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The Planned European-
Mediterranean Free Trade 
Area: the Southern
Mediterranean Countries 
Must Improve Their Ability 
to Innovate

The consequences of the terrorist attacks on 11 Septem-
ber and the severe setbacks for the peace process in the
Middle East have once again highlighted the strategic
significance of the Mediterranean area in European pub-
lic consciousness. The Spanish government, which
holds the EU Presidency during the first half of 2002,
aims to focus particular attention on the acceleration
and consolidation of the 'Barcelona Process', which was
started in 1995. It is already clear at this point that the
Euro-Mediterranean Free Trade Area, due to be in place
by 2010, cannot be achieved without decisively boosting
the power of innovation _ a central precondition for
international competitiveness _ in the countries of the
southern Mediterranean. It is of particular significance
that _ apart from the necessary financial support for eco-
nomic adjustment measures _ Europe allows its south-
ern Mediterranean partner states to participate in Euro-
pean innovation policy.

The Euro-Mediterranean Free Trade Area

In November 1995, the European Union (EU) and 12
southern Mediterranean partner countries (SMPCs)1

adopted the Barcelona Declaration as the founding docu-
ment for their Euro-Mediterranean partnership. This
partnership constitutes the framework for the political,
economic, cultural and social relations between its par-
ticipants.2 An important goal is the creation of a Euro-
Mediterranean free trade zone. This is to be put in place
by 2010, through bilateral agreements between the EU
and individual partner states, complemented by bilat-
eral agreements between the SMPCs.

The Free Trade Area is an extremely ambitious
project, since large obstacles need to be overcome in
nearly all relevant policy fields. These problems are the
result of the stagnation of the Middle East peace process
and different EU and SMPC priorities. Moreover, there
are huge socio-economic discrepancies between the
industrialised countries and most of the SMPCs,
expressed in considerable differences in the key eco-
nomic, social and demographic indicators.3

The figures on average per capita income of the
countries of the southern Mediterranean region (cf.
table 1) vary substantially within this group of coun-
tries, but also, and especially, demonstrate how much
they are lagging behind Europe: average per-capita
income in the EU is about 10 to 20 times that of many
SMPCs.4 These figures hide phenomena such as wide-
spread poverty, disease and few development opportuni-
ties for large parts of the population _ which can lead to
the further aggravation of already existing social con-
flict and to political or religious extremism.

The Barcelona Declaration therefore stresses that
industrial modernisation and increased company com-
petitiveness in the SMPCs are key factors for the success
of the Euro-Mediterranean partnership. The EU has
made available substantial financial resources to sup-
port the necessary adjustment processes.5

Despite the on-going modernisation programmes,
the competitiveness of the SMPCs _ measured against
the level of development in the industrialised states and
the successful newly industrialising countries _ remains
low. This begs the question as to which possible courses
of action there are in the medium and long term to accel-
erate the modernisation process in the SMPCs.

1  Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Palestinian
Authority, Syria, and Tunisia; three further SMPCs (Malta, Turkey
and Cyprus) are now applying for EU membership.

2  The Political and Security Partnership aims at establishing a 'Peace
Zone' and stability in the Mediterranean region. The aim of the Social,
Cultural and Human Partnership is to contribute to the development of
human resources, to deepen understanding between the cultures and
to encourage an exchange between the civil societies in the countries
north and south of the Mediterranean. The Economic and Financial
Partnership is to be the main instrument in the creation of an 'area of
common prosperity' (Barcelona Declaration, 28 November 1995).
3  Cf. FEMISE: 1st Scientific Report, The Euro-Mediterranean Partner-
ship. Analysis and Proposals of the Euro-Mediterranean Forum of
Economic Institutes, Marseilles, Cairo, 1999.
4  Halving the current income gap, even in an optimistic scenario of
annual growth of per capita income of 5% in the respective SMPCs
and only 1% in Europe, would still take more than four decades.
5  From 1995 to 1999 (MEDA I), the 12 SMPCs were given a total of 4.4
billion euros in financial aid as well as 4.8 billion euros in credits from
the European Investment Bank. The MEDA II programme (2000-2006)
has made available some 5.35 billion euros. In 2000, the financial real-
locations were in the region of 880 million euros, of which 160 million
euros was allocated to regional co-operation and 720 million euros to
bilateral co-operation.
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The ability to innovate as a precondition for 
international competitiveness

