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1. Introduction
M ethodology

Towards the goal to gather a better understandirntyeo banking structure and the regulatory
practices in place, the Working Group on Financsdrvices in the Euro-Mediterranean
Partnership developed a survey. This survey iscbasea questionnaire which was addressed to
the States of the MEDA region. The questionnaiokleal various topics related to the banking
regulation, supervisory institutions in charge &mel prevalent market conditions such as current
market data. Furthermore the jurisdictions wereedsto assess the compliance with the Core
Principles for Effective Banking Supervision (B1S)2n their countries.

The MEDA representatives made a significant effoprovide useful and meaningful answers to
the questionnaire. Their answers were compilednduthe meeting of the Working Group from
October 28 to 30 in Luxembourg.

Answers were provided by the following nine jurigehns:

Algeria

Egypt

Israel

Jordan

Lebanon

Morocco

the Palestinian Authority
Tunisia and

Turkey

The turnout of responses was very high so the tepam a position to reflect the situation in all
the above mentioned jurisdictions appropriately.wideer, in some exceptional cases the
guestions have not been answered by all the jatisds. If such data was not available in
particular countries, the report based its outcomé¢he answers received indicating the number
of responses.






Context

The European Neighbourhood Policy (ENP) is aimingsabstantially deepening the EU’s
relations with its neighbours. The EU offers thgghbouring countries a privileged relationship,
building upon a mutual commitment to common valugs;h as market economy principles,
better governance and sustainable developmentElhgpean co-operation and assistance with
the southern Mediterranean neighbours is embeddéeiIMEDA. The mutual interest of the EU
and the MEDA is to promote reforms towards progpestability and the rule of law.

The importance of the financial sector to economuiowth and development is now well
established.

Numerous studies, using various methodologies, fawal evidence that greater financial sector
development has a positive causal impact on keyroeaonomic variables such as growth,
productivity, and even poverty reduction.

The past decade has seen a rapid increase in tpeicainliterature investigating the links
between financial development and macroeconomicooogs. In a comprehensive survey of the
literature, three broad conclusions may be dravemfithese studies (Levine, 2085First,
countries with more developed financial sectorsagfaster. Through careful use of instrumental
variables and sophisticated econometric method@seWidence suggests that simultaneity bias is
not driving this conclusion; finance does seemaweha positive causal effect on growth. Second,
the degree to which a country’s financial systerbaesk-based or market-based does not matter
much. This does not necessarily imply that insonadl structure does not matter for growth;
rather, different institutional structures may lgimal for different countries at different times.
Third, industry and firm-level evidence suggestattbne mechanism through which finance
influences growth is by easing external financimgstraints on firms thereby improving the
allocation of capital.

Until the 1980s the financial sector was probabig of the sectors where state intervention was
most visible both in developing and developed coest In many countries, banks were owned
or controlled by the government, the interest rétey charged were subject to ceilings or other
forms of regulation, and the allocation of cred@ésasimilarly constrained. Explicit or implicit
taxation also weighted on the volume of financérmediation. Entry restrictions and barriers
to foreign capital flows limited competition. Sintleen, many countries have liberalized and
deregulated their financial sector, although thexess is by no means complete.

A healthy and dynamic financial sector is essentahchieving high and sustainable economic
growth in the Mediterranean region.

Preliminary Remarks on Banking Supervision and I ntegration

The regulatory framework of banking supervisiorb&sed on various international and cross-
border rules. The core elements of banking supervien an international scale are set out by the
Basel Committee on Banking Supervision. The most prominent rules are the Basel Accords
(Basel | dated 1988 and Basel Il dated 2004). Bis®ims to provide an up-to-date regulatory

! Levine, Ross, 2005, “Finance and Growth: Theory Bwidence,” in Philippe Aghion and Steven Durlads.,
Handbook of Economic Growth, Vol. 1 (Amsterdam, INgtands: Elsevier Science).
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standard for banking supervisors. Basel |l stidéahree pillars as stated below. The rework of
the European Directive relating to the taking ud @arsuit of the business of credit institutions
and the Council Directive on capital adequacy ofestment firms and credit institutions are
merged under the title ,Capital Requirements Divett under which the Basel Il regulations
have been implemented in European legislation a&adtaally national acts in all Member States

