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THE BRDE

The Bank for Reconstruction and Developmaent of Europe

Introduction

The historic changes now taking place In Eastern Europe affect
the Europsan Community cruclally, as well as Western democracles
In general. MaJor efforts are called for In order to support
these ovents. -

The challenge has been taken up promptly and a particular role
was assigned to the Commission at the “Arche™ Summit of July
1989.

The President of the European Councl! presented a number of
proposals at Strasbourg In December, one of which was for the
establishment of a ®“Bank for Reconstruction and Development of
Europe”™, as an integral part of the Western response to the need
for large-scale action In support of the Eastern European
economles. '

The proposed Instltutlon was endorsed by the Europsan Councli! In
December, which called for detalled proposals to be prepared for

mld-January.

The present communlcation sets out the main lines for a European
Communlity positlon on the new bank's possible terms of
reference, bearing In mind the necessity to deslign an Iinstrument
which wlli attract support from countries outside Europe
(especallly the US and Japan) as well as of the East European
countrles themseives. Sl

It concentrates on those questions which are stil! open
concerning the creation of the new bank, on the basls of three

documents:

’

the Conclusions of the Preslidency In Strasbourg

a raport on the Bank submitted by the French presidency, and

a draft set of statutes clrculated by France In view of the
Parls meeting of 15/16 January. The same document will be
examined by a Councll HIgh Leve!l Group on January 9.

The objectives of the Bank

According to the Strasbourg Conclusions the objectives shall be
to promote investment In the productive sectors ("les
Invest Issements productifs et <concurrentiels”). This, which Is
assumed to cover service activities, requires two
qualifications:~ o

The new bank should be able to finance Infrastructures becauss:

adequate provislion of such Infrastructure s essentlal for
a successful private sector, especlally for  prilvate
lnvestment; and

Vv



RCV BY:EC/WAS

’

v 1= 4-80 7 15:06 32 2 2301069y~
- -

¥ Infrastructure In Eastern Europe Is In a véry poor state
and the need for new Investment Is very high.

The new bank could flnance programmes as well as Individual
projects. In this case the purposes and conditlionallity of these
programmes would have to be consistent with operations by the
World Bank and |IMF, wlth Community medium-term flnanclal
assistance to Hungary, with EIB lending and with Operation
PHARE .

A dsvelopment Institutlon

In the view of those who Initlally proposed the Bank, It should
have a leading role In co-ordinating the ald efforts of the
International community.

The articulation of this possible role and Its relationship with
the present mandate of the Commission for the co-ordlination of
G-24 eofforts Is a matter of concern and hence discusslion.

It Is assumed that the Commisslion will continue to co-ordinate
the aid effort In fulfliment of the mandate of the Paris Summit.

A concesslonal wlindow

The French document suggests that the BRDE should be able to
manage speclal funds for such things as technical assistance,
health, education and tralining. The concesslional aid should be
glven on an ad hoc basis, |.e. for specific programmes In
speclfic countries. These mlight account for, perhaps, 1/10 of

the Bank’'s total activity.

The concesslonal window couLg be financed by an endowed fund of
the same time as the Intérnationa Development Agency (IDA) In
the World Bank group, replenished perlodically and kept
separately from the Bank's maln market-type activitlies. Part of
the BRDE profits will also be recycled through the concessional

window.

While the IDA grants a considerable amount of concesslional
finance, It only flnances the very poorest countries whose per
caplita jncome Is considerably below that of the potential East
European beneficlaries.

The criteria for application to this concessional window need to
be precisely determined whi¢ch will Jlead to a difficult
apprecliation of the various countries’ sltuatlions.

East European benaficlary countrles

A prieort, East European beneficlaries should also be
shareholders, which ralses the delicate probiem of so-called

“democratlic conditionality”.\/

So far Poland and Hungary have gone some way towards maklng the
necessary cholces and would be eligible from the outset.
Bulgarla, Czechoslovakla, DDR, Romania and Yugoslavia could also

be considered to be ready.

The USSR Is an Important case which needs speclal conslideration.

LVLRLv 1 1wV
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It must Dbe recognised that for some countries the

espousal of economic and political democracy is a fragile
phenomenon. A provision should therafore be built into

. the Statutes permitting beneficiaries to be suspended if

they renounce democracy and the market economy. A tough
decision will have to be made about beneficiaries who may

renege on their pro-democracy commitment.

Capitalisation

The document submitted by the  French.m-- talxs of

ECU 15 billion in subscribed capital of which 20 $ would
The

De paid in over a veriod of from 3 to 5 years..
amount of activity would be limited by. prudential ratios.
This could support lending of about ECU 3 billion a year
for about five years. After this point new loans could
only be made to the extent that earlier loans had been
repaid, or if the capital of the vank was iacreased.

This level of lending is possible because the bank would
fund itself on the capital markets whose guarantee of

being repaid would dJdepend on the fact that in case of
need the 80 % unpaid element of the subscribed capital
could be callad.

ta2rms of

ECU 3 billion of lendinyg per year represents in

loans per capitca vper annum :

Poland and Hdungary;

ECU 62 if limited to
ZCH) 26 if limited to East Europe;
ECU 7 if limited to Zast Turopa and USSR.

g comparas with avarage EIB loans within tne Community
of ZCTU 28 per capita -ger annum in 1988, and structural
fund contributions ©f 100 ECU in Objectiva 1 countries.

Shareholdings and maintenance of value

If tThe Community were® to e in the majority, bdbut oaly
just, 2 possible share split could be as follows :
3
43

12 Membar States
oI which the dbigyg Inur apout 3 § each
3

EC [(inciusive of EI2)
Total EC share 51
ZFEYA 3
Jzoan and USA l6
Dtrner O=C 7
Central ané Zast Turopa ' 18

of whicn USSR 3 %

i TOTAL 100
|~ ——
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@ I would re preferable i the whole capital were both

denominated and paid in ECUs.

If this 1is not possible for Central and East EZuropean
countries Ybecause of their shortage of convertible
currency, then they would have to pay in their locel
currency. In this case there would have to be a
maintenance of value clause in the statutes sO that those
countries who have not paid in ECUs would have to pay in
2axtra capital whenever their currency devalued.

8. The cost to the Community

Appropriazte entries would need to be made 1in the
Community budget : payments over the three or five years
2nd a token entry to reflect the possibility that the
unpaid element of the subscrived capital could in theory
o8 called at any time. The budgetary implication for the
2 (inclusive of tha LCI3) of the paid in capital is

48 MECUs per year over a 5 y&ar period, namely

(15 BECUs x 20% x 3%)/5 = 48ECUs.

Depending on the speed 2t which the intergovernmental
conference progresses provision could either be made in
the 1991 budget or if negessary the provision should be
made in a rectifying budget for 1990.

9. Procedure for creating the BRDE

The Conclusions of the presidency of the Strasbourg Zuro-
pean Council c¢all for negotiations to open ia Janueary
1990. The meetiny was indeed «called by President

Mitterrand for Januery 15-1G in Paris.

the twelve Member States coordinate

It is necessary that :
Irish Presidency will.

their position first. The
therefore call 2 meeting of experts on Tuesday January 9
in Brussels. The meeting will be oryanized by the

i Council, end attended Dby tha representatives oI
| Finance/Treasurv  HMinisters, assistead by financial

experts.

24 donor countrles and the beneficlary

Thils procedure wiil enable all
the full Intergovernmental

countries. to. pressent thel!lr views at
conference.