International competitiveness is the ability of a national
economy to produce goods and services in free market
conditions that pass the test on world market, thereby
increasing real income for its citizens and achieving
high tax revenues.6 Above all, it depends on productiv-
ity growth in the companies located there.7 For interna-
tional competition is characterised by a new paradigm,

according to which knowledge- and technology-based
competitive advantages are more important for compa-
nies in the long term than low labour costs or ample nat-
ural resources. This paradigm is also becoming increas-
ingly true for the developing and newly industrialising
nations.8 A lead in productivity, in turn, is the result of
successful innovation processes in relevant technologi-
cal areas. In this context, technology encompasses not
only 'hard elements', such as technological equipment
and technical knowledge, but also the so-called soft ele-
ments, such as, for example, organisational and manage-
ment concepts, or the ability to co-operate and communi-
cate. Innovation is a complex process that includes the

6  Cf. M. E. Porter: The Competitive Advantage of Nations, New York,
1990; see also K. Eßer, W. Hillebrand, D. Messner, J. Meyer-Stamer:
Systemische Wettbewerbsfähigkeit. Internationale Wettbewerbsfähig-
keit der Unternehmen und Anforderungen an die Politik, DIE Berichte
und Gutachten 11/1994, Berlin 1994.
7  Cf. H. Trabold: Die internationale Wettbewerbsfähigkeit einer
Volkswirtschaft. In: DIW-Vierteljahrsberichte zur Wirtschaftsfor-
schung, Berlin, Heft 2-1995, pp. 169-185, and T. Hurtienne, D. Messner:
Neue Konzepte internationaler Wettbewerbsfähigkeit in Industrie- nd
Enwicklungsländern. In: K. Eßer et. al.: Globaler Wettbewerb und
nationaler Handlungsspielraum _ Neue Anforderungen an Wirtschaft,
Staat und Gesellschaft, Köln 1996, p. 50 ff.

Table 1

Selected Indicators of the Southern Mediterranean Partner Countries

Country
Area (in 1000 km2) 

1996
Population (mill.) 

1998
BIP (mill. US-$) 

19981
GDP per capita
(US-$) 19982

GDP growth (%) 
19993

Inflation rate (%) 
1999

Egypt 1 001 61 78 079 3 094 6.0 3.8
Algeria 2 382 30 49 585 4 548 4.6 2.6
Israel 21 6 100 031 17 767 2.0 6.1
Jordan 89 5 7 015 3 302 1.3 0.5
Lebanon 10 4 17 073 6 034 –1.0 0.2
Malta 0.3 0.38 3 564 13 386 4.1 2.2
Morocco 447 28 33 514 3 334 –1.5 0.7
Syria 185 15 17 899 3 276 –1.5 2.5
Tunisia 164 9 22 041 5 412 5.8 2.7
Turkey 775 63 189 878 6 298 –0.8 64.9
Cyprus 9.3 0.75 . 11 944 5.0 1.7

Country
Budget balance

(as % of GDP) 1999

Current account
balance

(as % of GDP) 1999

Real interest rate 
(%) 1998

Export
debt servicing

(as % of exports) 
1997

Foreign debt
(as % of GNP) 1997

Gross investment
(as % of GDP) 1998

Egypt –1.3 –2.9 5.8 10.4 28.0 21.1
Algeria 3.0 5.3 9.9 51.2 65.0 26.5
Israel –3.0 –1.6 5.2 19.9 . 20.2
Jordan –4.1 1.7 6.3 17.4 110.0 25.0
Lebanon –14.5 –9.9 15.0 47.1 32.0 26.7
Malta –10.6 –4.8 3.7 2.3 . 24.2
Morocco –2.2 0.0 6.3 39.9 53.0 22.5
Syria –4.0 –2.5 3.3 2.6 114.0 22.8
Tunisia –0.6 –2.5 2.9 17.0 58.0 25.0
Turkey –12.0 –0.1 –4.4 23.0 43.0 24.8
Cyprus –5.5 –6.2 3.8 8.9 . 18.0

1 Data for Malta relate to the GNP (in million US$) for 1998. — 2 Purchasing power parity. — 3 Changes compared to the previous year.
Sources: FEMISE 2000; World Bank 2000; DIW Berlin 2002.