One of the main ideas of Basel Il are qualitatispegts in the field of banking supervision.
According to Pillar | credit institutions in the Eypean Union are obliged to reasonably value all
material business risks. The pillar 1l of Basalléiscribes the ongoing supervisory review process
(SRP) as a requirement for banking supervisiolGénmany for instance, the regulator (BaFin)
co-operates closely with the central bank (Bundelsp# achieve a flexible, risk-oriented and
high-quality supervisory process, which allows might latitude for the credit institutions to
design their risk management process and supghaseecessary changes to their workflows and
methods. Another pillar includes requirements geldise the banks’ qualitative and quantitative
information regarding equity capital and all reletesk indicators. This aims to improve market
transparency and thus also to reinforce marketplise and a successful good corporate
governance.

Pil Pil Pillar III
m m i discjpline
Capital requirements A Qualitative requirements ) o )
. and transparency
\/ and review \/

Valuation of assets and Ongoing

liabilities SUPETVISOTY review ,PUth
Solvency Capital process (SRP) dlsclos.ure
requirements Internal governance Supem:sory
Internal model sl @iiher reporting
Capital qualitative

requirements

N N o

Another tool for enhanced and effective bankingesvigion are thd3lS 25 Core Principles for
Effective Banking Supervision originally publishday the Basel Committee on Banking
Supervision in 1997 and revised in 2006. In an agdpeto the questionnaire the MEDA
jurisdictions were asked to indicate whether and/fbich extent their jurisdiction complies with
each of the 25 Core Principles. The very large nigjof answers to the 248 items (94 %) is
positive or “compliant”. This point will not be deloped further more in this report in this
regard.

Within more than five decades the European Commuras managed to create an integrated
cross-border European market entailing the 27 Euhber States as well as the 3 EEA Member
States thus encompassing thirty European States.Arba is based on the so-called “four

freedoms”, the freedom of goods, persons, serviees, capital. The realization of these

freedoms was the foundation stone for an integratatket also referred to as Single European
Market.



European integration

The Single European Market on banking has beerewaetiisteadily by the implementation of
several European directives. National obstaclesbamders have been diminished continuously
to allow a free float of banking services. This cept has been institutionalized by the so called
“European Passport” basically requiring only oreefise issued by the competent administrative
authority of the Home Member State. Thus the criegdiiitution is in a position to also e.g. open
branches or offer banking services in other Mem8t&tes without going through another
authorization or approval procedure by the Host Menttate in which the bank envisages to
operate. The authority of the Host Member Statstérthe licensing procedure undergone in the
Home Member State due to a level playing field lecp. The implementation of the European
banking directives ensures that basically the seegairements and rules are in place across all
Member States. Thus one can easily presume thaathe set of rules are adhered to no matter
which of the European supervisory authority hasiabt been in charge so there is no need for
any other authority to reopen the question of aughtion. These circumstances speed up the
pan-European process significantly and ensuretgehigvel of flexibility for the banks.

Recent economic developmentsin MEDA region

The main characteristics of the financial systemthe Maghreb region are common to the whole
region and include the following: (a) bank dominarand heavy public sector presence in most
countries; (b) limited financial sector opennessame countries; (c) bank soundness exhibiting
significant cross-country variations; (d) publicnka burdened with inefficiencies and a high
level of nonperforming loans (NPLs) in certain ctigs; (e) still embryonic fixed-income and
equity markets, [...] [in some countries]; (f) nascastitutional investor industry and generally
underdeveloped microfinance; (g) shortcomings ie {agal, regulatory, and supervisory
frameworks despite tangible progress; and (h)gelgircash-based payment systems that is being
modernized (Tahari & al., 206)7

The MEDA countries are at various stages of ecooodevelopment and have different
endowments of natural resources. The economicmefdhat have been already undertaken over
the past two decades have generally achieved n@mromic stability and contributed to raising
growth in some countries. The growth dividend hesrbdispersed: Growth in GDP per capita in
purchasing power parity (PPP) terms in the regiaa &ccelerated somewhat during the past
decade though the pace of growth varies dramati€aiible 1).

