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Annual rneeting of the

The Board of Governors of the European Investment
Bank, consisting of one Minister from each of the ten
Member States of the European Community, held its
annual meeting in Luxembourg on 14 June 1982 with
Beniamino Andreatta, Minister of the Treasury and
Governor for ltaly, in the chair.

The Governors expressed their approval of the Board
of Directors’ and the Management Committee’s con-
duct of the Bank’s affairs in 1981. They approved the

1981 Annual Report and the EIB’s balance sheet and"

Board of Governors

'profit and Ioes account presented by the Bank’s Presi-
dent, Yves Le Portz, on behalf of the Board of Direc-
tors.

The Annual Report shows that EIB financing opera-

_tions for industrial, energy and infrastructure develop-

ment.in the Community — and in 35 other countries
linked to the EEC through cooperation agreements

— totalled almost 3 850 million ECUs last year, com-
pared with 3 500 million in 1980 and 3 070 million in
1979.

At 31 December 1981, the Bank's

balance sheet total stood at 19 5§70

‘million- ECUs as’'against 15120 mil-
lion at end-1980. The subscribed
capital was doubled to 14 400 mil-
lion ECUs on 31 December. The
EIB’s own funds — comprising paid-
in capital, reserves and the balance
of the profit and loss account to be
appropriated to reserves and provi-
sions — totalled 1 920 million ECUs
at year-end compared with 1565
million at end-1980. The funded deébt
totalled 13 480 million ECUs (10 605
million at end-1980); the amount of
loans- and. guarantees outstanding
‘was 16 950 million ECUs (13 175 mil-
lion at end-1980).

The Governors also decided on the
appointment of the Bank’s new Man-
agement Committee — the EIB's
President and five Vice-Presidents

— for the next statutory six-year
term of office (see inside).

Below follows the major part of the
address to the Board of Governors
by Mr Le Portz.

Mr Charrman,

" Gentlemen,

Today’s presentation of the report
on -the activity of the European In-
vestment Bank in 1981, which the

Board of Directors is submitting for |

your approval, marks the end of the
term of office of the Management
Committee’ WhICh you appointed in
1976.

On this occasion, therefore, i should
like to trace the salient features of
the Bank’s activities, not only in
1981, but also during the six years
which have just ended.

* *

The European Investment Bank’s ac-
tivity in 1981 took place against
a particularly difficult background of
stagnating economies, falling in-
vestment, rising unemployment
— now affecting more than 10 mil-
lion workers — and, at the financial
level, very high interest rates and
great monetary instability.

Bank financing in support of priority
investment projects within the Com-
munity achieved moderate ' expan-
sion to reach 3361 million ECUs,

14% higher than in the previous
year. Of the total recorded, 540 mil--
lion, or 16%, took the form of loans
from New Community lnstrument
(NCI) resources.

There was a striking change in the
distribution of Bank - financing
operations among the Community
Member Countries: a sharp fall in
the demand for loans in the United
Kingdom was more than offset by
a vigorous upturn in activity in Italy,
Belgium and Denmark, and a re-
sumption of EIB financing in Ger-
many in the form of guarantee
operat|ons

Two thirds of loans granted by the
Bank in Member Countries went to
the Community’s less favoured re-
gions which have first call on . our

“institution’s financing and were con-

centrated chiefly in Italy, Ireland, the
United Kingdom and Greece. In
these regions financing provided
went largely to support infrastruc-
ture projects, the demand for finan-
cing for industrial development ha-
ving slackened as a result of the
economic recession. One encou-
raging factor, however, was the in-
crease- in loans granted for small
and medium-sized industrial ven-
tures, the amount of which more
than doubled compared with the
previous_year to reach 288 million

"ECUs.




In addition, 328 million ECUs, a third
of the authorised amount, was com-
mitted for restoration of the regions
of Campania and Basilicata stricken
by the earthquake in 1980.

In the Community as a whole, the -

priority area for Bank financing ¢con-
tinued to be the energy sector.
Loans and guarantees provided here
amounted to 1.5 billion ECUs, ac-
counting for almost half total Bank
financing within the Community.

The main aims were:

— development of the Community’s
internal energy resources;

— diversification of its external
sources of energy supplies;

— more rational use of energy.

Taken all together, investment pro- -

jects which the Bank helped to fi-
nance in this sector in 1981 should
enable the Community to reduce its
dependence on oil by more than 10
million tonnes. .