8  Recent studies relate the low international competitiveness of the
SMPCs explicitly with systemic deficits and their effects on the level of
technology. Cf., for example, FEMISE, 1st Scientific Report…, op.cit.;
D. Weiss, U. G. Wurzel: The Economics and Politics of Transition to
an Open Market Economy. Egypt, Paris, 1998. Also U. G. Wurzel,
Ägyptische Privatisierungspolitik 1990-1998. Geber-Nehmer-Konf-
likte, ökonomische Strukturreformen, geostrategische Renten und poli-
tische Herrschaftssicherung, Hamburg, Münster 2000.



101

creation, diffusion, and translation of technological
knowledge into new products, production methods,
organisational patterns and marketing concepts. Inno-
vation researchers and politicians therefore increasingly
embrace the whole spectrum of elements of the socio-
economic system that are significant for innovation.

Systemic innovation policy

The science and policy concept of innovation systems
supports this approach. National innovation systems are
'networks of institutions in the public and private sec-
tors whose activities and interactions initiate, import,
modify and diffuse new technologies.'9 Below the level
of national innovation systems are systems with compa-
rable features _ primarily regional and sector- or tech-
nology-specific sub-systems of the national innovation
systems, in the shape of so-called clusters or networks of
companies and associated actors. These consist of com-
plementary companies and organisations that provide
different contributions to a common value-added or
innovation activity (in addition to companies, for exam-
ple, this includes universities, research institutes, pro-
viders of knowledge-intensive services and transfer
institutions).

The efficiency of innovation systems depends to a
great degree on the ability of the actors involved to
change existing institutions in reaction to new demands
and to overcome institutional inertia. Not only compa-
nies, but also governmental and semi-governmental
organisations, are important actors in, or elements of,
innovation systems.10 For this reason, it depends not
only on markets giving companies the 'right' incentives.
A policy that supports the innovation efforts of compa-
nies, by providing an appropriate scientific and techno-
logical surroundings, is just as vital.

Weakly developed innovation systems in the 
SMPCs

In many SMPCs, the innovation systems are character-
ised in particular by heterogeneity and a lacking ability
to interact. Often, therefore, the preconditions for effi-
cient technological learning and innovation processes
are not in place.

Firstly, the individual elements are frequently under-
developed. As a result of deformed incentive structures
(such as protectionism, an inflated and inefficient state
sector, client and patronage conditions), there are,
among local companies, virtually no 'Best Practice' per-
formers, i.e., companies that achieve above-average per-

9  C. Freeman: Technology and Economic Performance: Lessons from
Japan, London 1987, p.1. Cf. also: B.A. Lundvall: National Systems of
Innovation: Towards a Policy of Innovation and Interactive Learning,
London 1992.

Table 2

Social Indicators of the Southern Mediterranean Partner States

Country

Malnutrion 
among chil-

dren (as % of 
children 

below five 
years)

1992-97

Life expectancy at birth
(in years)

1997

Illiteracy rate
(% of the population

over 14 years) 
1997

Rate of school registrations, 
1996

Share of the 
population 
with access 

to clean 
water (in %) 

1995

Share of the 
population 
with access 
to sanitary 

installations 
(in %) 1995Men Women Men Women Primar Sekundar

Egypt 15 65 68 35 60 93 68 84 70

Algeria 13 69 72 27 52 94 56 . .

Israel . 76 79 2 7 . . 99 100

Jordan 10 69 73 8 18 . . 98 98

Lebanon 3 68 72 9 22 76 . 94 97

Malta . . . . . . . . .