Financial systems have developed substantialligendst decade. Countries to different degrees,
have improved their legal and regulatory framewpnisvatized state banks, and enhanced
competition in the financial sector.

In quantitative terms, the average domestic cnadivided by the banking sector to GDP ratio

(except two countries) combined rose from 65 pdroerd995 to 89 percent in 2006, when the

2 Tahari & al.,,Financial Sector Reforms and Prospects for Finahdntegration in Maghreb CountriesIMF
Working Paper WP/07/125



domestic credit to private sector to GDP ratio rosaverage from 42 to 55 percent for the same
period (Table 2).

The volume of credit is not an indicator to be takes sufficient alone; in some countries of the
area, the level of non-performing loans (NPLs) rasiamportant, in spite of some recent

important improvements. For example, the NPLs tsgiloans ratio is 32.4 in Algeria (as of end
2005), 20.9 in Tunisia and 10.9 in Morocco as af 2806 (Tahari & al., 206Y.

2. Outcome of the Questionnaire
Institutionsin Charge of Banking Supervision

Each jurisdiction may assign one authority or cefafing institutions to carry out banking
supervision. These duties may lie with the cenbahk or a specific financial supervisory
authority in charge of banking or following the cept of integrated supervision an integrated
regulator.

The vast majority, six jurisdictions indicated thmtnking supervision is carried out directly by
the central bank. In most of the cases the ceb&mak plays a key role as independent institution
which is not accountable to a government body sagch ministry. This is also corroborated by
the fact that where the central bank is the superythe central bank is typically also in charge
of regulation (see below). Two jurisdictions on tbier hand designed a special body as a
banking regulator whereas another one stipulatesdependence between the central bank and a
supervisory entity. In that case the supervisi@poasibilities are split between the Central Bank
and another authority in a joint approach.

Accountability of Supervisory Institutions

To define the status of an authority it is worthiwhib see to whom this entity is responsible or
accountable, e.g. in terms of reporting about gerations. Accountability to a prominent rank
may serve as an indicator for an institution’s diag.

In three jurisdictions the status of the authoistgxpressed by the fact that reference is made to
the Head of State in that concern. In two otheisglictions accountability is addressed to the
Governor of the central bank. In another jurisdictireference is made to the State Council,
another one foresees reporting to the Council ofi$ters and Parliament.

Legal Liability of Supervisors

This item addresses the question whether the sigperin charge can be held liable for
administrative action or an omission of necessatiyity. The extent of liability both in terms of
threshold and addressees may vary in each jurisdicdome may also hold liable the employee
in charge whereas others may restrict the liabiitthe institution itself, the legal person.

All the respondents but one indicated that thepesusors are legally liable for their actions.
One of the jurisdictions giving an affirmative aresvelarifies that legal liability cannot occur as
long as the supervisor acts within the scope ofniission. Further specifications are not



provided. The answers do not aim to encapsulatevtiode liability system in each jurisdiction as
this would mean a very detailed description andipédation of legal provisions which would
not serve the purpose of this questionnaire.

Deposit I nsurance System

An effective deposit insurance or deposit protecsocheme may be of high relevance both for
boosting market confidence and integrity as welinggstor protection. The EU has covered the
statutory deposit insurance system in the Deposiaré@tee and Investor Compensation
Directives from 1994 and 1997. In the aftermathttedf recent financial turmoil the European
institutions are committed to further enhance tlepasit protection, the EU threshold per
depositor appears to increase ways above the ¢W262000 €. Furthermore as the European
Directive only stipulates minimum standards a nunmddeMember States have gone beyond for
investor’s sake. Also on an international scaleodégprotection has become a prominent issue.