Bank financing provided in support
of investment in countries outside
the Community last year amounted
to 487 million ECUs, that is to say
about one eighth of total - Bank
financing. The salient features of the
relevant operations, which con-
cerned some 35 countries, were:

— rapid commitment of financing
totalling 209 million ECUs in respect
of the first operations in the African,
Carlbbean and Pacific (ACP) States
under the second Lomé Convention,

mainly for projects in the mining, -

energy and industrial sectors;

— acceleration of the rate of finan-
cing operations (109 million com-

ECU

Below are the ECU’s values in nation-
al currencies, as at 30 June 1982;
these rates are applied the present
quarter in preparing financial state-’
ments and operational statistics of
the Bank:

DM 236212 Lfrs 45.0061
£ 0.552098 Dkr 8.17529
Ffrs . 6.55319 Dr  66.5276
Lit 1327.20 IRE 0.685588
Fl 261168 US$  0.959823
Bfrs. 45.0061

Statistics summarising Bank ac-

tivities have been based on several
different conversion rates applied
since 1958 first to the unit of account,
then the ECU. This, coupled with the
effects of price trends, would suggest
prudence in interpreting-the signifi-
cance of figures which relate to oper-
. ations extending over many years.
The composition and hence value of
the ECU is the same as that of the unit
of account used -previously.

pared with 32 million in 1980) in
those countries along the southern
shores of the Mediterranean whose
financial protocols were nearing ex-

- piry;

— in Europe, the completion of aid
provided for under the third finan-
cial protocol with Turkey, satisfac-
tory progress with operations in Por-
tugal with the entry into force of pre-
accession aid, and the Bank’s first
operations in Spain.

In order to finance its operahons
the Bank in 1981 borrowed the equi-
valent of 2 310 million ECUs, chiefly
in dollars, Deutsche Mark, guilders,
Swiss francs and yen; in addition,
for the first time, it issued loans in
ECUs for 85 million.

*

The present annual r"neeting marks

- the end of the term of office of the

Management Committee which you
appointed in 1976. =

At such a juncture, it is appropriate
for this Management Committee to
provide a few figures to enable you
to evaluate the results of Bank activi-
ty over this 6-year period, during
which the worldwide economic and
social situation continued to -de-
teriorate so that our institution’s role
was not so much to promote the
balanced development of the Com-
munity as to limit the effects of the
crisis on priority mvestment pro;ects

‘and employment

Since the beginning of 1977, when it
was clear that the effects of the oil
crisis would amount to more than
a passing recession, the European
Council and the Board of Governors
asked the Bank to increase the vo-
lume of its financing operations and
to direct these towards creating
jobs, raising the level of investment,
particularly in the energy sector, and
reducing divergences between the
economies of the Member States,
particularly by providing financing
in support of regional development.

In accordance with these general
Community guidelines and with due
regard to the Bank’s Statute, the
Management Committee has, during
the past six years, shaped its prop-
osals to the Board of Directors with
a view to two main priorities:

— providing increased support for
the financing of investment projects
contributing to.the development of
the less prosperous regions; ’

‘— intensifiying its financing opera-

tions in the energy sector, especially
in favour of projects likely to reduce
the Community’s dependence on oil.

" Another priority for our institution

has been its participation in Com-
munity aid for investment in coun-
tries linked to the Community
through financial cooperation ag-
reements. The implications of this
policy, the implementation of the
two Lomé Conventions with the Afri-
can, Caribbean and Pacific coun-
tries, the signature and implementa-
tion of agreements with the coun-
tries of the southern and eastern
Mediterranean, the start of Bank
operations -in Yugoslavia, Spain’s
and Portugal’'s. applications - for
membership of the Community and
extension of financial cooperation
with these two countries have all
combined to give the Bank’s ac-
tivities outside the Community a new
dimension of fundamental im-
portance.

In line with these developments, to
enable the Bank to discharge these
new or more demanding tasks, you
have made fresh resources available
to our institution.

On two occasions, in 1978 and again
in 1981, you decided to double the
Bank’'s subscribed capital, which
since 1 January of this year now
stands at 14.4 billion ECUs, while
you also decided to increase paid-in
capital to 1.47 billion. As a further
measure you also approved propos-
als to increase the Bank’s recourse
to the national financial markets of
our Member States in accordance
with Article 22 of the Bank's Statute.

In addition, the Community created
the New Community Instrument for
borrowing and lending, whose lend-
ing operations are managed by the
Bank. The Bank was also given the
possibility of deploying in the ACP
and Mediterranean countries sub-

stantial funds provided . from
Member States’ or Community
budgetary resources. Similarly,

Community decisions introducing
a system of subsidised loans for Italy
and lreland in conjunction with the
European Monetary System, the
guarantees = provided for  -Bank
financing operations and facilities
established in certain countries to
promote the Bank's_activities have
all played an important part in in-
creasing the effectlveness of its
operations.

The extent of the exbansiqn in our
institution's activities during these



The EIB’s Management Committee

At its annual meeting on 14 June 1982, the Board of Governors appointed the new Management Committee — the EIB's
President and five Vice-Presidents — for the next statutory six-year term of office. The Management Committee is the full
time “motor” of the Bank, controlling all current operations, recommending decisions to the Directors and then carrying
responsibility for their implementation. The President presides at meetings of the Board of Directors. The composition of
the Committee is as fnllows (from 15 June 1982):

Yves LE PORTZ - President (appointment renewed):

French, born 1920, Inspecteur Général des Finances, Vice-President of the EIB from 1962 to 1970,
President thereafter. Previous career: Inspection Générale des Finances 43; Directeur Adjoint du
Cabinet, Président du Conseil 48-49; Sous-Directeur, then Chef de Service, Ministry of Finance and
Economic Affairs 49-51; Directeur du Cabinet, Secretary of State for Finance and Economic Affairs 51-
52; Directeur du Cabinet, Minister for Posts, Telegraphs and Telephones (PTT) 52-55; Directeur du
Cabinet, Minister for Reconstruction and Housing 55-57; French Delegate to United Nations Economic
and Social Council 57-58; Directeur-Général, Finance, Algeria 58-62; Administrateur-Général, Develop-
ment Bank of Algeria 59-62.

