

Exclusion cebate

Petite prodiction

Mi cro-enterprises

Induwstrial districts

SMEsin transition

POLICIES

Govanment shouldhel p:

Adj uistment policies

Private sedor devel opment

Private Bus nesssupp.

training

- Provide aredit, etc. Libealisation & Branch organisations Regional government
legdisation
- Providet.a technology & Derggulate Useexisting organi sations Locd Gov.:

derggul ation, space/infrastr

The disaussion about achieving intenational competitiveness is only starting in the Midde East and
North African (MENA) region.” Questions asked are: which factors determine the competitiveness at
theentepriselevd and the dynamics (thar rise and decline) of micro and small entaprises? Thefirg
advise to an urban manager, wanting to make hisher city more competitive in the global economy
would be that there is nothing as pradical as a good theory, which would be one about competitiveness
in this case (Van Dijk, 2000a).

2.3 Competitiveness and informal micro and small enterprises

Whidh theary is most relevant for urban and informa sector devdopment? We suggest using a
theoretica framework, which can be used to link different levds of anaysis in the economy. In the
globa economy one needs to be competitive Although the competitiveness measure can be used as
well at thenationd, theregiond, city, or cluster as at theentapriselevd, competitiveness has a different
meaning at these different levds and othe factors may contribute to its explanation. Prevously the
disaussion focused on productivity, efficiency and comparative advantage.®> Productivity is an indicator
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of efficiency. Orignally the conaepts used werelabour and capital productivity. More recently the term
totd factor productivity is used moreoften (World Bank, 1993).

Compardtive advantage is a static indicator, while competitive advantage is dynamic and man-made.
Comparativeadvantage is what you have while competitive advantage is what you could achieve. The
change from comparative to competitive advantage is one from an essentia static approach (a certain
given levd of production factors) to a more dynamic term The competitive advantage is not inherited
but can be acquired through innovation. Thesource of the compstitive advantage is innovation and not
just factor endovments. Technologica progress becomes important, just like organisationd and
managerid innovations, which are dso congdered sources of growth. Competitiveness needs to be
stimulated in very different ways at thedifferent leves.*

Competitiveness, used to indicate the performance of entaprises, can be defined for clugers of
enterprises cities, regions and even a thelevd of aworld region and at thenationa levd. At the levd of
theworld region (theMidde East or South East Asig) or at the nationa levd competitiveness refa's to
The ability of a part of theworld to achieve high rates of economic growth, on the basis of suitable
policies, institutions and otha economic characterigics' (Van Dijk, 1999c). At thecouniry levd we aso
talk about 'the straegy is to ensure the economy's high growth by improving its competitiveness,
expanding itsexport baseand tackling the (remaining) reform agenda (IM F Suney 27-9-99), or it can
be defined at the national levd as the ability of a national economy and in particular of its industrial
sector to retan its position at theapex of theeconomic hierarchy of nations.

Porter (1990) suggests abandoning thenotion of a competitivenation. Theonly meaningful conoegpt of
competitiveness at the nationd levd is nationa productivity according to him. His argument is that
enterprises go bust, but nations or regions dont have the same bottom line of do we make money, or
arewe loosng money. However, thiswas exadly theproblem in the past. Countries, regions and cities
did not look at their performancein such terms. Stagnation and decline at thenational, regiona and city
levd aretheequivaenceof looang money and going bust at thecluger and entapriselevd!

Compstitiveadvantage at theenterpriselevd is ‘the capecity of a firmto gain, maintain and expand its
share in markets for find products' (Visor, 1996). At thecluger levd enteprises in the cluster togeher
do better than those who are not part of the cluger. Exanples of this are given in Van Dijk and
Rabdlotti (eds 1997). For the European situgtion thereader is refared to Van den Berg (et d, 1999).

Kred and Gappert (1996) distinguish at the urban levd economic and straegic detaminants of
competitiveness. Strategic deteminants areinstitutiona flexibility, an effective locd govenment and
the ability to condude public-privete partnerships. Thee are important factors explaning
competitiveness at thislevd, besides the better known economic factors such as the available factors of
production, infrastructure, economic structure and urban amenities.
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Disaussing competitiveness a theregiond levd we tak about 'how well regions perform in terns of
applying skills, resources, technology and information to production, distribution and trade' (Van Dijk,
1999c). Competitiveness at the firm levd is defined as the capacity of a firm to gain, maintain and
expand its share in markets for find products.

Urban micro and small-scale entaprises can compete in a global economy through clugering,
networks, intafirm relaions and flexible speddisation. New technologies have became available which
areprofitableat asmal scae. Inta-firmredaions in the cluser help these firms to meet the chalenges
of the new international competitive environment. Moden and traditional forms of clustering and
networks exig in many courtries. Entrepreneurs takeadvantage of what is bendicia to them They can
export themselves or incresse their sales to larger exparting firms.

Which variables can be suggested for the measurement of competitiveness? Some indicators of
competitiveness measurableat different levds can be mentioned:

- Percentagegrowth of theproduction (at theenterprise, cluder, city, regional or courtry levd)

- Devdopment market shares (idem)

- Growth of exports (idem)

- Firms outsde thecluger arelaggng behind compared with firms inside thecluger (for thecluger)

- At alowe geographicd levd competitive advantage could be measured in terms of how well regions
and firms perform in terms of applying skills, resources, technology and information to production,
distribution and trade.

W hat are the adventages of this theory? In the firg place competitiveness is measurable and provides
the urban or regiona manager the oppartunity to rank hisher city or region. With which cities or
regions do we want to compete? Secondly the theary helps to identify the factors explaining
competitiveness, measured for example as a higher growth or market share of a region, city, of
enteprise. Thefactors mentioned by Kred (1996) help for example to explain the competitiveness of a
city. Much research concerning location factors can be interpreted as identifying the competitiveness of
aregion or city.

Factors influencing the competitiveness of a cluder are entrepreneurship, the exigence of a business
support system and of an innovative environment (Van Dijk, 199%). At the city levd one can add the
impartance of policies to crege the condtions for this kind of economic devdopment. For locd
govanmentsthis can range from provding land and infrastructure to locd government devdoping an
innovation policy.

In the third place this theoretical framework has the adventage that different levds of aggregation,
which are normelly covered by different disdplines are now linked. Urban management is by
definition multi-disciplinary, but very litle multi-disciplinary research is actudly taking place. That is a
challenge for thefuture. M anagement science and business economics normaly study the lowest levd

15



of the entaprise. Geographers regionad and devdopment economists have worked on clugers and
urban and regiona economists are occupied with the urban and regiond levd. Findly macro
economists and international economists work on the othe two levds: the country and world region
levd.

Findly, this theoretical modd helps to emphasise that different actors are active at the different levds
and often have different instruments and only partidly redise the impartance of the higher levds for
what they are doing. Linking these inteests and policies could be one of the roles of the urban
managers or regiona devdopment authorities.

This approach has conseguences for research to be undataken in this field, for policies to be
formulated at thedifferent andytical levds to promote competitiveness and for the need to co-ardinate
these efforts, through a strategic plaming exercise a theregiona or city levd. Decisions arenow again
taken in theprivete sector may lead to amoreoptimal useof the scarce available resources.

2.4Thehistory of Euro-Medite ranean co-operation

The assaciation process in the Eurgpean Community started with a few Mediterranean countries.
Turkey and Gresce were the firg associates and late Yugaoslavia, Cyprus and Mdta followed. The
agreements with the firg two courtries included evertua custom unions with the then European
Community (EC), freedom of movement of labour and firm promise of membership. They aso
included financid protocols. Thelater M editerranean association agreements aso included customs
unions and financia protocols but were not so spedfic about factor movements or European Union
membership (Rollo, 1994).