However, to which extent such system is neededndispsignificantly on the market conditions.
While the majority of respondents gave an affirn@atanswer, three jurisdictions clearly stated
that they do not have an explicit insurance sysierplace. In one of these jurisdictions the
market circumstances did not call for such systerthare has been a surplus of liquidities so far.
The other two jurisdictions indicated that governita¢or central bank steps may be taken for the
sake of investors. Four out of the six respondeotdirming the existence of a deposit guarantee
scheme have certain thresholds in place up to whidleimbursement is safeguarded. This
underlines that the deposit protection mainly aiongrotect retail clients.

Legal Framework for Banking Supervision

This chapter focuses on the question which authaiin charge of licensing and compliance.
This item is related to the first question abovefuts a stronger emphasis on the particular field
of supervision.

The first question aims to point out which authprigives authorisation of banking
establishments, i.e. licensing. In five jurisdiasothe central bank is in charge of authorizing
banking establishments. In two jurisdictions theeather authority which is generally in charge
of supervision is also responsible for licensing.the other two jurisdictions authorization is
embedded with a different institution, i.e. a specouncil or the Ministry of Finance.

The second question raises the issue which institutas powers to address compliance with
(banking) laws as well as safety and soundnessecosic Except one jurisdiction, the same
institution is both in charge of licencing and cdiaipce.

Basel Accords Compliance

Since the Basel Accords are of utmost relevance,key part of the questionnaire was to verify
to which extend the jurisdictions have settled tloe respective banking requirements. In the
European Union the Basel Il requirements are icgkince 2007. It is in the discretion of the
credit institution whether the follow the Stand@pproach which to a great extent is similar to
Basel | or the Advanced Approach. So far a sigaiftcmajority of banks decided to apply the



Standard Approach while only a smaller number afkisaopted for the Advanced Approach
which may be more challenging for institutions esaity in the beginning.

All MEDA jurisdictions comply with the Basel | reqements.

All respondents expressed their commitment towdtds implementation of Basel Il. The
transposition is currently in place or should astebe envisaged in the near future. One
jurisdiction declared to review the Basel Il reg@uaments in the awake of the financial turmoil and
to adapt the rules if necessary. The respondedisaited that banks usually follow the Standard
Approach. In two jurisdictions the Advanced Approag explicitly only foreseen as of 2010.

Number of Banks

Globally, banking markets in the area have a neddbig size, and are diversified.

The amount of banks may serve as a good indicatath& degree of competition and to which
extent the citizens are in a position to rely onkiag service even though disparities in the level
of servicing may vary between urban and rural areas

The number of banks is two digits in all jurisdicts varying from 16 to 50. It varies from one
country to another, with an average of 32 per ayuaihd a standard deviation by 16.22 (Table
3). The smallest market in terms of number of baskMorocco with 16 banks whereas the
biggest number of banks is 64 in Lebanon.

Access to financial services is often low, trangactosts tend to be high and the legal basis for
collateral enforcement remains limited. These heenhain reasons why financial intermediation
relies heavily on retained earnings, thus limitggg@wth. This is particularly true for SMEs,
which very often have no other choice than relyangnternal and/or family finance.

In order to analyse the market and its exposuig aso worth knowing whether the market is
dominated by domestic banks or foreign banks algp @n active role. All jurisdictions do have
foreign bank exposure though the extent of fordignk business varies a lot. One jurisdiction is
dominated by domestic banks in a way that the dmigign banking subsidiary and the four
foreign banking branches only amass a total oftlesis 2% of the market share. As concerns the
other jurisdictions foreign banks have a stronganding. The figures of the market share or
assets of foreign banks provided by some othemresgmts lead to the conclusion that the vast
majority of market share is in the hand of domebtioks. A final conclusion cannot be drawn
since three jurisdictions could not specify the keashare.

Size of the Banking System

To determine the position and power of a countiogisking system it is helpful to see the relation
of the banking assets to the GDP as well as theslation between the banking assets and the
total financial system assets.

In the majority of jurisdictions the banking sectmsets represent more than the annual GDP. In
one country the banking assets amount to 362%eoh#tional GDP indicating a strong standing
of the banking sector in the economy, One jurigalictanges slightly below the annual GDP and
in two jurisdictions the banking assets represbougtwo third of the GDP (Table 4).
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Six out of the nine respondents also provided &guwith regard to the correlation of banking
system assets as a percentage of total finangtmyassets. In one jurisdiction the assets make
about 40% of the total assets (including governnimmds) whereas the other jurisdictions
indicated higher degrees. In the country with tighést participation of banking system assets
these represent more than 86% of the total asEaktde(4).