Horst-Otto STEFFE - Vice-President (appointment renewed):

German, born 1919; has been with the EIB for 15 years, first as Manager of the Economic and Research
Directorate (1967-1972), as Vice-President thereafter. Previous career: economist, Austrian Institute for
Economic Research 48; Assistant, then Deputy Section Head, Federal Ministry of Economic Affairs 52;
Managing Director, Gemeinschaft zum Schutz der deutschen Sparer 57; Director, National Economies
and Economic Trends, EEC Commission, Brussels 60, also Chairman, EEC Committee of experts for
Business Cycle Analysis and of Working Parties on Economic Budgets, Cyclical Statistics and
Economic Tendency Surveys; Member, Short Term Economic Policy and Budgetary Policy Commit-
tees, Alternate Member, Monetary Committee.

C. Richard ROSS - Vice-President (appointment renewed):

British, born 1924, first appointed Vice-President in 1978. Previous career: Fellow, Hertford College,
Oxford and University Lecturer in Economics 51; Economic Adviser to H.M. Treasury 52-55; taught at
Oxford 55-63 (Bursar of Hertford College from 1959); Dean, School of Social Studies and Professor of
Economics, University of East Anglia 63-68; Member, East Anglia Regional Economic Planning Council
66-69 (Deputy Chairman 67-69); Special Consultant to OECD 68-71; Deputy Secretary, Central Policy
Review Staff (“Think Tank”), UK Government Cabinet Office 71-78.

Arie PAIS - Vice-President (new appointment):

Dutch, born 1930; Administration of the Rijkspostspaarbank, culminating as Personal Adviser to the
Director-General of the PTT 59-67; Reader, later Professor of Economics at the University of
Amsterdam 67-77; Member of the Economic and Social Council (appointed by the Crown) 75-77;
Minister of Education and Science in the government of Mr. A.M. van Agt 77-81; Member of the First
Chamber of the Parliament 77, 81-82; Member of Advisory Board, Banque de Paris et des Pays-Bas 75-
77. Also Member, Amsterdam City Council 67-77, and Member, North Holland Provincial States, 70-74.

Lucio 1ZZO - Vice-President (new appointment):

Italian, born 1932; Economic Research Department, Bank of Italy 58-60, 62-63; Rockefeller Fellow,
Department of Economics, Massachussetts Institute of Technology 60-62; Assistant Professor of
Economics, University of Rome 63-66; Associate Professor then Professor of Economics, University of
Siena 66-74, subsequently Professor of Economics at the University of Rome; also Visiting Professor of
Economics, London School of Economics 71-72. Participated in International Economic Association
Round Tables 69, 75. Economic Adviser to the Minister of the Budget, Rome, 74-78; Economic Adviser
§ to the Minister of the Treasury, 80-82. Italian Representative, OECD Working Party 3, Economic Policy
Committee 76-81.

Noel WHELAN - Vice-President (new appointment):

Irish, born 1940; Assistant General Manager, Coras lompair Eireann (National Transport Authority) 69-
74; Deputy Secretary, Department of the Public Service 74-77; Secretary, Department of Economic
Planning and Development 77-80; Second Secretary then Secretary, Department of the Taoiseach
(Prime Minister) 80-82 and Chairman of National Economic and Social Council (77-82). Amongst other
positions in Ireland, served as President and Chairman, Institute of Public Administration, Council
Member and Member of the Executive Committee of the Economic and Social Research Institute
(78-82) and Council Member of the Statistical and Social Enquiry Society. Special consultant to
OECD (78-82).

Two Vice-Presidents who did not seek re-appointment have retired:

— Giorgio BOMBASSE| FRASCANI de VETTOR, Italian diplomat who joined the EIB in 1976, having previously served as
Italy’s Permanent Representative to the European Communities.

— Maurits ESSELENS, Belgian financial executive, also joined the EIB's Management Committee in 1976, formerly Director
General of the Belgian Treasury and Member of the EIB's Board of Directors.

In appreciation of their valued service, the Board of Governors conferred upon them the title of Honorary Vice-President.

Pierre WERNER, Prime Minister, Minister of State and Governor for Luxembourg, took over chairmanship of the Bank's
Board of Governors until the 1983 Annual Meeting.

Corneille BRUCK, Président-Directeur of the Caisse d’'Epargne de I'Etat, Luxembourg, was appointed Chairman of the
Bank’'s Audit Committee for the next period up to the Annual Meeting in 1983.