In 1972 agreements were signed with Morocco and Tunisia and the Community gradually conduded
such agreements with all M editerranean and Midde Eastern countries desiring closer relaions with the
Community. Contrary to theLomécourtries the co-operation with the M editerranean courtries is one
of a series of individua association agreements, instead of an overdl agresment with a series of
courtries.

During the Novanber 1975 Baradona conference the Baradona Declaration and the Work
Programme were agreed. They bring together the Eurgpean Union and 12 partners from the
M editerranean region: Algeaia, Cyprus, EQypt, Israd, Jordan, Lebanon, Mdta, M oracco, Syria, Tunisia,
Turkey and the Palestinian Authority. The Euro-M editaranean Partnership (EMP) has a political and
security dimension, an economic and financia partnership and a partnership in socid, cultura and
humen affars. Three Euro-Mediteranean association agreements had been signed in 1996, with
Tunisia, Israel and Morocco. Four similar agreements are currently being negatiated with Egyp,
Jordan and the Paestinian Authority. Negatiations with Algeria shoud start shortly, and exploratory
talks areunde way with Syria
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Rollo (1994) adds that the remaning M editerranean associates, despite lowe levds of devdopment
and the likdy competitive pressures they will face from full integgration, are pressing to become
members. However, the European Union has not responded enthusiasticaly to these gpplications.
Arguments used are the human rights situation in Turkey and the cost of the common agriculturd
policy or of setting up structural and cohesion funds. Fear of increased migration to Europe has aso
increased during recent years.

The bigger Mediterranean courtries in paricular face a number of similar problems. Popuation
pressure, high unemploymert, slow economic growth and a reldively isolated locaion with no naturdl
hinterland shoud be mentioned. On the European sidethereis afear for unrest in the region, for large
migration and for fundamentalism, which may be thereal reasons for the recent surge in interest in the
region.

Four Mediterranean countries (Algeria, EQypt, Morocco and Tunisia) would contribute about 60
million inhabitants to the Eurgpean Union (counting 350 million in 1993), dmaost as many as the totd
popuation of the Czech republic, Hungary, Poland and Slowkia togeher. The co-gperation
agreements conduded cova duty-free access to the Community for industrial products, trade
conaessions on someagriculturd products and in most cases devdopment assistance through financia
protocols. Haf of the aid is loans and this part is actudly increasing subgantialy. During the
European Council meeting in Cannes no agreement was reached on thetotd amount for the next five
years, however.

Thereis aclea deadock in thenegatiations with Egyp, likethere is adelay in those with South Africa

The European Union has madeits offe's, Egypt rejected them, asking much more access for fruit and
vegeables, rice flowers and so forth. According to Ricardi (Bulletin Quotidien Eurgpe 9-1-1997): The
fifteen engage in apathetic battie to shave afew tonnes herea few tonnes there, each country defending
itsown production and prepared to givein on that of its partners.

2.5European Union aid going to theMediterranean countries

For the European Union aid to the M editerranean region is divided in two parts: Maghreb (Algeria,
Morocco and Tunisia) and Mashreq (Egypt, Israd, Jordan, Lebanon, Paestine and Syria). Financia
co-operation has been negatiated on a country by country basis. Before 1980 the aid to the mgor
M editerranean countries (Algeria, Egypt, Morocco and Tunisia) was low (under US$ 30 million per
year, Devdopment Assistance Committee; DAC 1995h). It averaged $ 90 miillion per year during the
1980s and condituted fewe than 4 percent of totd aid from al sources provided to the mgor
M editerranean courtries in those years. After the reneved M editerranean policy in 1992 Community
assistanceto those countries increased subgtantially, amounting to $ 526 million in 1993 and to $ 638
million in 1994. The devdopment co-operation budget represents about 5 percent of the totd
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Community budget depending on the year (this does not include the funding for Lomé IV and the
European Devdopment Fund, EDF, which areoutsde thebudggt).

Assistanceto North Africa and the M editerranean increased on average by 25 percent annudly in red
terms during 1988/89-93/04. Thisreflects agreger concern for thearea In 1993 and 1994 the region
accounted for 16 percent of totd alocable bilaeral Officid Devdopment Aid (ODA), as compared
with 7 pereentin 1992 Themgar recipientsin 1990-91 were Egypt and M orocco (DAC 1995h).

Contrary to ACP courtries about three-quarters of European Investment Bank (EIB) loans extended to
M editerranean courtries carry commercid terms. DAC (199%b) notes, however, that some courtries
may aso bendit froman interest subsdy of two percent (Egypt and Jordan in 1994), while projects in
the sector of environment or for urban sewerage may bendit from a subsdy of three percent, while
loans to Asian and Latin American (ALA) courtries and Centrad and Eastern Eurgpean Courtries
(CEECs) areusudly extended at market terns.

Thefird three gengations of financid protocols (1978-91) made available 4,230 million European
Currency Units (ECUs), including grants and EIB loans. By the end of 1994 96 percent had been
committed and 80 percent dishbursed. Of the northern M editerranean countries Mata and Cyprus had
amoest fully committed the money dlocated to them At the end of 1995 60 percent of the ECU totd
(grant and EIB loans) had been committed. Decentralised co-operation programmes, co-gperation
networks between members of civil society in the Community and the Mediterranean, such as
universities, locd authorities themedia and the business have become moreimportant.

Thefact that the Eurgpean Union is paying more and more attention to the M editerranean courtries is
proven by theincreasing amounts resaved for that purpose, a the expense for exanple of the ALA
countries. In particular the South European courtries pushed for this Aid is congdered necessary to
prepare the M editerranean courtries for a Free Trade Area (FTA). For 2010 the cregion of one big
FTA is envisaged, but there is no claity yet on the trade concessions that will be given. They will
certainly be limited for agriculturd products. SuchaFTA would hopeully aso increase inter-regiona
trade between the M editerranean countries.

2.6 Strengthened Mediterranean policy

The Communication of the Commission dated Octaber 19, 1994 indicated that the resources so far
made available for co-operation with the Mediterranean partners have been insufficient to meet the
challenges posad. DAC (1995b) finds that the prosperity gap between Europe and the M editerranean
countries is widening, migrationary pressures are increasing, while the devdopment of the economies
of theM editerranean partners remans obstructed by an excessive and inefficient public sector.
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Subsequently the Eurgpean Commission has embarked on a wideranging process of consultation to
condder the actions necessary to remedy this situation. Agreement was reached on the need to co-
ordinate European Union activities in the region and on the priarity aress of intavention. In its
Communication of March 8, 1995 the Commission proposed that the Eurgpean Community action
shoud be based on support for:

1. Economic transition
2. Socio-economic baance
3. Regiond integration

Thepriaritieswere largely agreed with the World Bank and the European Council in Cannes in June
1995 dlocated 4.700 million ECU from the Commission's budget for grants for the M editerranean
region for the period 1995-99. This budget will dlow greder effectiveness of the European
Community's interventions in the region. The Commission aso suggests replacing the Financid
Protocols by a horizontd financiad co-gperation instrument based on the Mediterranean budget ling
which was cregted in the 1994 budget process at theinitiativeof the Eurgpean Parliament.

Thenewinstrument would enable the Eurgpean Comnunity to increase flexihility in its financia co-
operation so that gregter account could be taken in the dlocation of resources of such factors as
efficiency of past operations, progress towads the objectives of the Association Agreements, good
govananceand human rights (DAC, 199538). The new system would be implemented through rolling
three-year programmes, negatiated with the partners and adapted annually to take account of the factors
mentioned.