Morocco 10 65 69 41 67 74 . 57 68

Syria 13 67 71 13 43 91 38 88 71

Tunisia 9 68 71 22 44 98 . 90 80

Turkey 10 67 72 8 26 96 50 . .

Cyprus . . . . . . . . .

Source: World Bank 2000.

10  Cf. B.A. Lundvall, S. Borrás: The Globalising Learning Economy:
Implications for Innovation Policy. Report based on Contributions
from Seven Projects under the TSER Programme, Brussels 1997.
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formance and are guided by the demands of interna-
tional competition. Public education and research estab-
lishments are frequently in bad condition. In addition to
the lacking necessary financial and technical provision,
there are no incentives for high-quality training and an
orientation of scientific work addressing the real needs
of the country, in particular the economy. In this con-
text, adverse socio-cultural norm and value systems
play a part, as do the authoritarian political patterns of
rule that limit the freedom of teaching and research.
Other important organisations (such as industrial R&D
associations, transfer points, other associations) are
often virtually non-existent or become instruments serv-
ing specific interests.

Secondly, in the SMPCs, elements of innovation sys-
tems are barely linked with each other; as a result, the
fundamental preconditions that distinguish systems
able to function are missing. The integration of educa-
tion, science and research, transfer institutions and eco-
nomic units are rudimentary. To this must be added the
fragmentation and inefficiency of administrative struc-
tures.

The accelerated establishment and integration of ele-
ments of innovation systems must therefore be a prior-
ity. However, in most SMPCs, the awareness for this pri-
ority does not yet exist.11 This implies that an appropri-

ate sensitisation of actors relevant to the innovation
process from the economic, political and scientific areas
must be initiated.

Euro-Mediterranean co-operation
in innovation policy

The establishment of companies that can withstand the
demands of world market competition in a sustained
manner is a process directed by the market, which can
be supported by politics only to a certain extent. How-
ever, the establishment of innovation systems requires
goal-oriented and co-ordinated political action. The
extent to which SMPCs can utilise the more recent expe-
riences of the EU's science, technology and innovation
policy to develop promising industrial connecting strate-
gies is an area that merits examination.

The Tunisian Modernisation Programme

Tunisia was the first SMPC to sign a free trade agreement with the EU in 1995.  This agreement stipulates a 
staggered reduction in tariffs for various goods. In fact, it has already been possible since 1996 to import certain 
investment goods under preferential conditions; the duty-free import of consumer goods competing with Tuni-
sian goods will only come into force after 12 years.

In Tunisia, the free trade agreement was the starting point for a 10-year development and adjustment pro-
gramme (Programme de Mise à Niveau, or PMN). This programme was partly modelled on the example of Por-
tugal; in the 1980s, that country had succeeded in equipping its economy in this way to face competition within 
the EU. The PMN distinguishes between various categories of business. Thus around 40% of businesses were 
classed as basically competitive and therefore as not requiring any special development support. A further 30% 
were not expected to survive the forced selection process of the free trade agreement. The remaining 30% 
(around 2200 businesses) were defined as the PMN's actual target group. Under the PMN, these companies, 
which are basically suitable for development, are offered around 70% of the costs of a business diagnosis and 
subsequent action plan. Once this plan is accepted by the development institutions and the bank guarantees its 
financing, staggered investment allowances are granted, e.g., 50% for the acquisition of measuring and testing 
equipment, information and communication technology and linked activities (e.g., website creation, electronic 
trade). Subsidies of up to 70% are granted for non-material investments (e.g., certifications, marketing, further 
training, technology transfer).

The Tunisian adjustment programme is supported as a co-ordinated action by nearly all EU countries as well as 
by the European Union and other multilateral donors. In addition to the development support for businesses, 
the PMN also stipulates the modernisation of company-relevant infrastructure (e.g., universities, technology 
centres, etc.). The programme has become a model for other SMPCs.