The European Investment Bank in 1981 -

The European Investment Bank (EIB) is the European Communrtys bank for Iong-
“term finance.

It was created in 1958 under the Treaty of Rome whrch establlshed the European
- Economic Community — the Bank’s Statute forms part of the Treaty. The. EIB's
principal task is to channel finance on a non-profit-making basis into investment
promoting the Community’s smooth and balanced development; most of its work
benefrts less. prosperous regrons

The EIB has also provided development fmance in some 60 other countries to date
~ — mainly in the “Third World" which have negotiated cooperatlon agreements with
the Community. : . .

-Key data for.1981 | million ECUs

Total financing providedin 1981 . . .~ . .. . . . . | 38481
~of which — loans from oWn resources and g'u'arantees .. ... 32179

'Ioans from other resources (accdunté_d for in’ the
Special Section) . . .. ... . . . . . . .. .630-:2

Operations within the Community

Total . . . ... . . .. . . ... . . . . . . . . 33613
of whrch — Ioans from own resources and guarantees ... .. 2821-5
s * . including . : S
_ EMS subsidised loans in‘ltaly and lreland . . ", . 911.4
subsidised loans for reconstruction work in Cam- -
pania and Basilicata . . .- . . . . . . . . .31-.8
— loans from.the resources of the New Community
instrument for borrowing and Iendnng (NCI) .. .. -539.8
'|nclud|ng ’
EMS subsidised loans in Italy and reland . . . . ... 1137
subsidised loans for- reconstruction work in Cam- S
pania and Basilicata. . . L 2964

‘ Operations outside the Community

Total . . . .. . . . . . ... . . ... .. 4868
of which- — frnancmg from own resources . . . oo . 3964
— fmancmg from Community budgetary funds Lol 90-4
’ 'Breakdown . _
: Financing provided in the Mediterranean region . . . . . . . 277-0-
of which — Spain, Portugal, Turkey . . . e 1680
— Maghreb and Mashreq countnes Cy'prus 'and' - :
‘ Israel. . S . -109-0
. Funancmg provided ‘in the African, Caribbean and Pacmc (ACP) o
States and.in the Overseas Countries and Territories (OCT) ... 209-8°

Amount outstanding ‘at 31 December 1981 in respect of loans
from own resources and guarantees . . . . . . . . . . . 16949.3

__Amount outstanding at 31 December 1981 in respect of

operations accoumed forin the Special Section . . . . . . . 2850- 5'
Subscribed capital at 31 December 1981- . . . .. . ... ° 14400-0 .
of which pand in and to be paud in . .. . U .. . . . 1465 715
Funds ralsed |n1981 . o 2309 7

Borrowrngs outstanding at 31 December1981 T .13481-8

Balance sheet total at 31.12.1981 . . - . . . 195710



6 years and the results achieved can
be illustrated by means of a few
figures:

— the total amount of financing
provided was about 15.5 billion
ECUs;

— of the total amount of loans and
guarantees provided within the
Community, 13.3 billion ECUs, al-
most 70% went to the less pros-
perous regions with loans in support
of regional development projects
being largely concentrated in the
Mezzogiorno, Ireland, the north and
north-west of the United Kingdom,
west and south-west France and,
since 1981, in Greece;

— despite the low level of industrial
investment, loans for small and
medium-sized ventures amounted to
710 million, i.e. 3.4 times as much as
during the previous 6-year period;

— financing provided in the energy
sector amounted to 5.3 billion,
4 times as much, that is, as during
the previous 6 years. All other things
being equal, the investment projects
to which this financing contributed
should make for a reduction of ab-
out 80 million tonnes per annum in
the Community’s imports of oil, that
is to say, 17% of the ceiling adopted
by the Council of the European
Communities for oil imports in 1990,

— it is estimated that the total in-
vestment to6 which the Bank contri-
buted, amounting in all to 45 billion
ECUs, will have helped directly to
create or safeguard around 175 000
permanent jobs, most of them in
industry. In addition,-work and sup-
plies entailed by the completion,
over relatively long implementation
periods, of all the projects con-
cerned have contributed, annually,
through- their direct and .indirect ef-
fects on employment, to keeping
some 400 000 workers in jobs.

-— European Investment Bank
financing outside the Community
during the period 1976-81 increased
fivefold compared with the previous
six years, rising from 10% to almost
14% of total Bank financing. Of all
Bank financing outside the Com-
munity, amounting to 2 126 million
ECUs, nearly half went to the Euro-
pean  Mediterranean  countries
(Greece, Turkey, Portugal and
Spain), more than one third to the
ACP States and about one sixth to
the countries along the southern
and eastern shores of the Mediterra-

nean. Priority was accorded to in-
dustrial and energy investment, but

financing was also provided for in-

frastructure essential for production
facilities. - Investment projects fi-
nanced, together totalling more than
11 billion ECUs, contributed to
creating or safeguarding around
80 000 permanent jobs, a significant
proportion of them in small and
medium-scale industrial ventures.