1. Economic transition

Of thethree priarities for Community action, economic transaction and socio-economic measures will
get the mgarity of the resources. The Commission redlises that the implementation of Euro-
M editerranean free trade will pose mgar chalenges to economic structures in the region, and in
particular in the privete sector. A mgor effort will need to be made to attract gregter fordgn direct
investment in the region. To achieve this "modernisation, reconstruction and privetisation will al need
to be encouraged in orde to attract” those investments (DAC, 1995a).

Itis noted that support for transport, energy and telecommunications infrastructure shoud be financed
mainly by EIB loans. However, for spedfic programmes, necessary for socia reasons (for example in
therurd aress) alimited amount of fundng fromthecomnunity budget will be necessary.

2. Socio-economic balance

Since the Eurgpean Commission expects that in certain sectors the modernisation and adjustment of
theeconomies of the M editerranean partners will undoubtedly produce strans in the socid fabric, it is
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proposed thata mgjar part of thefinanciad co-gperation efforts shoud be concentrated on support in
this area Problems to be addressed are povaty, rurd-urban inequality, demographic problems and
degradation of theenvironment. Eurgpean Union supported socia infrastructure programmes such as
water, sanitation and eedrificaion programmes, shoud be extended.

The Eurgpean Union aso notes the need to hat the exodus of the rurd popuation by undertaking
programmes of integrated rura devdopment proMding jobsin therurd aress. Findly, the emphesis on
environmental programmes needs to be stressed. One suggestion here is that this might be most
efficiently implemented by continuing exiding arrangements for subsdies on EIB loans. In fact the
Lomé convention, the ALA reguation and the proposed M editerranean reguation emphasise the
importance of integrating environmental concarns in the preparation and implementation of
devdopment projects.

3. Regional integration

Regiona integration, dthough of mgar importance for the success of economic devdopment in the
region can be supported principaly, according to the Eurgpean Commission through the European
I nvestment Bank, which provides loans for regional infrastructure projects.

For the Eurgpean Community budget expenditures on regiond integration will be less of a priarity. It
is noted that regional co-operation projects funded under the Midde East Peace Process, in which the
European Union plays arolg could require significant fundng. The Commission proposes findly the
extension of decentralised co-operation programmes, which have been particularly sucaessful in
bringing together thegrass roots of society in Eurgpe, and the M editerranean partners.

In 1994 the commitments for Mediterranean assistance were 43624 million ECU, while the
disbursements wereonly 29693 million ECU. Thisrepresents about 15 peraent of the EU's budget for
co-gperation with devdoping and non-member countries (totd commitments 2.994,47, disbursements
2.182,09).

2.7Changesin trade thenew GSP

The European Council adopted in 1994 the new revised European Union scheme of gengdised
preferences (GSP) for the period 1995-98. It takes in particular into account the different levd of
competitivaness of devdoping courtries. An environmental and socia clause will become applicable at
alate stage. Thenew schameis based on a system of preferentid tariffs expressed as a percentage of
the normal customs tariff rate depending on the sengtivity of the products. PreMously a system of
duty-free ceilings and quotas wereoperated on an annual basis. The uncertainty it introduced has now
been diminated through the gpplication of preferentid tariffs throughout the period of operation of the
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new scheme As notad in DAC (19%a) this gives greger predictability and security to both the
bendiciary countries and economic operators and greetly simplifiestheoperation of thescheme.

It is added that the new schame introduces gradud dimination of certain sector of products orignating
in certain bendiciary courtries in view of these courtries industrial devdopment in these aress. Henae,
therea bendits of the GSP will be redirected away from those countries with sectors which no longer
require the GSP to compete in the open market, toward those lesser devdoped bendiciary courtries in
real need of economic assistanceto devdop their economic production base

From January 1, 1998 additiona bendfits will be provided unde the GSP for those courtries which
can prowe that they respect certain intanaiond norms lad down by the Internationd Labour
Organisation and the International Tropica Timber Organisation. However, there is dso a provsion
for temporary withdrawd of GSP in case of slawe labour, prison labour, shortcomings in customs
controls regarding themovaments of drugs, failure to comply with international conventions on money
laundering, fraud or falure to provide administrative co-gperation regarding the verification of
Certificates of Origin and manifest cases of unfar tradng pradices by abendiciary country, including
disaimination against the Eurgpean Union and failure to comply with obligations unde the Uruguay
Round to meet market-access objectives (Van Dijk and Sidet, eds, 1996).

Fortunately the European Union is more conscious than befare that lowe tariffs for raw mateids is
not enough and that devdoping courtries aso need lowe tariffs for processed raw mateids and
industria products. Unfortunatdy, there is a continuing protection for agriculturd products.

However, the European Commission and Council were unable to keep the commitment of presenting
to the FTA summit by the end of 1996 a comprehensive repat on the EU's preferentid schemes (F.
Riccardi in Bulletin Quotidien Eurgpe, 8-1-1997). They have asked for six more months to complete
their work, which confirms the difficulties in determining a strategy for free trade aress. Riccardi ads
thatis was"mudh easier to make promises left and right (to al the M editerranean courtries, the Latin
American countries, South Africa and -as far as the Commission intended- Russa, Ukrane and even
theUnited States)".

2.8 Structural adjustment and theMediterranean countries

TheEU's support of structura adjustment is not limited to the ACP courtries, but was aso introduced
for theM editerranean countries in the4th Financia Protocols. 300 million ECU together with a limited
proportion of protocol budget funds were earmarked for this purpose. Funds have been alocated to
individual countries on the basis of dighility criteria as well as financing needs (DAC, 1995a 27).
Five operations in Algeia, Jordan, Morocco and Tunisia totdling 270 million ECU have been
approved between 1991 and 1994.
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European Union intevention takes the form of genad or sectord import programmes in orda to
reduce extana financing requrements. Co-ordination with the World Bank has reached the point
where the Commission has participated with the World Bank in countries' public expenditure reviews.
It is conduded (DAC, 1995a: 28) that the Eurgpean Union programmes in M editerranean courtries
have contributed to the continuation or resumption of reform, the reduction of externa financing gaps
and theincrease in socid expenditurefor vulnerablegroups.

2.9Private sector devd opment

A number of instruments exig to finance the privete sector in the Mediterranean courtries. DAC
(19%a 36) mentions:

- Joint ventures and forging business links: the European Comnunity Investment Programme (ECIP)
andto alesser extent theEIB

- Thedevdopment of informatior/advisory network known as M ed-Invest

- Support of decentralised co-operation (not formal government chamnels, but programmes have been
devdoped to transfer European know-how to the non-member countries:

. Med-Media

. Med-Urbs

. Med-Campus

. Med-invest and

. Med-associdions

OECD (199%b) makes a number of suggestions how to further devdop the private sector and lists
donor actions as possble donor's responses to the challenges of privete sector devdopment. Actions
listed concern themacro, meso and micro levd:

- Fostering an efficient and hospitable enabling environment

- Financia sector devdopment and refarm

- Privete sector assessments

- Privatisation and public sector reform

- (Smadl) enteprisereform

- Foragn direct investments and technology devd opment

- Institutional devdopment

- Newwaysof conductingtheaid process: aid intaventions in a market setting
- Improving donar co-operation and coherence

22



3 Theimpact of economicintegration and theEuroon SMEin SMC

Our research focuses on the effects of improved trade reldions with Europe for small enterprises in
M editerranean countries. South Asiais thelargest market for the Eurgpean Union (EU). North Africa
and the Midde East are the second region in impartance for the EU export to devdoping courtries.
The mgar economic issue concerning the Euro-M editaranean partnership is the extent to which the
M editerranean countries will be able to compete at the world market (and what the role of small
enterpriseswould be in that competition), on thebasis of the opportunities provided by a better access
to the European market. They are facing competition from the East Asian countries, but also from the
African Caribbean and Pacific (ACP) courtries, who usudly have essier access to the European
market.