Accessibility of Banking

A well-developed banking sector ensures that theuladion has sufficient access to banking
services. The accessibility is typically expresbgdhe ratio of bank branches and the number of
inhabitants. The figure reflects the overarchintgation across each jurisdiction. Certainly the
accessibility may vary in different regions of eaxuntry, e.g. one may assume that the capital
and other major towns allow for higher accessiililowever, a further differentiation was not
chosen as these figures just should provide a genationwide overview.

A fine indicator of the market and in particulaetpotential access of the population to banking
services is given by the number of branches sergiregy 100 000 people : this figure varies
from 4 to 21,5 among MEDA countries (Table 5). Thégures are comparatively low taking
indications e.g. in European countries into accoumGermany for instance it is 47.6, 63.1 in
France and 57.6 in the Euro area. Nonethelessathlery industry is in an emerging process in
most of the MEDA countries which may go in handhwhigher accessibility in the future unless
other channels such as online services substhiataded of agencies to a greater extent.

This indicator shows then a broader banking stirecthan the single number of banks as an
indicator could have illustrated.

Government Ownership

To assess the banking sector in a country it ighweerifying to which extent the State or the
government respectively runs or owns a bank. Thengxf government activities may have an
impact on the competitiveness as well as the ses\w€ the banking industry.

This issue is to which extent the banks are comialdoanks, also referred to as private banks or
whether they are public banks.

This question led to a very diverse picture of MERAuntries. While three jurisdictions
indicated that they are no public banks whatsoeotfter jurisdictions reported about public
banks (Table 6). But even in those jurisdictionshwa public banking sector a wide disparity
exists to which extent these banks penetrated boewanking market. In the other six countries
the figures vary from 4% to 38% meaning that ineaf the countries the state-owned credit
institutions stay for the majority in number.

To really determine the government ownership asdniarket role it is also relevant to indicate
whether public banks are larger than the commetmaalks in the respective jurisdiction. The
lowest percentage is about 27% of all the bankssg®. In further two jurisdictions the banking
assets accumulate about 30% whereas another twiibct@ more than 40%, and in one
jurisdiction the public banking sector dominatesatoextent that it encompasses a maximum of
92% of the deposits and credits (Table 6).



The Competitive Environment

This chapter reflects the competitive environmeantriglicating the concentration of the banking
industry. A high level of concentration may stay festricted competition, on the other hand
these credit institutions may be in a better posito offer a wide range of products and services.

The study comprises the percentage of assets guuditleaccounted for by the largest, the three
largest and the five largest banks.

Out of the seven jurisdictions which provided figsifor the largest bank as regards assets two
jurisdictions indicate about 15% another threesglidgtions provide figures or roughly speaking
one quarter. Another one quotes 30% and in onetgptire biggest bank accumulates more than
37% of the assets. This country also provided @é&dor the two largest banks which is 56.3%.
Seven jurisdictions, too, indicated the assetdHersecond threshold, assets of the three largest
banks. While four indicated between 36 and 44%, the figueze 60% or above in three
jurisdictions going up to three quarté&s concerns the “top five” data is available fremght
jurisdictions. In three jurisdictions the figureange between 50 and 60%, one jurisdiction
indicated a concentration of the “top five” with asset percentage of 94%.

As concerns the percentage of deposits the questferred to the “top three” and “top five”
only. The seven answers received give a quite sivpicture again. In one jurisdiction the three
largest banks only make up 37 % % whereas fivesdigiions indicate a majority of assets
amounting up to more than 75%. Similar dispariippear when it comes to the top five banks in
this field. While all the answers indicate a maponf deposits accounting for the “top five” the
figures range all the way from 52 to almost 95%tHa latter case the top five banks are the
predominant credit institutions with barely any modeft for market share of others. Two
jurisdictions did not quote figures for the “topdi’ but for the eight largest and ten largest banks
respectively (Table 7).