The effect of financing provided in-
side and outside the Community was
to raise the total of outstanding
loans and guarantees entered on the
Bank’s balance sheet from about 4.5
billion at the end of 1975 to around
17 billion at the end of 1981. In order
to finance these commitments, the
Bank raised 11.1 billion by borrow-
ing on the capital markets during the
period 1976-81.

* *

| believe that this very cursory review
of the European Investment Bank’s
activities and results both during the
last financial year and during the last
six years as a-whole shows that the
funds ‘mobilised by the Bank, al-
though insufficient by themselves to
reverse the overall economic trend,
nevertheless, in conjunction with
other Community financing in sup-
port of investment, played an impor-
tant part in maintaining .investment
in productive enterprises as well as
employment in the less favoured re-
gions, increasing Europe’s inde-
pendence as regards energy and
stepping up Community aid to non-
member countries.

It would be inappropriate for me
today to prejudge how the European
Investment Bank’s activities will
evolve in the future. It will be for the
‘Board of Directors and the Manage-
ment Committee which you appoint
today to lay the groundwork for this
and .to adapt the Bank’s priorities
within the terms of its Statute to
meet the needs and guideiines of
Community policy.

Nevertheless, a certain number of
points should be underscored:

— priorities fixed in recent years
still remain entirely valid for the im-
mediate future; this was confirmed
several weeks ago in the European
Council’s deliberations as well as by
its conclusions in which it under-
lined the need to increase Commu-
nity credits for investment, particu-
larly in favour of energy and indust-

rial development and more especial-
ly in sectors pioneering advanced
technologies;

— the New'Community Instrument
has proved its worth as.a means of
providing additional support for
priority investment projects. The di-
vision of responsibilities between
the Commission of the European
Communities and the Bank for the
management of funds raised has
proved effective.  Nevertheless,
a certain rigidity in the NCl's finan-
cing mechanisms has hampered the
use of this instrument; the establish-
ment of a special treasury facility,
which you recently approved,
should enable NCI funds to be used
in the same flexible manner as the
Bank’s own funds and should thus
encourage their wider deployment,
particularly in those areas desig-
nated as eligible for financing from
the new tranche of 1 billion recently
decided on by the Council: a special
effort is envisaged in favour of
modernising small and medium-
scale businesses;

— despite the remarkable results
which some of them have achieved,
a large number of developing coun-
tries, especially in Africa, still face
more or less serious economic and
financial difficulties. The Communi-
ty will need to take full account of
this in its financial cooperation with
these countries.

In the very short term, that is to say
for the current year, the rhythm of
the European Investment Bank’s ac-
tivities is such that the amounts
already lent are well above the fi-
gures for the corresponding period
last year. The volume of financing
administered by the European
Investment Bank will probably be at
least - equal in real terms to that
recorded in previous years.

Mr Chairman,
Gentlemen,

In  concluding these remarks,
I should like, on behalf of my collea-
gues on the Management Comm-
ittee and myself to thank the Board
of Governors and the Board of Di-
rectors, which have constantly
guided and supported our actions,
as well as the Managers and staff of
the Bank, whose competence, dili-

gence and sound judgement have

made possible the progress
achieved and provide an assurance
of success in the future.



Over 1 000 million ECUs now lent from

New Community Instrument (NCI)

Conversion of a Danish power station from oil to coal-
firing, water supply/sewerage schemes in Ireland,
construction of a stretch of the Paris-Bordeaux motor-
way, a hydro-electric power station in Wales, equip-
ment to cut energy consumption in Italian car fac-
the connection is that all have been financed
with the help of loans from the resources of the New

tories...

Recent decisions foresee that sub-
stantial funds will continue to be
available from this source, the fields
of investment eligible for support
are being widened, in particular to
step up finance for investment
aimed at more rational use of energy
and to help small and medium-scale
ventures, while technical changes
are being adopted to improve the
flexibility of financing operations.

Because of these developments, and
a high degree of interest which has
followed the NCI since its inception,
questions frequently arise as to who
can obtain loans, for what purposes,
the terms and conditions of finance,
the EIB’s and Commission’s respon-
sibilities in the implementation etc.
This article briefly re-states the
characteristics of New Community
Instrument finance, details lending
to date and outlines the various
steps in the NCI's development.

First proposed on an “experimental
basis”, the New Community Instru-
- ment (sometimes referred to as the
“Ortoli Facility”, after Commission
Vice-President Frangois-Xavier Or-
toli, who presented. the scheme ini-

tially) has become an effective com--

plement to the longer-established
sources of Community loan finance
for investment.

Since the NCI| came into operation
just over 3 years ago, 41 loans have
been granted for a total of 1027.5
million ECUs (as at 30 June 1982);
they went towards investment in Ita-
ly - 676.3 million ECUs (65.8%); lre-
land - 153.4 million ECUs (14.9%);
United Kingdom - 139.2 million
* ECUs (13.6 %); France - 40.3 million
ECUs (3.9%); Denmark - 18.1 million
ECUs (1.8%).

in the first two years of operatlons
(1979-1980) NCI loans accounted for
approximately 6.3% of all Communi-
ty loan financing for investment in
Member Countries (474.6 million
ECUs out of a combined total of
7 538.2 million ECUs made available
from EIB’s own resources — basical-

4

ly the proceeds of Bank borrowings
on capital markets — and from NCI,
European Coal and Steel Communi-
ty and Euratom funds). ’

In 1981 this rose to 14.1% (539.8
million ECUs out of a total of 3 824 4
million), not a negligeable contribu-
tion (see table 1).