Itis estimated that SM Es contribute between 30 and 50 percent of GDP and provide between 60 and
80 percent of employment in many countries. The IMF congders further liberdisation a key to
growth: the "economic potentid of Midde East and North Africa could be freed by refoms and
investment" (Financia Times 17-11-1997). Until a few years ago locd industries were sheltered
behind highimpoart tariffs. Theimminent reduction of tariff barriers is forang enterprises in the SMC
to prepare for alevd playing field. Thequedion is however, not only whether these companies will be
ableto compete with imports, but whether they will be ableto export.

W hen the European Economic M ondary Union (EMU) started January 1999 and the Euro became a
fact of life the main argument used was to further the economic integration proaess in Europe.® Six
stages can be distinguished in theeconomic integration process:

1. A freetrade areg an areawith no visible trade restrictions;

2. A custom union, which is thesame plus a comnon externa trade policy;

3. An intenational commodity market: thesame but also no invisible trade restrictions;

4. Common market: the sameplus a freemovement of factors of production;

5. Mondary union: thesameplus a common currency;

6. Economic union: the sameplus a common economic policy.

A mondary union hasas itsmgjar advantages that there is no longer a currency risk and there are no
longer costs involved in exchanges between the member courtries. Additiona advantages are the
gregter transparency of thecommon market, if al prices areexpressed in a common currency. Findly,
intra trade and investment can be expected to expand (thelong-term dynamic effects) a the expense of
trade with third countries. It will be very difficult to assess theincrease of the efficiency of Europe's
economies in the long run. Usudly genad equilibrium modds are used for that purpose, but by
definition they leave out thedynamic effects and can only analyse thestatic long-term effects

23



Frieden (1998) mentions aso thedesire for further Eurgpean integration as an important factor making
the Euro attractive. He adds two factors:

1. Thequed for anti-inflationary credibility; and
2. Support from poweful business interests.

He aso points to someof thethregts: the trade-off between inflation and growth and employment, the
competition with the dollar (or co-ordination as suggested by the Japanese between the three mgar
currencies) and the weak correction mechanisms: migration and capital flows, which will only work if
liberdisation lead to morelabour and capital mobility.

In theliteaurethereis very litle on theeffects of theEurgpean EM U for devdoping countries (exaept
Van Dijk, 1998, Lelieveld, 1999, Haan 1999 and an editorid in the Interdependent in February 1999).
Themgar issues that arementioned are:

1. If Eurgpe weregoing to grow faster, that would be good for African courtries as it increases retums
on exparts to that region (thel nterdependent, February 1999).

2. Standardisad intaest rates will make borrowing from the EMU zone chegoer (the Intedependent,
February 1999).

3. If investors in Eurgpe want to divasify, they will have to invest outside the region (the
Interdependent, February 1999). However, a more successful EMU may aso make Eurgpe more
attractiveto investors and hence reduce funds available for emerging countries.

4. An integrated European capital market may aso be more degp and hence make borrowing there
moreattractive (the I nterdependent, February 1999).

It shoud be mentioned that the new European currency would have different effects for different
regions. If the Euro becomes stronger countries which have linked their currengy to it (sudh as the
CFA zonefor exanmple) may face troubles compared to courtries whose currency is not linked to the
Euro. A stronger Euro will erode the competitiveness of the CFA countries’ exparts to Euragpe.
Presently these exparts which accounts for morethan 60 percent of ther trade (the Interdependent,
February 1999).

For the sucaess of the Euro, much depends on whether countries will take the Euro as a resave
currency and start using it for trading purposes. In genad trade carried outin Eurowill be chegoer for
most Third world exporters and importers from Europe, since they do not have exchange costs like
they had before when they worked in eeven different currencies with each adifferent currency risk and
with at theaverage alarger spread on theconwersion.

Private sector devdopment in the Southern Mediterranean Courtries may help these courtries to
increase ther exparts and to bendit from the new FTA and singe currency. The Third Euro-
M editerranean Conference of Foragn Ministers in Stuttgart (Aprl 15-16, 1999) has given an
additiona impeus to the Partnership (Euromed Synopsis, 16-4-1999). Industry remans a priority

24



sector for co-gperation and the conference conddered theinitiatives to support contacts anong SMES
avery important activity.

4 Whid factors influence competitivenessin theMENA region?

Enterprise growth in the MENA region depends on macro and micro economic factors. The macro
factors are better known through World Bank and IMF reparts and were disaussed in the previous
chapters. Herewe look at enterprise competitiveness from the microeconomic perspective focusing on
theincentives and condraints facing entrepreneurs in the Midde East economy. The focus will be on
manufacturing firms. Entrepreneurs are considared the mgor microeconomic agents. Undeastanding
their behaviour is important for theunderstanding of thegrowth process in theM ENA region.

Afte the Second World War themgarity of theinhabitantsin theMENA region still lived and made a
living in therurd aress. Mgor changes over thelast fifty years are the impact of the subgantid oil
priceincreases in 1972 and 1978, theimpact of politica devdopments in the region and a gradua but
continuing urbanisation process.

While a number of developing courtries, in particular in Southeast Asia and Latin America
industridised, henae absorbing rurd labour and reducing povety, the industria sector in the MENA
region has only increased very slowly if the effects of the oil sector are excluded. The focus in this
chapter is on undestanding theweaknessesin theenterprisegrowth process.

To analyse theproaess of firmdevdopment and thedeterminants of enterprise performance across the
M ENA region thereevant factors shoud be linked to policy variables and othe region-spedfic factors
that influence the productivity and economic growth of these enteprises We fird anayse the exising
situation, focusing on the condraints enteprises are facing. Subsequently we will menton new
opportunities and list some key issues, which are spedfic for entaprise devdopment in the MENA
region in thefuture.

Collier and Gunning (1999) mention five characteridics of the environment facing urban firms: risk,
lack of opemness, lack of socid capita, poor public senvices and lack of financid depth. We will firg
congder to what extent these factors are dso cruda for entaprise devdopment in the MENA region
and then suggest someadditional spedfic factors, which dso seemto play arolein thisregion.

1. Risk: "investorsrate Africa as highly risky"

Investors congder investments as highly risky. This may aso be the casein many MENA courtries,
but these countries are less dependent on foragn investors. In many MENA courtries structura
adjustment has cregted increased economic hardship for the most wulnerable segments of the
popuation; however, investmentsin theinformal and micro-enterprise sector have contributed to easing
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the pressure through providing employment. Such infarma employment has provided sustenance to
workers who othewise would have had no source of earnings and has supplemented falling incomes
of sdaied classes who takeon part-time jobs

Enterprise devdopment in the MENA region is less dependent on foragn investors because of oil
revenues and itsinduced effects, such as cross-regiona investment and labour migration. Until recently
capital was invested in the industrid sector mainly through the public sector, but that is changing.
Secondly, many workers from M ENA courtrieswith litie or no oil work in the ail rich courtries and
send home part of thelr income to be invested in houses, consumption or enterprise devdopment.
Recently the need for privete and foragn capita has increased, because governments dont invest as
much any more in the industria sector as they used to do. Findly, it will be argued that new
opportunities have been creaed for foragn investments. Courtries like Turkey and Tunisia have
dready bendited froma comhbination of new opportunities and amore positive policy environment for
privete enterprise devd opment

We condude that athough investment in the micro and small enterprises can be desaibed as risky,
risk can aso be defined as theessance of entrepreneurship (Schumpeter, 1942). Hence dealing with it
would be part and parcd of running ones own enteprise. Many people in the MENA region have
started therr own business and the most important quegtion for them now is how to become more
competitivein aglobal economy.