11  The analysis of the basic conditions in most SMPCs leads to the
conclusion that in both economy and society there are generally mas-
sive socio-economic and socio-political impediments to the necessary
learning and innovation processes that could lead to the development,
adaptation, diffusion and application of technologies. Cf. also: U. G.
Wurzel: Ägyptische Privatisierungspolitik, op. cit., p. 147 ff.; also
H. Knaupe, U. G. Wurzel: Potential Building. Private Ansätze zur
Reform des ägyptischen Bildungswesens, Leipzig 1994.

Box 1
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While in Europe the systemic understanding of inno-
vation now clearly determines policy to increase compet-
itiveness (see Box 2), systemic innovation policy in the
activities of the Euro-Mediterranean partnership has so
far hardly been brought.

Innovation policy under the conditions
of 'catching-up' industrialisation

In addition to the significance of radical innovation, the
potentially revolutionising effect of the diffusion of
existing technologies between economic sectors and
regions is also considered to be extremely important in
innovation policy.12 For the technological development
of the SMPCs, this is initially the appropriate strategy.
Such 'catching-up' innovation places great demands on
the creativity and flexibility of companies and must
under no circumstances be understood merely as pas-
sive 'take over' processes. However, the respectively nec-
essary learning processes in companies, the critical
knowledge input and co-operative relationships, and the
appropriate development instruments differ depending
on whether it is a technology takeover by an imitator or
the pioneer strategy of a first-time innovator. The suc-

cess of the pioneer depends above all on access to
research results, but also on his ability to continuously
develop research capacities and integrate these in new
ways. In the case of the imitator, the ability to choose
the right technology as well as mastery of the engineer-
ing and management side of the production process are
decisive; these, above all, presuppose efficient relation-
ships with clients and providers of equipment.

Technology centres or other transfer organisations
in particular can support the distribution of existing
technology, which explains their great popularity in all
relevant development programmes. However, transfer
organisations cannot replace direct relationships
between companies during technology transfer; they can
only initiate or facilitate these. Development pro-
grammes for imitators must have as their starting point
the ability of companies to learn and co-operate. With
regard to the transfer of modern technologies, foreign
direct investors are among the most important co-opera-
tion partners for companies in the SMPCs.

Private European investment
and technology transfer

In the participating countries, the hopes for greater for-
eign investment in the SMPCs and resulting technologi-
cal spillover effects and development impulses are
linked with the establishment of the Euro-Mediterra-
nean Free Trade Area.13 In addition to positive struc-
tural effects, an acceleration of technology transfer in
particular is anticipated. However, the investment by
foreign companies in developing countries does not
automatically contribute to more efficient structuring of
the national innovation system: although the plants of
foreign investors in the SMPCs for the most part apply
modern technologies and management methods (e.g.,
ISO 9000 quality management, or ISO 14000 environ-
mental management), their economic integration with
the rest of the economy _ above and beyond the utilisa-
tion of the domestic labour force potential _ is very
weak. Consequently, intermediate goods are frequently
exclusively imported, and most company functions out-
side the realm of production _ such as development,
design and marketing _ remain abroad (the 'extended

12  In innovation policy, the understanding of innovation goes far
beyond the economic application of the results of scientific-technologi-
cal research. Not only technological progress drives innovation for-
ward; new customer needs and regulatory or overall economic basic
conditions are just as important; in the case of the SMPCs, for exam-
ple, new competitive conditions as a result of the Free Trade Area.
Innovation is therefore understood to be the 'process in which compa-
nies master and transpose the development and production of goods
and services new to them, independently of whether these are also new
to their domestic and international competitors' (L. Mytelka: Competi-
tion, Innovation and Competitiveness. A Framework for analysis, in:
L. Mytelka (ed): Competition, Innovation and Competitiveness in
Developing Countries, OECD, Paris, 1999).

Table 3

Status of the EU Association Agreements with 
the Southern Mediterranean Partner States

Partner countries Status

Malta; Turkey; Cyprus agreements in force, simultaneously 
recognised as EU applicant states

Tunisia; Palestinian Authority in force

Israel; Morocco almost in force

Jordan; Egypt proceedings through ratification

Algeria; Libanon; Syria negotiations complete

Source: DIW Berlin, 2002.