Background

The basic idea to the New Communi-
ty. Instrument for borrowing and

lending is simpler than the long and

rather qdmplicated name suggests.

The NCI is a means through which
the European Economic Community
raises long-term funds on the finan-
cial markets, in its own name and on
its .own credit; the European Invest-
ment Bank then uses these funds,
under Community mandate, to make
loans for investment projects. -

In this way the NCI harnesses finan-
cial resources mustered by the EEC
to the operational capacity — in
terms of personnel experienced in
banking and evaluation of projects,
and close contacts with the au-
thorities, financial and industrial cir-
cles in the Member Countries — that

- the EIB has built up in nearly 25

years of its own lending in aII sectors
of the economy. .
These NCI funds can be directed to
projects furthering economic objec-
tives to which the Community at-
taches special priority. The objec-
tives are determined by the Council
of the European Communities,

Community Instrument for borrowing and lending (NCI)
which the European Investment Bank manages on the
COmmumty s behalf.

Over-1 000 million ECUs have now been lent ffom the
NCI for energy, infrastructure and industrial projects of
various kinds in the E_uropean Community.

which asks the European Parliament
for its opinion.

European Council: March 1977

The initiative to set up the new
mechanism stemmed from the Euro-
pean Council’'s call in Rome, in
March 1977, for stronger Communi-
ty action to combat unemployment
and sluggish investment and. en-
courage more convergence in na-
tional economic performances.

There were two responses to this.
For its part the EIB substantially
expanded its financing operations in
the EEC, principally to help invest-
ment in regions with the worst de-
velopment probléems and also to
bolster action aimed at reducing the
Community's dependence upon oil
imports. The Bank’s annual lending
from its own resources which had
been under 1000 million ECUs in
1976, plus about 120 million in
guarantees on loans, rose to almost
2 550 million in 1981, plus guaran-
tees for a further 280 million. This
growth was backed .by .capital in-
creases: the Member States doubled

the Bank's subscribed capital to

7 087.5 million ECUs in the summer
of 1978 and at the end of last year
raised it to 14 400 million.

The Commission of the European
Communities, already responsible
for ECSC and Euratom® borrowing

(1) The EIB does the project appraisal work for
Euratom loans, and manages the loans on behalf of
Euratom, but it is the C ;
the granting of loans.

ion which decides on.



and lending operations, proposed
that the European Economic Com-
munity — which some time before
had borrowed at relatively short
term to provide balance of payments
support ' to Ireland and ltaly

— should also start to borrow long-.
term on a regular basis and so pro-

vide another source for financing
capital investment; in practice, the
funds have been used so far for
investment in fields which are the
same as or complementary to those
in which the Bank works using its
own resources. : :

Below is a brief run-down of the key
decisions which set up and subse-
quently expanded the fields for NCI
lending (references are given to
publication of the decisions in the
Official Journal of the European
Communities):

O October 1978: the Council of
Ministers agreed to introduce the
new mechanism “on an experimen-
tal basis™; it gave outline approval
for the Commission to borrow up to
1 000 million ECUs in the name of
the EEC and for a mandate to the
EIB to carry out the lending opera-
tions “on behalf of, for and at the
risk of the Community” (O.J. L 298,
25.10.1978).

0O May 1979: the Council activated
the first tranche of borrowing (500
million ECUs) and specified the
funds were to be used for invest-
ment “consistent with priority Com-
munity objectives in the infrastruc-
ture and energy sectors”. Loans for
infrastructure were to cover, in par-
ticular, transport, telecommunica-
tions, agricultural improvements,
water supplies and environmental
protection; energy projects should
help the Community to attain
greater independence, security or
diversification of its energy supplies
— specific reference was made to
energy-saving and development of
alternative energy sources (O.J.
L 125, 22.5.1979). o

0O August 1979: the Council de-
cided that 3% interest subsidies,
paid from the Community budget,
could be applied to loans from both
the EIB's own resources and NCI
funds made in less prosperous
Member Countries fully participat-
ing in the European Monetary Sys-
tem (lreland and Italy were desig-
nated as such). Subsidised loans
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— in total worth up to 5 000 million
ECUs granted in the five year period
1979/1983 — are concentrated on
infrastructure projects which help to
solve major structural problems, re-
duce regional disparities and im-
prove the employment situation
(O0.J. L 200, 8.8.1979).

O July 1980: the Council activated
the second tranche of borrowings
(up to 500 million ECUs) and
specified that 80% (400 million) of
this should go to infrastructure and
energy investment as before (O.J.
L 205, 7.8.1980).