2. "Lak of openness has depressed investment”

Trade libadisaion and exchange rate depreciation would be mechanisms stimulating investment.
Indeed that has been a lack of this kind of opermness in many MENA courtries. The present more
libed situation shoud haveinvited more investments, whidh is often not the case This indicates that
more may be necessary in the MENA region than just trade libgdisation and exchange rate
depreciation. The attitude towards privete enteprise devdopment is not dways favaurable and life is
still madedifficult for many foragn investors, while the need for foragn investment, to be ableto link
to theworld economy, is now widdy recognised.

3. "Ladk of socid capitd”

In the MENA region socid capitd, defined in a broad way as socid reldions because of similar
religious, ethnic or regiond backgrounds, exigs and is quite important. In some courtries Islamic
banking for example has helped to supply funds to credt starved new entrepreneurs. In somecourtries
ethnic and regional backgrounds are impartant determinants of sucaess for smal entrepreneurs. The
exigence of strong business networks of Palestinian entrepreneurs illustrates this poirt.

4. "W egknessesin public services provision disproportionaly impinge on manufacturing”
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Collier and Gunning (199) refe in particular to the lack of infrastructure and high utility prices
hindering enterprise devdopment. Although it is dangerous to gengdise too much, this point aso
seas to be a hindering factor in many M ENA courtries.

5. "Ladk of financia depth”

It is often noted that formal financid markets are not as devdoped in Africa as in most othe
devdoping regions. Collier and Gunning (1999) add to thisthat it does not necessarily follow that this
has been an important condraint upon investment in these countries where this is the case because
informal finance may be an important source of investment.

In many MENA courtries financid markets are dso not well devdoped, or are not fundioning
properly. If many banks in Yemen for example had for along timetoo much liquidity, this is according
to thelocd bankers because of a lack of good projects. However, there dso was no institution to
chamnd credt to micro and smal entrepreneurs, until the Industrial Bank of Yemen (IBY) stated a
Small Enterprise Devdopment Unit (SEDU) spedficaly for that purpose (Van Dijk, 1994).

In the MENA countries a number of othe condraints than the ones mentioned by Gunning and
Collier need to be mentioned and will be disaussed below:

6. The predominance of oil and oil relaed industries (with limited relaions with the rest of the
economy), and of security problems

7. Femde participation is extremey low in theregion and henae an important resource is not fully used

8. Theimportant roleof state-owned entaprises in the economy, while privetisation often only started
recently

9. The prevalence of a more urban economy, with litie off-farm employment in the rurd aress while
most entarprises can be found in clugers in,or closeto cities

10. Thepursuit of import-subditution policies

6. Thepredominance of oil industries and of security problems

A redl oil boomstarted in theM ENA region afte thefirg subgantial price increasein 1972 A number
of MENA courtries bendfited directly, while othas bendfited indirectly through the financia support
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they would get from oil producing countries, or through the transfers coming from the increased
number of gues labour in these oil rich courtries.

Theregiona economy was charactaised by alot of labour migration and subsequently an increased
dependence on the ail industry, which became clear in a very painful way in 1982 when oil priges in
red terms declined and remittances to home countries diminished if labour was not just sent back.
Another disadvantage of a high dependency on onesector is linked to the nature of the oil industry. It
genaated only limited up- and downstream effects with othe sectors and enterprises of asmaler size

Theissue of security problems in the region will not be disaussed, but the tenson between Isradl and
the Arab courtries certainly had a negaive impect on the devdopment of the economy in the region
(FMES, 1997).

7. Theimportanceof femde labour participation: decressing fertility and changing views on the role of
women

Labour force partcipation of women is low in the MENA region as has been illustrated by the
situation in Egypt and Jordan. The low femde labour forae participation in Jordan, where only 11
percent of the women arein thelabour force or a maximum 12.5 percent, is particularly surprising.
Given the average popuation growth is declining and women shoud have more time for paid work.
Secondly, the educationa system in Jordan and a number of othe countries aso educates more
women, so they shoud qudify for thebetter jobs. Findly, it is known that there arelabour shortages in
Jordan in certain sectors, which would alow women to take up these jobs Trends in labour force
participation have been mentioned, but their potential contribution to the economic devdopment of the
MENA region still requires moreattention.

What is even morestriking is akind of new divide that was found in the MENA region: low educated
women end up in micro-enterprises, while high educated women find a job in the forma sector.
M ostly women arelooking for ajobin the public sector. The sector does make a difference. In Egypt
for example women tend to be so well tregted in thepublic sector that thereis litile incentive for them to
go and work in theprivete sector a themoment.

Increased access to education, a higher average age of marriage and declining fertility are presently
trends contributing to increasing the size of the femde labour force in the MENA region. The role of
theinformd and micro-enterprise sector will probably be cruad in absorbing these women. A mult-
disdplinary approach to research on thistopic is essentid to effectively understand the role of women
in the informa sector and to undastand not only the economic factors in placee but dso ther
interaction with demaographic as well as traditional and cultural aspects of society.
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Women have been more advasdly affected than ther male counterparts by the recading role of the
state and privetisation efforts, as the public sector has long been a mgor employer of women in the
M ENA region. Thisreduced rolehas been associated with theincreasing participation of women in the
informal sector, however. Theextent of women's invavement in this sector remans aneadotal. There is
an urgent needin many M ENA courtries to quantify these figures through moreresearch. In addition,
there is a concentration of women in spedfic income genaating activities such as dairy products,
garments and carpet weaMng in EQypt, which arenot away's themost rewarding and dynamic informa
sector and micro-enterpriseactivities.

Thegender gapsin labour participation, employment, earning, access to education is presently studed
in depth in someresearch projects funded unde ERF's research program. Thefirg figures for Egypt
and Jordan show an increased participation, parly dueto a more serious effart to actudly include al
activitiesin which women areactive in thedatacollection (Assaad, 1998 and Flyn, 1999).

8. Impoartanceof state-owned enterprises and privetisation policies

The important state manufacturing sector is spedfic for the MENA region. Only gradudly some
privetisation is taking place. In many MENA courtries the state sector absorbed the mgority of the
funds avalade for investment in theindustria sector. Privetisation is often a slow process, whidh is not
aways given afair chance (Van Dijk and Schute Nordholt, eds, 1995). It may give an impdus to
enteprise devdopment in two ways One, more dynamic privatised companies may look for better
locd integration to bring down their cost of production. Secondly, the fact that investment may come
forward in the privetisation process.

9. Theprevdenceof a moreurban economy

In most M ENA courtries the economy is presently much more an urban phenomenon than 25 years
ago. This provides a potentid for devdopment, given agglomeration economies, the exigence of an
important and conaentrated market and a more educated labour foree. Such an urban economy aso
means that there is less off-farm employment in the rurd aress and more enterprises are grouped in
clugersin,or close to cities, with al theeconomies that can be achieved in cities and clugers (Van Dijk
and Rabdlotti, eds, 1997).

10. Thepursuit of import-substitution policies

In many MENA countries policies to promote import-subgitution were wrongly accompanied by
protection of thedomestic market. It meant locd entapriseswerenot used to international competition.
In many M ENA courtries thedegree of competitiveness of theeconomy is low and increasing exports
for exanple is consdered very difficult (Van Dijk, 1999%).
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5 Thecompetitiveness of Egyptian SMES’
5.1Introduction

Weintaviewed 15 entrepreneurs in depth, using a spedaly designed questionnaire (annexe 1). They
weredll locaed in Tenth of Ramadan, a new city, some40 kilometres from Cairo, the capital of Egypt.
Thecity was creded sometwerty years ago and now courts about 1000 enterprises

Mahd (1997) and Meye (2000) havestuded theareabefore. Given the available datg which provided
thebroader picture, we could limit our study to the factors influencing competitiveness at the different
levds distinguished and thefactors influencing theexport potentia of these industries.