13  On the forms of technology transfer via foreign direct investment,
cf. United Nations/UNCTAD: World Investment Report 2000. Cross-
border Mergers and Acquisitions and Development, New York,
Geneva 2000, p. 172 ff. Despite hopes to the contrary, however, espe-
cially the Arab SMPCs lag behind the other economies in attracting
foreign direct investment. Cf. U. G. Wurzel: The Lack of European
Direct Investment in Arab Countries: Recent Tendencies and a Tech-
nology-Related Explanation, in: Asien, Afrika, Lateinamerika 29
(2002), 1. 
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workbench'). Foreign investment has until now often
contributed to the fragmentation of the national innova-
tion system, as described above, in specific ways. There
is transnational technology transfer from north to south,
but not a diffusion of these technologies beyond com-
pany boundaries into other areas of the host country's
economy.

It is thus important to ask how the diffusion of tech-
nology and the integration of foreign investment into
the national innovation system can be increased through
appropriate incentives and support measures.

Possible elements of future
Euro-Mediterranean innovation policy

Against the background of the EU's experience in inno-
vation policy, as described above, it is possible to outline
elements of a future Euro-Mediterranean innovation pol-
icy. It is paramount that all the measures are not pur-
sued in isolation, but, in the interests of optimum lever-
age, are incorporated into the modernisation measures
already in place in the SMPCs under the MEDA pro-
gramme.

The EU's Innovation Policy: from Linear to Systemic Approach

The development of national innovation policies in Europe clearly shows the gradual operationalisation of the 
systemic analysis approach, from a theoretical model through to a wide range of co-ordinated political instru-
ments. This tendency towards systemic intervention applies to an even greater extent to the EU's innovation 
policy, which, because of its supra-national orientation, targeting the convergence of national systems, is partic-
ularly interesting.

Under the keywords of 'valorisation of research results', the linear model (from basic research via applied 
research through to industrial application) shaped the philosophy of  development support until the mid-1990s. 
In addition to the valorisation-oriented VALUE programme, the 'Strategic Programme for Innovation and Tech-
nology' (SPRINT), initially located outside the EU research framework programmes, was the first systemic con-
cept to be transposed. As a sort of 'Policy Laboratory', SPRINT tried out a large number of experimental 
measures, in which the emphasis was on EU-wide integration of different actors (technology brokers, technol-
ogy parks and technology centres). SMEs were the most important target group, and SPRINT offered special 
measures such as 'Managing the Integration of New Technologies' (MINT) or a distribution programme for the 
diverse methods of business innovation management.

The EU paid particular attention early on to the regional dimension of innovation policy. Here, the acceleration 
of the transfer of experience from the EU member states leading in technology to the less advanced countries 
of the Union was a priority. Under the experimental Action Programme 'Regional Innovation Systems' (RINNO) 
'good practices' in efficient interplay of innovation actors were identified at the regional level and distributed 
throughout Europe.

Over the past few years, these approaches have been further developed under the 'Innovation' programme, 
and, wherever possible, integrated into the European development programmes for research, regional policy, 
industry and SMEs. The 'Green Paper' and the 'European Innovation Action Plan' were milestones in this con-
text. The instruments of the Innovation Programme include:

The EU-wide network of about 80 'Innovation Relay Centres', which support SMEs in the transnational transfer 
of innovative technologies.

The networks of European regions, such as 'Innovating Regions in Europe' and 'Regions of Excellence’ 
(PAXIS).

The 'European Trend Chart on Innovation' as a learning platform for innovation policy specialists from the mem-

ber states with the 'European Innovation Scoreboard' as an important instrument.1

The systemic innovation policy approach now defines the style of European innovation policy, for example in 
the area of norms and standards. Here the development of a 'command and control' system to the participative 
'self-regulation' of the economy has without doubt contributed to a strengthening of the ability to innovate. Effec-
tive dialogue structures between research, economy and politics have by now become a firm part of EU-com-
pany policy.