O November 1980: the Council de-

cided that deployment of the re-
maining 100 million ECUs could be
extended to advanced factory con-
struction and housing development
“provided they form part of a total
project of economic and industrial
development presenting a regional
interest” (O.J. L 326, 2.12.1980).

O January 1981: following the

‘earthquakes in Southern Italy, the
- Council authorised a total of 1 000

million ECUs in loans, with 3% inter-
est subsidies paid from the Com-
munity budget, as exceptional aid to
help reconstruction; the resources
for the loans are to be raised under
the NCI name, .less any amounts
which the EIB lends for the same
purpose from its own resources
(0.J. L 37, 10.2.1981).

.0 December 1981: similar arrange-
ments — up to a ceiling of 80 million
ECUs — were agreed by the Council
to help reconstruction in parts of
Greece which were damaged by
earthquakes (O.J. L. 367, 23.12.1981)

O April 1982: after discussions on
the level of further operations, the

- Council authorised the Commission

to go ahead with borrowing 1000
million ECUs (O.J. L 116, 30.4.1982)
with new fields of investment elig-
ible for support, explained further
on. In the meantime discussion con-
tinues between all interested parties
on next stages of NCI lending. The
Commission has announced that it
will ‘propose to the Council another
increase in NCI resources, with the
intention that measures to moder-
nise industrial structures should
have priority claim on the funds.

Lending to date

The NCI loans handled by the Euro-
pean Investment Bank in 1979 and
1980 amounted to 474.6 million
ECUs out of total lending operations
-carried out by the Bank worth
5 494.8 million (plus 14.2 million in
guarantees on loans).

Last year they rose substantially to
539.8 million ECUs out of 3079.2
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million in loans plus 282.1 million in
guarantees. The increase was due to
lending (296.2 million ECUs) for re-
construction in the earthquake
areas of Southern Italy.

The majority of New Community In-
strument loans granted up to 30
June this year — 65% or 669.5 mil-
lion ECUs — have been at subsid-
ised interest rates:

— 565.5 million in ltaly (296.2 mil-
lion subsidised under the earth-
quake reconstruction arrangements,
269.3 million under the EMS-
system);

— 104 million in Ireland (EMS sub-
sidies).

The complementary nature of NCI_
finance is again illustrated by the
fact that 35 out of the 41 loans
signed up to 30 June were for pro-
jects which have also been sup-
ported with loans from the EIB’s
own resources, granted in many
cases prior to the NCI operations.

This is a key point. The EIB has
a statutory obligation that as far as
possible it shouid grant loans only
on condition that other sources of
finance also be used. Accordingly it.
limits its lending to 50% (max.) of
the fixed asset costs. The sheer
scale of many projécts, however,
particularly in infrastructure and
energy, often means that the Bank’s
participation must be smaller .(in
fact, the average over the years has -
worked out at about a quarter).

By using the NCI in addition to the
EIB’s own loans, the Community has
been able to give a high level of
support to projects, some of them
very large and specially important.

The 35 dual financing operations
mentioned above covered some
45% of the . total fixed asset costs
involved, as follows: . P

: MECUs .- %

cost of projects . 5335 100
EIB loans 1691.8 32
NCI loans _ 691.3 13
combined loans 23831 45

The six operations in which only NCI
finance was provided were, with one
exception, for reconstruction pro-
jects in the earthquake areas; be-
cause of the special circumstances
the loans were granted to meet
a much higher proportion than usual
of the project costs — they covered
over 80% of the forecast outlay.

The sectoral breakdown of NCI
loans to 30-June 1982 (see table 2,
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page 5) and the list of loans pub-
lished with this -article reflect the
priorities laid down by the Council
for the first 1 000 million ECUs of
funds. There is a clear emphasis on
roads, telecommunications, sewer-
age and water supplies in areas of
the ‘ltalian Mezzogiorno and Ireland,
principally, but also in N.E. England,
Scotland and S.W. France, and on
a range of investment aimed at cut-
ting dependence upon oil imports
(e.g. hydro, coal-fired, geothermal
power stations, oil and gasfield de-
velopment, exploiting peat re-
sources); these energy projects
should have a total effect in saving
energy, exploiting new Community

- resources; or in shifting part of im-
port dependence from oil to other
fuels, equivalent to 7.4 million ton-
nes of oil per year.

The list also shows how substantial
NCI resources have been allocated
to the most urgent reconstruction
work in the earthquake areas (e.g.
repairs to 900 km of road and some
1100 km of railway lines, restoring
telephone. services to 14 000 sub-
scribers, repairs to 1200 schools,
basic infrastructure for resettlement
areas to house some 120000

people).

Widened fields for lending

Apart from the special character of
financing earthquake zone recon-
struction, there has been a gradual
widening of the investment fields
eligible for support through NCI
loans.