Theresults can be summerised per research quegtion as follows:

1. Which factors detemine the competitiveness of the small entaprises in M editerranean
countries and the competitiveness of thecities in which they arelocaed?

For the case of Tenth of Ramadan City, regiona competitiveness is clealy pronoted through tax
incentives. To stimulate regiona dispersion of economic activitiesto aleviate the pressure on Cairo, the
new towns policy amsto devdop new economic urban growth cores. The fact that in the last 20 years
morethen 1000 companies havestarted in Tenth of Ramadan city might lead to the condusion that the
govenment policy has been effective. However certain drawbacks haveto be mentioned.

Firg of dl most companies in the area have not competely relocated or are not only operating in the
new city, butinstead have some affiliates still working in Cairo. The main reason stated for thisis the
bureaucratic procedures which need to be fulfilled in the centre of the capital. A second obsavation is
that both employers and employees mostly still livein Cairo and not in Tenth of Ramadan city. M ost
of the housng projects are still in process or not completely occupied at the moment. The resuits of
these devdopments are that instead of reducing pressure on Cairo in terms of housng and transport
for exarple, Tenth of Ramadan city is actudly increasing the transport flows . The tax incentive can
not be consdered to be a sucaess. On the othe hand a lot of enterprises in the city have been ableto
sucaessfully expand their activities since their (partial) relocation or new start in this new city.

2. How canthedynamics of thesmall enterprises sector be explained?

Most of thesmal and medium size enterprises are family businesses that were sucaessfully able to
expand. Most of the companies are focussing on the nationa market and aso rely on government
expenditures and orde's. Some companies have successfully progressed from micro/informa  to
become small formd sector enterprises

3. What are the export potentia of these small enterprises and which factors currently discourage or
condrain export possbilities?

30



Most of thecompenies arenot exparting a themoment. Themain reasons for thisare:
- Bureaucratic hazdes

- Lack of informetion

- No market potentia

- No financia posshbilities

- Absence of government stinulation programs

Theneed for improving thesituation for exparting is morerelaed to the abowe factors and not to any
export barners. Hence not so much is expected from loweing tariffs or from free trade zones. For
importing goods and senices they do seesomeimproved opportunities.

The entrepreneurs do not expect a lot of new competitors after opening up ther markets, athough
especidly in thetextiile industry problems might be expected, because of higher production costs than
for example the NICs in Asia Even through Europe Asian companies might be able to pose a red
threat to the Egyptian industry.

4. What effects can be expected from the introduction of the Euro for SMEs in the Southern
M editerranean?

In reldion to theEURO not muchinfarmationis avallable at the entapriselevd in Tenth of Ramadan
city since they are not exparting, but for importing some of the production factors and resources this
might improve someof theinformation and opportunities for reducing the cost

5.2 Competitiveness of Egypt at thenational levd

UNCTAD (1999) studied thecompetitiveness of Egypt a the nationd levd. The condusions are very
positive. Themain problems arethe:

- Need to review thetaxaion system and theincentive framework

- Good governance, a moreefficient administration and institution building
- Shortage of midde management

- Need to cregte new networks, which cut across family ties

Strong poirts of the Egyptian economy are the natural resources weslth, human capital and strong
domestic demand and commitment to integrate in the world economy. However, it is expected that
Egypt can achieve 8 percent growth in the years to come (Egyptian Gazdte, 4-2-1999). The actud
achievements accarding to theW orld Bank (2000) are subgantid.

Othe factors, limiting the competitiveness of the Egyptian economy are the wage levd, which is
relaively high. The most condraining factor is, however, the bureaucracy, which redly hinders the
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devdopment of the industrid sector. The plethora of rules and reguations stimulates illegal imports
and trade, which then competes with products produced locdly often a higher cost (Le Progress
Egyptien, 30-9-99). Findly exports arehindered by an overvaued currency.

Thecondusionsof UNCTAD (1999) conaerning thecompetitiveness of Egypt in genad, is that there
is aneedto review thetaxaion system and theincentive framework. Good govenance, a more efficient
administration and institution building are necessary and there is a shortage of midde management.
Findly, there is aneed to cregte new networks, which cut across family ties Thereport mentions as the
strong points in the country: natura resources wedlth, human capita, strong domestic demand and
commitment to integrate in theworld economy.

5.3Competitivenessin Egypt at thecluger levd

Tenth of Ramadan can be conddered a locdiond cluger (Van Dijk, 199%), given the dengty of
enteprisesin a relatively smal area Within the cluger a number of networks exig, rangng from
rotaing savings and credit associations (ROSCAS) to al kind of othe associations. ASMINC is an
Egyptian NGO with its head office in Tenth of Ramadan. Its objectives aresummarised in table 4. The
study of El Mahd (1997) has shown theimportanceof theassociation for the SMEsin thecity.

Table 4 Objectivesof ASMINC

1. Cregting job opportunities through assisting in thestart-up of new projects
2. Supporting,i.e. extending assistanceto small and medium scale projects exiging in thenew cities
3. Providing better work condtions and livdihood in the new cities.

Theresearch quedtions at thislevd are:

1. Which factors determine why aregion is attractiveto investors?
Themain factors stated were

- Avallability and price of land

- Tax incentives

- Clean Environment

- Closeto Cairo

- Reasonableinfrastructure

Besides these factors high expectations are adso contributing to the devdopment of the area Since the
city is completely new and still under devdopment, investors speaulate that there will be further
improvement of the city. Stagnation in provision of urban facilities, like waste collection, public
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transport and leisure activities, lowaed ther optimism and reduced additional investments The city
does not havea good locd market basebecause of lack of inhabitants and relaed purdhasing powe'.

2. Whatis theroleof acity in aspedfic region?

The city in the region remans Cairo, Tenth of Ramadan does not have a rea locd economy and
commuting is mostly preferred resuting in congested infrastructure on the man road to Cairo.
Housng policy has so far tried to stimulate new people to move to this new town, dthough this new
popuationis mainy looking for jobsin Cairo, hence increasing transport flows even further.

3. Canwe spesk of an industrid district (Van Dijk, 1993)?

It seers that Tenth of Ramadan is fundioning like a spatial cluser. The clugering of activities is
mainly theresult of creging business parks and of zoning policies. It does not lead to inter-sectora co-
operation.

Although business assaciations arein place, no red links with for example education and financia
institutes are exiging, nor do joined marketing straegies or fairs take shape. Also for export
possbilities horizontal co-operation is taking place. Hence the clugter aspect in Tenth of Ramadan is
mainly physca in ternms of thejoint location of different smal and medium sized enteprises Thered
bendits of this being locaed a the samespot havenot yet fully devdoped.

4. Whatis theimportanceof 'linkages' in and outsde theregion?

The case of Tenth of Ramadan city clealy illustrates that linkages with the rest of the region are
explaining to a large extent the sucaess of the 'cluster’. In positive sense being close to Cairo in
combination to tax incentives have stimulated thedevdopment of this satdlite town. On the othe hand
sinae most of theeconomic activities as well as movements of thelabour force (commuting) are mainy
focused on Cairo, have increased pressure on the housng markets in Caro as wel as on its
infrastructure. Absence of Public Transport, good urban facilities relaed to qudity of life and locd
govea nment structure does not provdefor a sustainable urban devdopment both in Tenth of Ramadan
aswedl asin Cairo.

5. Is there flexible speadisation taking placs?

There is no clear exanple of flexible spedaisation in our sample, dthough the availability of good
quadlity cotton is conddered ared opportunity for the Egyptian textile industry.
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5.4 Competitivenessin Egypt at theentepriselevd

Compstitiveness in Egypt at theenterpriselevd leaves alot to be desired. Productivity is in gened very
low and the privetisation process has been very slow. However, we found that entaprises in clugers
areperformingin gened better then dispersed firms and find it easier to increase their exports.