Measured by the Herfindhal-Hirschman Index (sumsqfiared market shares of individual
banks’ assets) the banking industry shows a relgtiow concentration (Table 7).

Foreign I nvolvement in Banking

Both market concentration and share of state-rurkdare good indicators for the banking

sector. As mentioned before it may be worth knowimgrhich extent the banks are domiciled in
the respective jurisdiction or are from abroad ¢mnplete the picture. However, the domicile

alone does not express the actual ownership soqtlestion aiming to measure foreign

involvement focuses on the percentage of bankshndwie foreign-owned as well as the share of
foreign ownership in terms of bank assets.

In all jurisdictions foreign-owned banks are thenarity so that the market is predominantly
domestic. However the participation varies a Inotohe jurisdiction the number of foreign banks
is almost half of the total amount while the lowesimber is 7.7% only (Table 8).

Apart from the absolute number, it is also wortleting the actual bank assets that are foreign-
owned as a sheer number of foreign banks do natatedtheir market share in a country. In that
concern it is remarkable that six respondents atdit a lower threshold in terms of banking
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assets compared to the sole number of banks. Ihohtisese countries the actual banking assets
are roughly speaking only one third of the percgataf banks. That may indicate that foreign
banks have a lower market share than domestic-ownes. Only in one country the amount of
banking assetscompared to the totagxceeds the percentage of foreign-owned banks givin
those banks a comparatively high market share. Mexyeince this jurisdiction is the one with
the lowest level of foreign-owned banks (7.7%), pleecentage of bank assets is below one fifth
of the total amount.

Per missible Power s of Banks

Depending on the supervisory context and frameveoeklit institutions are allowed a different
range of activities. A jurisdiction may opt for warsal banking allowing a wide range of
financial services while it may also restrict thenks to particular fields of duty. The framework
would regulate whether the banks shall carry cagsital banking services only or also go across
this segment and also offer insurance activitieseat estate services. If that was the case the
regulator must take the wider field of operatiomoiraccount since the bank would then for
instance also act like an insurance undertakingnelleless even in case of separation between
banking and insurance companies the bank may algage in an insurance undertaking e.g. by
acquiring voting rights unless there is a furthestriction not to engage likewise.

The answers reflect a wide range of different ratquiyy approaches.

As concerns the first question whether banks dosvall to carry out securities activities such as
underwriting, dealing and brokerage services faustes and mutual funds the respondents
gave all sorts of possible answers. Two jurisdigictated unrestricted activities whereas two
others declared that those activities are proldbiehe other five jurisdictions indicated that

those activities were more or less permitted. Tin@nvars just aim to get a general overview so
that it cannot be specified to which extent pemditactivities differ from unrestricted ones. The
notion permitted may however imply that a bank ntake other factors into consideration while

executing services in this field while this complke test seems more remote in a fully
unrestricted environment.

The second question deals with insurance activétieh as underwriting and selling of all kinds

of insurance polices and acting as a principalgena Three respondents gave an affirmative
answer that this business is permitted. Threediati®ns allow for these services in a restricted
manner only. In one jurisdiction a bank is proleditfrom carrying out this business. Another

jurisdiction differentiates: while carrying out ir&nce activities as an agent is restricted, it is
prohibited to carry these services out as a praicip

The third question on real estate services ledl ®ogas of answers again. One jurisdiction offers
the option of unrestricted operating in real estdprices, another two jurisdictions permit this
business. Three jurisdictions take a restricted@gh towards carrying out this business. In two
states this business is prohibited for banks (T@hle
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Ownership Opportunities

How do credit institutions interact with companmsnon-financial background? This question
touches both the extent to which banks may padieipn non-financial firms and on the other
hand also whether such firms may hold a sharenkda

Two jurisdictions explicitly stated that banks aret allowed to own any non-financial firms.
Another jurisdiction makes a distinction betweem@ntional and Islamic banks. While
conventional banks are not allowed to do so, Istabanks may own such firms as this is
required in order to operate in line with Islam&nking principles. The other jurisdictions take
per se a more open approach towards ownership gees. However, the applicable rules and
regulations set certain limits for this kind of osvship. Four of these jurisdictions apply limits
according to certain thresholds such as a perceimaglation to the bank’s funds.