Housing is one which has generated
particular interest. In line with the
Council’s . decision in November
1980 to allow up to 100 million ECUs
to be used for housing as part of the
infrastructure necessary for indust-
rial development, the EIB and
the Commission 'have signed a
framework agreement foreseeing
a series of loans worth some 170
million ECUs (110 million from the
Bank's own resources, 60 million
from NCI funds) to help finance con-
struction of 5 400 low-cost homes in
the vicinity of 14 industrial areas in
the Italian Mezzogiorno. These are
to be built under a social housing
programme, of which one of the
promoters is the Italian Cooperative
Movement; the homes will be re-
served for Cooperative members
with. priority. going to workers in
local industry.




Another extension was in April this
year with the first NCI loan granted
for. direct industrial investment; 5.4
million ECUs went to help finance
energy-saving schemes in 11 FIAT
group factories ‘in Central and
Northern ltaly.

The Council’'s authorisation of NCI
2, with a fresh 1000 million ECUs
funding, opens further possibilities.

While reaffirming the importance of
continuing to direct part of NCI
financing to regional development
mfrastructure the Council’'s deci-
sion

i) puts a somewhat different slant
on energy projectseligible for sup-

port, underlining the “efficient use .

of energy, the replacement of oil by
other sources of energy in all sec-
tors and
facilitating such- replacement”; .in
practice this means that finance can
be provided for investment in sec-
tors other than industry, services
and economic infrastructure (fields
in which the Bank already regularly
‘provides financing) to embrace, for
example, energy-saving in public
building and housing construction;

i) specifies that “productive invest-
ment projects of small and medium-
sized undertakings” should be able
to benefit from NCI financing; this
may extend also to investment by
small and medium-scale ventures
outside the areas normally covered
under the Bank’s usual criteria for
lending in support of development
in assisted areas.

Although there are no rigid rules, the

characteristic of additionality in co-
financing, by which NCl loans joined
to EIB loans have permitted substan-
tial Community backing for projects,
should hold good as the broad prin-
ciple for most NCI 2 lending.

NCI loan procedures

In accordance with the initial Coun-
cil decision, the Commission and
the Bank drew up detailed arrange-
ments for the practical implementa-
tion of the lending mandate which
the Council gave to the EIB. This

agreement covers a range of details, ‘

extending from the various points at

which exchanges of information or -

‘consultations . are essential to
- smooth working, to technical and
legal points that couid arise in the
course of loan administration.

infrastructure projects

The intention was to avoid unneces-
sary complications and duplications
and the result is that procedures for
New Community Instrument [oans,
seen from the borrower's eyes, are
quite similar in most respects to
those applying to loans from the
EIB's own resources.,

The EIB receives loan applications,
normally directly, which is the usual
practice for the Bank's operations,
through the Commission or through
the Government concerned. )

For each application, the Bank must
first ask the Commission for an opin-
ion that the.proposed investment
comes within the guidelines on the
use of the funds laid down by the
Council.

Once the eligibility is established,

the Bank then carries out its own
customary . appraisal of the
economic, financial, technical, legal
and management characteristics of
the project, in accordance with the
procedures laid down in its Statute.

The aim of the appraisal is to ensure,

“inter alia, that the project

— will make a worthwhile co_ntr_ibu-
tion, either direct or indirect, .to-
wards |mprovmg economic produc-

- tivity; )
- — complies with relevant national

and Community Ieglslatlon
— is on a sound financial and tech-
nical footing. .

The appraisal is carried out in con-
tact with the borrower by the Bank’s
Directorate for Operations -in the
Community assisted by technical ad-

visers specialising in the various-

sectors and by economists and lawy-

" ers, all of whom are members of the

Bank’s staff.
If satisfied with the result of this

‘appraisal, the Bank's Management
-Committee recommends the loan for

approval by the Board of Directors,
which fixes the condmons of the
flnance

'_ Here agam there is noa great differ-
~ence for the borrower between an
NCI loan or a loan from the Bank's

own resources. Interest rates -are
calculated on a similar non-profit-
makrng basis.- They reflect the cur-
rencies disbursed and the cost of
borrowing them on the -markets, to
which 'is added a small margin to
cover the Bank’s administrative ex-

penses in loan appraisal. and man-

agement.

Evidently, the choice of currencies
and the term (so far NCI loans have

been for between 12 and 20 years)
depends basically upon the condi-
tions prevailing on the capital mar-
kets, as is also the case for the EIB ]
own loans.

This said, -added fiexibility has now
been . introducéd to the system
through the constitution of a.NCI
“Treasury” managed by the EIB on
behalf of the Commission. This
should alleviate a technical problem
which hindered NCI! lending opera-
tions, namely that funds were raised
in matched maturlty operations, i.e.
destined for one or several specific

loans. This proved somewhat rigid

because the borrower :normally
wants to have.some foreknowledge
of the rate of interest he will have to
pay and the currencies he will re-
ceive and also wants the grace
period on capital repayments tai-
lored to the nature of the project.
The new facility "should " enable
a smoother use -of NCI funds and
encourage their wider deployment.

The Bank's lendlng ‘procedures
— both for loans from its own re-
sources and from NCI funds — are
more fully described in the booklet
“Loans and Guarantees in the
Member Countries of the European
Community”, available on simple re-
quest in any of the Community offi-
cial languages. .
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