To increase exparts the Eurgpean Union has launched a program for the industrid sector, which puts
theemphasis on theopportunities for small and medium enterprises in the Eurgpean market. Egyptian
enterprises haveto apply to theprogram. Afta afreediagnosis theenterprisehasto pay ten per cent of
thestudy which will be undataken by a consultant. Theconsultant will help to prepare a business plan
and a strategic plan. Theentarprises need to pay for theimplementation of theplan.

Business support systems have been devdoping and has an impact on these enterprisesin a number of
MENA courtries. An exaple in the Egyptian situation is given in Box 2. The Privete sector
devdopment program (PSD program) is consdered quite successful and Egyptian entrepreneurs look
forward to thefollow-up, which will help themto become more competitive when Egypt will participate
in the Free Trade Area (FTA) with the EU. Devdoping clusers of entaprises will be easier for
programs likethel M P, because they are locaed near each othea. Also otha BSS will find it easier to
provde assistance to such clusered entaprises. However, theposshility to devdop clugers shoud not
be over estimated, because in pradice thistends to be largely a spontaneous process.

Box 2 TheEU Private sector devd opment program in Egypt

Theformulaof theEU Private sector devdopment program (PSD) in Egypt is to provide opportunities
to small and medium enterprises. These entaprises have to apply for support from the program. They
then get afreediagnosis and haveto pay ten percent to a study undataken by a conaultant that draws
up abusiness or straegic plan. To get this planimplemented he entrepreneur hasto pay again.

Presently theprogram provdes mainly technical assistance and not so much equipment or credt The
EU has put the emphesis on a conaultation progess and not on providing financid assistance. The
follow-up supported by the EU, theIndustrial M odernisation Program (IMP), will stress the hardware
side of upgrading and makes a distinction between different industrid sectors, which the current
program does not seemto do.
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6 Theoretical condusions

Cities and regions are more and more integgrated in the global economy and compete with each other.
Good urban and regiona managers can play an important rolein that 'war of cities', or the devdopment
of the'regon state' (Ohmee, 1995). A good manager is someone who viaan integrated approach, based
on astraegic plan, makes hisher city morecompetitiveand in such a way that the socid problems are
asotackled. Thisrequires to develop a'pro-poor urban and regiona devdopment strategy'. Promoting
theurban informa sector and using socia devdopment funds would be important just like a different
way of supplying urban services.

Someof theconaepts disaussed can be used on different levds: clugering, flexible speadisation and
industrid districts, for example. However, the concepts may have a slightly different meaning at these
different geographicd levds. Although anayticaly it may make sense to distinguish the different
levds, therelaion between them should not be neglected.

Economic libedisation and privetisation of public enterprises do not meantheend of the government's
rolein theeconomy in most MENA courtries, but rather a change in that role Parts of that new role
comprise more positive industrial, credit, trade, tax, and labour reguations as well as otha economic
devdopment policies and programs the results of which shoud be manifest a the micro and small
entepriselevd.

To increase competitiveness we need to come up with suggestions to further devdop micro and small
enteaprises through a more posttive approach of different levds of govanment and through a
maximum invdvement of the privete sector and organisations of micro and small entaprises. SME
policies do not only concern macro economic policies, but shoud concern the whole exiging and
devdoping business support system (induding the role of the NGO and co-operative sector).
Someimes Socio-economic devdopment funds, set-up with or after the structurd adjustment
programs werelaunched, contributed to the devdopment of the BSS (Van Dijk, 2000b).” In Egypt the
Socia fund provides credit to smal and medium scale enteprises, while in Jordan aso support to
employment gengration activities wereenvisaged (Van Dijk, 1992).
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7 Pradical condusions

Theneedto find productive employment for the many unenployed people in many MENA courtries
is very clea. The genad issue is the possble contribution of micro and smal enteprises to the
economic devdopment of these countries and to increase remunerative employment of their male and
femde workers.

Present policies and projects do not dways reach micro and small entrepreneurs in the MENA region.
Theemphasis is too much on what central govarnment could and shoud do and too litile atention is
paid to what for exanple locd govenments could do, or on therole of the privete sector and of privete
sector organisations. Findly, too much emphesis goes to credit a the expense of exploring new
markets and introducing recent technologica devdopments. Labour laws and reguations which
somdimes inhibit thedevdopment of contractua labour relaions in micro and small enterprises, may
need to be reconsidered in that light.

Three key issues need to be addressed to pronote enterprise devdopment in theM ENA region:

1. Thefird issue is how to increase the competitiveness of the enterprise sector and how to increase
employmentin this sector in thedifferent MENA courtries?

2. Secondly a distinction needs to be made between entaprises of different sizes and it will be
necessary to define arolefor each of them separately.

3. Howto increase femde labour force participation?

Ad 1. Howto increase thecompetitiveness of theente prisesector and howto increase employment
in MENA countries

To increase competitiveness different levds of govanment shoud admit that often no enading
economic environment exigs and no competitive environment has been creded. In some of the MENA
countries there is no commtment to red refarm. The type of entaprises to devdop could be
deteemined on thebasis of an identification of competitionin the country concerned or through an in-
depth analysis of thequality and cost of the current imports compared with thecost of similar products
presently produced in thelocd scale enterprise sector.

Ad 2. Theneedto makea distinction between enteprises of different size and to define a rolefor
themsepar ately, while trying to increase thelinkages between enterprisesof different sizes

Often no distinction is made between different types of enterprises such as formd and informal sector
enterprises (depending on for exanple legd status). Also no distinction is made based on size (miao-
enteprises up to 10 employees), between micro, smdl, medium and large. It is also necessary to
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distinguish State manufacturing and privete manufacturing sector), which will now be disaussed,
besides theinforma and micro-enterprise sector.

It is well recognised that many new jobs genaated in the MENA region are often in theinforma and
micro-enterprise sector. However, entaprises in this sector are genadly chaacterised by low
productivity and poor working condtions (ILO, 1998). For theinforma sector to mature into a highly
productive and integra component of the nationa economy, as it has become in Southeast Asia
through its dynamic suboontracting links with the large and formal enterprise sector, a policy agenda
needs to be devdoped. The starting poirt is a clear understanding through research of the complex
ciraumstances and needs of this heterogeneous sector, since there is alack of comprehensive micro and
small entaprisestudes in most M ENA courtries.

Micro and small enterprisestend to have below average productivity, provde poor working condtions
and avoid tax and socia security payments. Thisis primerily afundion of entrepreneurid behaiour in
thefaceof limited access to markets, to credit and to technologicaly supeaior work methods. For small
and micro firmexanples, simply accessing socia service facilities cannot ensure an effective response
unless these programs areadapted to the spedfic needs, unless they address al of the complex factors
that impact on entrepreneurid behaviour, and unless they are demand driven by the bendiciaries
themselves.

Although thisreport does not ded with povaty directly, it is known that poor people usudly work in
micro and small enteprisesin theinforma sector and hence the devdopment of these enterprises will
aso help the poor. The devdopment of the private medium and large-scale industrial sector has taken
place against the backdrop of alargely public sector, which dominated industria sector. In genad the
industria sector in the MENA region is not very integrated. Undestanding of the behaviour of all
these entrepreneurs is cruda for undeastanding the dynamics of the growth process in the MENA
courtries at themicro levd.

Ad 3. Howto increase femae labour force participation

Disaiminaiion of women in theforma sector may be imbedded in tradtional beliefs regading the
women's role in society or maybe due to economic reasons. Employers may refran from hiring
women because they seethemas unwilling to putin long hours of work or because they percaive that
investment in themwith regards to training may be lost as they moveinto marriage and raisng children
(Assaad, 1998).