The other way round four jurisdictions allow nondncial firms to engage and own banks
without any further restrictions. One jurisdictioequires non-financial firms to totally refrain
from ownership in banks. The remaining four jurtsidins give a basically affirmative but
conditional answer. In these jurisdictions the omshg is restricted, e.g. two of these
jurisdictions foresee an approval by the superyigwstitution.

Rating of Banks

Significant banks which play a vital market roledlare active in the international arena are often
rated by international credit rating agencies. afing may be of high relevance to assess an
institution and its solvency. For an internatioe&posure it therefore matters whether the major
banks have got a rating.

In one jurisdiction all the ten biggest banks ated by at least one international rating agency.
Seven other respondents indicated that two toank® have been rated in their jurisdiction.

3. Conclusion

All countries are well aware of the importance asdarnizing their financial sectors and have
been implementing reforms for some time, with emaging results.

Essential Banking laws and regulations are nowlatein most countries of the region and
Central Banks are upgrading their oversight capatftanagement systems are becoming more
and more sophisticated and often include enhanskeéased supervision functions procedures,
with related manuals for supervision and trainihgtaff. Bank Corporate governance as well as
regulatory compliance with capital adequacy ratase significantly improved as a result of
staff better prepared to carry out their newlyodtriced or strengthened obligations.
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Despite progress and a number of successful refaeveral challenges remain and need to be
addressed to prepare the banking industry. Sontkeohecessary reforms would also facilitate
financial integration in the region accommodatihg énvisaged free trade:

- Strengthen the soundness of the banking systenal inountries. In particular it is
important to reduce the high level of non perforgninans, to restructure state-owned
banks, and to secure compliance with prudentiaisrul

- Increase competition in the banking system. Notakktensive state ownership and
restrictions on foreign bank entry stifle competitiand financial deepening in the region;
opening up the banking sector for commercial bdtkth for domestic credit institutions
and those abroad is a solution ;

- Deepen the financial markets where they are bamkitlted. Financial markets (money,
interbank, foreign exchange, equity, and securitieskets) are nascent or shallow in
most countries, and nonbank financial institutiare generally underdeveloped ;

- Upgrade financial sector infrastructure. In pafacuaccounting and auditing practices,
transparency and corporate governance, the legal jadicial framework, and the
payment systems need to be strengthened.

*kk
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Tables

Table 1. Gross national income (GNI) per capita, PPP (current international USD)

2000 2005 2006 2007 2007/2000 (%)
Algeria 5130 6 820 7 140 7 640 49
Egypt 6 886 8 638 9262 9 852 43
Israel 18 890 22 610 24 310 25930 37
Jordan 3270 4 480 4 850 5160 58
Lebanon 7 530 9480 9 610 10 050 33
Morocco 2560 3520 3860 3990 56
Syria 3150 3880 4110 4370 39
Tunisia 4 600 6 080 6 640 7130 55
Turkey 8 600 10 250 11 390 12 350 44
Euro area 25007 29 442 31029 32508 30
France 26 390 30 830 32230 33 600 27
Germany 25670 30 540 32 120 33530 31

Source : World Bank

Table 2. Indicators of financial development

Domestic credit provided by ~ Domestic credit to private sector

banking sector (% of GDP) (% of GDP)
1995 2006 1995 2006

Algeria 45 na 5 12
Egypt 81 99 37 55
Israel 78 76 65 89
Jordan 89 116 75 98
Lebanon 52 196 55 78
Morocco 79 78 48 58
Syria 48 33 11 15
Tunisia 71 71 68 64
Turkey 20 46 14 26
Source : WDI (World Bank)
Table 3. Banks