1  See also www.cordis.lu/innoation-smes

Box 2



105

For the period 2002 to 2005, the 'Innovation, Tech-
nology and Quality' initiative has been planned under
MEDA (EURO-MED ITQ). This aims at the integration
and strengthening of existing technology centres. More-
over, additional measures could be grouped under an
experimental programme comparable to the earlier
SPRINT programme. Such a programme should make
those innovation policy instruments developed for the
EU usable in its Mediterranean policy and open up
existing instruments under the 'Innovation' programme
to the SMPCs. Of particular interest would be the open-
ing up of the EU-wide network of 'Innovation Relay Cen-
tres' to the Mediterranean countries, which could pro-
vide the EURO-MED ITQ programme with impulses.
Isolated development measures for regional Gründerzen-

tren (founding centres) that are already in place in the
SMPCs could benefit from an exchange of experience
with the European PAXIS and 'Innovating Regions' net-
works. The innovation policy learning process in the
region could be organised as an extension of the 'Euro-
pean Trend Chart on Innovation'. And a network of
technology transfer establishments at higher education
facilities, only very recently launched under the 'Innova-
tion' programme, would be suitable to guarantee the
transfer of experience to appropriate points in the
SMPCs. Opening up to the south European dialogue
structures for standards and regulations, as well as cer-
tain thematic networks of EU research programmes,
would also be suitable.

It is also important to utilise private direct invest-
ment for a more efficient transfer of technologies and

management methods. The newly located businesses
could contribute to 'external upgrading' through a more
intensive exchange of goods and services with the econ-
omy of the host country, and to 'internal upgrading'
through the expansion of the company's functions
located in the host country (ideally engineering or R&D
departments). Examples of such positive effects of for-
eign investment could be promoted through 'Good Prac-
tice' programmes, which create publicity. On the indus-
try side, a type of voluntary 'Code of Conduct' for inves-
tor strategies distributing innovation should be contem-
plated.14 Appropriate incentives could be incorporated
into existing credit programmes as accompanying meas-
ures. And national industrial location agencies in the
SMPCs should make this strategy a main priority in
their negotiations with investors.

Bilateral or multilateral personnel exchange, educa-
tion and further training projects could complement
these approaches. The aim would be to open up possibil-
ities for technology transfer and technological learning
for the SMPCs through concrete, goal-oriented scientific,
technological and economic activities, and to support the
fast distribution of results of the Euro-Mediterranean
scientific and technology dialogue in the region (espe-
cially via south-south co-operation).

Table 4

Foreign Direct Investment in the Southern Mediterranean Partner States
In mill. US-$

Country 1990 1991 1992 1993 1994 1995 1996 1997 1998

Egypt 734 253 459 493 1 256 598 636 891 1 076

Algeria . 12 10 –59 22 –24 447 630 500

Israel 101 350 539 429 355 1 306 1 389 1 455 1 839

Jordan 38 –12 41 –34 3 13 16 361 223

Lebanon 6 2 4 7 23 22 64 150 230

Malta 46 77 40 56 152 183 325 128 130

Morocco 165 317 423 491 551 332 354 1 079 258

Syria 71 62 67 176 251 100 89 80 100

Tunisia 76 125 526 562 432 264 238 339 650

Turkey 684 810 844 636 608 885 722 805 807

Cyprus 734 253 459 493 1 256 598 636 891 1 076

Sources: FEMISE 2000, United Nations: World Investment Reports 1995-1999; DIW Berlin 2002.

14  The OECD's 'Guidelines for Multinational Companies' already con-
tain relevant orientations in the chapter on 'Research and Technology,'
see www.oecd.org/deutschland/dokumente/leitsaetze.pdf
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Utilising transnational regional synergies

Research policy in Europe has been supranational for
decades, and a transnational co-ordination of national
research policies is necessary to utilise this potential
fully. This, however, has become completely operational
only quite recently. The positioning by the European
Commission of the Sixth Research Framework Pro-
gramme as a contribution 'towards a European
Research Area' has received an overwhelmingly positive
reaction from member states.