Culturd and religious factors may limit femde participation, immigrant labour may be invdved in a
number of jobs which in the above-mentioned exanmple Jordan women could aso have taken and
findly there may be alack of child carefacilitieswhich congrain women to takeup paid labaour.
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It is important to highlight theroleof femde workers and entrepreneursin micro and smal enteprises,
including women working at home Unda which condtions women areinvdved in micro and small
enteprisesin theM ENA region?

Exiging studies poirt to the contrast in the participation of women in home based enterprises where
they are well represented and micro-enterprises where they are poorly represented. An explanation to
thiscan be found in the traditiond division of labour along gender lines and the socio-culturd norns
that sustain such adivision of labour. Women's poor representation in the small and micro-enterprises
may be due to barriers to employment "either because of disaiminaion aganst women or
unwillingness to provide support structuresto working women™ (M oghadam, 1998).

Barriers to theentry of womeninto thelabour force can be addressed by policies that reduce women's
domestic burden. Theprovision of child carecentres and better access to public senices such as clemn
water, hedlth care sanitation, education and family plamning are essentia in reaing the condraints
facing women and thereby raisng their productivity (Assaad, 1998).

Access to credit and technica assistance are important determinants of successful income genaating
projects in genaa. More attention needs to be given to condtions and delivery mechanisms of such
access that ensure that it reaching women. In thisrespect, differentition will be made between ddlivery
of credt for sunvival typeactivities and that for micro-enterprises with potentia for growth.

Policies for trade libadisation and privete sector devdopment in the Mediterranean countries will
continue, but will haveto be complemented with programs for the poor sections of the popuation.
Grants will go in particular to the poorer countries, such as Egypt and Pdestine and to the poorer
sections of thepopulation in these courtries.

There hasbeenalot of disaussion about more coheence in European Union policies, but the pradice
of dedling, for exanple, with Morocco and Egypt shows that incoherenceis usudly therule If trade
conaessions cannot be given, thecountry is offered some more devdopment assistance. This does not
seem the way to devdop smal enteprises in these courtries. It also goes against what the NGOs
propose and devdoping courtries desave. It is positive that the role of the NGOs and the privete
sector (induding the small-scale entaprises) will be more prominent in any future co-operation
between Europe and the M editerranean courtries. They can contribute to the devdopment of civil
society and of theeconomy in these countries.

On thepositive sideit shoud be noted, that the M editerranean countries can bendfit from their location
near Eurgpe and theincreased intaest in therr problems. The privete sector can be an engine for the
desired devdopment and an outwerd orientation tends to be positive in such case (World Bank, 1993).
M acro economic devdopments in anumber of countries have been positive recently, athough growth
wasnotas highas in East Asia
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On thepositive side we aso noted more attention for the M editerranean region and the willingness to
work to onebig FTA. DAC (19%a 20) speks of plans for a partnership, but given the expeaiences
with the Lomé convention, one has to be prudent in this respect. The reldions with M editerranean
countries area hotissue in Eurgpe a themoment and it may lead to a buffer zonepolicy, similar to the
approach of the United States to Mexico. The Mediterranean courtries, in the light of recent
negatiations with Egypt, South Africa and for post Lomé IV have to be redistic in what they can
expect, however:

1. There is morecompetition for thefavours of Europe.

2. Thereis an intand criss with the European Mondary Union (EMU), which seerrs to be worse
thanthecrigs concerning thecredion of thesinge market (thefort Eurgpe disaussion).

3. There is a more business like and pro-business approach a the European side while trade
preferences havebeen eroded in many cases dueto theUruguay Round.

4. TheW TO has become moreimportant and hasto approve regiond FTAs.

5. Therole of small entaprises will be cruad. Policies to support their devdopment need to be
devdoped.

It is recommended to leam more from prevous expeiences with partnerships and devdopment of
small enterprises The Eurgpean Union shoud do more evauations of projects in Eastern Eurgpe,
where it introduced new technologies for SMEsin countries in transition. The Eurgpean Union (DAC,
1995h: 9) has not dways devdoped country straegies and it is recommended to do so in a more
systematic way for the M editerranean courtries.

There area number of new oppoartunities in theM ENA region. A number of recent devdopments have
cregted new opportunities for theenterprise sector in the M ENA region and deseve attention:

1. Economic integrationin a multilaterd framework (the World Trade Organisation, or in the context
of theBaradona process)

2. Moreprivate enterprise devdopment and a gradua devdopment of a business support system in a
number of M ENA courtries.

Ad 1. Economic integrationin amultilaterd framework

A new situation has comeinto exigence with the globalisation of the world economy. Because of the
Uruguay and subsequent Millennium Round of respectively the Genga Agreement on Trade and
Tariffs (GATT) and theWorld Trade Organisation (WTO) and because of the announced Free Trade
Agreement (FTA) with the Eurgpean Union (EU) it will become essier for entaprises in the MENA
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region to export their products and henae export-oriented policies need to increase the competitiveness
of thesmall and medium enterprisesin theM ENA region.

Ad 2. Moreprivete enterprise devdopment and a gradua devdopment of a business support system in
anumber of MENA courtries

A certain dynamics can be found in theM ENA region. Onecan thirk of:

- Theimportance of clugers and networks and the resuiting graduation among entrepreneurs which
thiswill bring about

- A smdler rolefor government,a moreimportant rolefor entrepreneurs and their organisations

- New theoretical approaches to dynamics of smal and micro-enterprises stressing the importance of
inte-firmrelaions, for exanple through suboontracting.

Economic growth can be decomposed into growth dueto factor accumulation and growth due to an
increase in totd factor productivity. An impaortant role in the devdopment of the productivity of micro
and smal and medium enteaprises is the exigence, or gradua devdopment of a business support
system.

Thefird recommendatiion is that it is worth to identify clugers, which are promising and could be

fostered. Different levds of govanment shoud try to make them more competitive Secondly the

M editerranean courtries shoud useexiding institutions as much as possble. Findly, they can help to

cregte an enabling environment for SMEs by:

1. Deregulétion; a fine balance needs to be reached what can be deregulated and what needs to be
reguated

2. Engage in adidogue with theprivate sector on what theroleof the government and the privete sector
shoud be

3. Afta devdoping avision, thevision needs to be putin pradice through a strategy

The Barodona process is promising. In fact it is a speda opportunity to gain access to a very big
market andto enjoy alegd framework which would attract foreign investments

Devdopmentis neva only aquedion of joinng aFTA. Itis adso necessary to undetake efforts in the
privete sector and to idertify locd oppartunities for enterprise devdopment.
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Notes

1. It is suggested to usetheterm micro and smal enteprises in the formd or infamd sector. Micro and smdl can be
defined by using a size criterion (empoyment) and infaoma or not can be basal on a legd criterion, such as: 'the
entaprisehasno legd status, whid usudly implies that thelegd minimum wageis not paid and workers do not enjoy
socid security.

2. MENA region or Argb countries as defined by theWorld Bank, including Iran and Turkey.

3. Comparative advantage used to be the basis for evduaing competitiveness between courtries until the end of the
1970s. The comperative advantage of a courtry is basal on dfferences in factor costs of production, such as taxdion,
|abar, enegy, land condruction or raw maeids.

4. Competitiveness can be cond deredas an impartant foree behind locaiona choices of enteprises Locdion factors a
dfferent geographicd leves can then be intepreted as factors contributing to the competitiveness of a region, city or
company.

5. Nidssen (¢ d., 1991) distinguishes seved stages of integration

® The field work was undertaken jointly with drs. Marco van Hoek from Erasmus University.

7. A Business Support System (BSS) can be defined broady as dl the supporting activities, which are impartant for
micro, smal andmedum scade entrepreneurs.
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