Banks owned by Partially or

the state (partly or National private totally foreign

end 2008 totally) : number banks : number banks : number Total

Algeria 6 2 11 19
Egypt 6 27 7 40
Israel 1 4 5 10
Jordan 0 15 8 23
Lebanon 0 54 10 64
Morocco 5 6 5 16
Palestinian Authority 0 10 11 21
Tunisia 10 4 11 25
Turkey 8 19 23 50
France 1 129 161 291

Source : MEDA countries and CECEI report 2008 for France
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Table 4. Banking assets

Banking system

assets as a

percent of total
Banking assets as financial system
a percent of GDP  assets*

2007 2007
Algeria 69.3 na
Egypt 121.0% 55.0%*
Israel 145.0 40,7
Jordan 239.9 na
Lebanon 362.0 75.7
Morocco 106.0 55.0
Palestinian Authority 180.0 na
Tunisia 92.0 86.4
Turkey 67.9 75.7

*: as measured by the sum of banking system assets, stock market
capitalization, and bonds outstanding

**: as of June 2008
Source : MEDA countries

Table 5. Measure of the accessibility of banking to the population:

serving every 100,000 people (2008)

Algeria 4.0
Egypt 43
Israel 15.0
Jordan 9.7
Lebanon 21.5
Morocco 14.9
Palestinian Authority 5.2
Tunisia 10.6
Turkey 11.5
Euro Area 57,6
France 63.1
Germany 47.6

Source : MEDA countries and ECB

Table 6. State presencein the banking market (%)

Part of banks Part of banking

owned by assets owned by
end 2008 government government
Algeria 38 90*
Egypt 15 47
Israel 4 30
Jordan 0 0
Lebanon 0 0
Morocco 24 27
Palestinian Authority 0 0
Tunisia 25 41
Turkey 14 30

Source : MEDA countries
* : deposits and credits
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Table 7. The competitive environment

Percent of
assets

Percent of
assets

accounted for by accounted for by
accounted for by the 3 largest

the largest bank banks

Percent of
assets

the 5 largest
banks

Percent of
deposits

accounted for by accounted for by
the top 3 banks the top 5 banks

Percent of
deposits

Measure of market
concentration by the
Herfindahl-Hirschman
Index

Algeria 37.7 na na na na na
Egypt 22.9 43.4 52.6 43.4 52.8 na
Israel 30.0 75.7 94.0 75.7 94.8 0.22
Jordan 23.6 46.3 58.9 50.5 62.3 na
Lebanon 14.7 37.6 53.8 37.4 51.8 na
Morocco 25.7 63.4 811 67.0 83.3 0.17
Palestinian Authority na 60.0 80.0 65.0 79.0 na
Tunisia 14.9 43.2 61.4 44.8 63.3 0.1
Turkey na na 59.8 na 62.2 0.088*
Euro area 54.7 0.1006
France 51.8 0.0679
Germany 22.0 0.0183

Source : MEDA countries and ECB "EU banking structures" October 2008

Table 8. Measure of foreign involvement in banking

Percent of banks Percent of bank
that are foreign- assets that are

2008 owned foreign-owned
Algeria 57.8 8*
Egypt 17.5 6.5
Israel 7.7 17.8
Jordan 34.8 11.2
Lebanon 15.6 4.3
Morocco 31.3 21.7
Palestinian Authority 52.4 52.0
Tunisia 35.0 27.6
Turkey 46.0 14.0
France 55.3 10.9

Source : MEDA countries and CECEI for France

* : estimate
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Table 9. Permissible power s of banks

Palestinian
Algeria Egypt Israel Jordan Libanon Morocco  Authority Tunisia Turkey

Securities activities (underwriting, dealing, and brokerage services for securities and mutual funds)
Unrestricted X X
Permitted X X X X X
Restricted X*
Prohibited X X

Insurance activities (underwriting and selling all kinds of insurance, and acting as a principal or agent)
Unrestricted
Permitted X X X
Restricted X** N X X
Prohibited X X

Real estate services (investment, development, and management)
Unrestricted X
Permitted X X
Restricted X X X
Prohibited X X X

*: mutual funds

** : maisons meres des filiales (agrément)
*** : agent : restricted, principal : prohibited
Source : MEDA countries
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