The SMPCs could implement this development in an
accelerated fashion. The relatively small national econo-
mies of the Mediterranean area should focus in particu-
lar on regional co-operation in science and technology to
concentrate scarce resources.15 A pragmatic approach
would be to drive forward the formation of structures in
the SMPCs at the level of sectors or technology-specific
clusters transnationally. Initial activities could take
place in technological areas in which the countries
involved have already attained a certain level of devel-
opment.16

Outlook

The Spanish government, under whose leadership the
Barcelona Process was started six years ago, holds the
EU presidency again during the first half of 2002. It has
announced that an intensification of this process, and
especially the development of the ability among SMPCs
to innovate, is a focal point of its presidency. An "Indus-
trial Summit" is set to take place in Istanbul in March
2002, traditionally organised by the industrial associa-
tions in preparation for the biannual Euro-Mediterra-
nean industry ministers’ conference, which will take
place in Malaga in April 2002. Preliminary discussions
indicate that a positive signal for a future Euro-Mediter-
ranean science, technology and innovation policy will
result.

If Europe is ready to pass its innovation policy expe-
rience on to the SMPCs and possibly to extend the

MEDA programme to include relevant instruments, this
could decisively contribute to strengthening the compet-
itiveness of the southern partner states _ the most
important precondition for co-operativ relations between
the two regions that would promise long-term success.
However, if it should prove impossible to reduce the
technological lagging behind of the SMPCs compared
with the EU, as stated in the Barcelona Declaration, this
could threaten the implementation of the planned Free
Trade Area as the key element of the Euro-Mediterra-
nean partnership. All the advantages that such an open-
ing up could bring to a national economy could be wiped
out by the negative consequences of technological and
competitive weaknesses.17 If, therefore, the SMPCs were
to create a Euro-Mediterranean Free Trade Area with
the EU in approximately 10 years’ time, without having
significantly increased their competitiveness, far-reach-
ing bursts of de-industrialisation would threaten, and
the SMPCs could not bear the internal risks that this
would engender.18 In the long term, the social and politi-
cal conflicts resulting from economic problems in and
between the southern Mediterranean partner states
could have immediate negative effects on Europe.
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15   Cf. U. G. Wurzel: 'The Lacking Dimension' _ Neuere Erkenntnisse
systemischer Innovationstheorien und ihre Implikationen für die euro-
Mediterrane Wissenschafts- und Technologiekooperation, Diskussion-
spapiere am Fachgebiet Volkswirtschaft des Vorderen Orients 79,
Freie Universität Berlin, Berlin 2000.
16   It must be noted, however, that even intelligent technology policy
strategies, which are conceived as very sensible with a view to the
techno-economic dimension, will only achieve partial successes as long
as the general socio-economic and socio-political basic conditions
remain unchanged. Cf. also U. G. Wurzel, Ägyptische Privatisierungs-
politik, …op.cit.

17  Cf. A. Smith, T. Venable: Completing the Internal Market in the
European Community, in: European Economic Review, 32 (1988), 7,
pp. 1501-1525, and M. Bonazzi, S. Gomez y Paloma: The EU and the
Mediterranean Region: A future Dilemma? in: ITPS report 14 (1997)
pp. 36-44, FEMISE: 1st Scientific Report, op.cit.
18  Two negative scenarios are possible: either the shock of the over-
whelmingly powerful European competition leads to massive eco-
nomic, social and therefore also political crisis scenarios in some
SMPCs, when the governments could see themselves forced to leave
the partnership project for domestic policy reasons, or the political
decision makers in the states concerned anticipate these threats early
on and do not initiate the serious implementation of the corresponding
agreements right from the beginning. This would also lead to a col-
lapse of the partnership. Regarding blocked economic reforms in the
SMPCs for domestic policy reasons, cf. U. G. Wurzel, Ägyptische Pri-
vatisierungspolitik, op.cit.
19  The co-author of this article is employed in the European Commis-
sion's "Innovation" directorate. His contribution to this article was the
result of a break of several months from his work there. In this article,
the co-author gives his personal view and not necessarily the official
position of the European Commission.


