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The European Investment Bank and the EEC’s cooperation

with M@dﬁﬁewanean countries

Fifteen cementworks in Spain are being converted
from oil to coal-firing, reducing the country’s oil
import dependence by close to a million tonnes per
year. In Portugal, the modernisation and expansion
of almost 100 small and medium-scale industrial and
tourism enterprises should create an estimated 4 600
jobs. A new hydro-electric power station in Turkey
will lead to a saving on oil imports worth some 350
million ECUs per year at current prices. Small oasis
towns in southern Algeria should see their chances
for development improved through receiving ade-
quate electricity supplies. Factory estates are being
built to provide modern, efficient working conditions
for new industrial activity growing up in Jordan. Three

of Morocco’s main ports are being expanded. Rieat
and dairy food production will be stepped up on farms
in Tunisia to reduce the country’s food deficit. Dred-
ging works and improved ship repair facilities should
help to increase Egypt’s income from the Suez Canal.

All are examples of projects which the European
Investment Bank has helped to finance in the
Mediterranean region.

As the European Community’s long-term investment
financing institution, the EIB has been called upon to
play a steadily more prominent role in the shaping of = _
closer patterns of cooperation between the EEC and

its neighbour countries to the South.

Currently, the Bank'’s lending activi-
ty extends beyond the Community to
14 countries in the Mediterranean
region: six European countries
— Portugal, Spain, Turkey, Yugos-
lavia, Malta and Cyprus; Algeria,
Morocco, Tunisia (the Maghreb);
Egypt, Jordan, the Lebanon and Sy-

ria (the Mashreq), and Israel™. At 30
September 1982, the EIB had made
available a total of 1686.5 million
ECUs, with the major share of this
— 1122.8 million ECUs — concen-
trated in roughly the last five years,
i.e. since the beginning of 1978.

The various investments supported
— in industry, agriculture, energy
production and transmission, road,
rail, sea and air transport, and other
spheres — represent, or will repre-
sent when fully completed, a total of
around 10 billion ECUs in capital
formation. They also involve the di-
rect creation of some 50000 jobs,
mainly in industry and agriculture.

This lending has been carried out
under the terms of specific agree-
ments — for the most part financial
protocols annexed to broader coo-
peration arrangements — negoti-
ated between each of the countries
and the European Community.

Links are particularly close with
three of the countries — Portugal
and Spain, both negotiating EEC
membership, and Turkey which has
long been associated to the Com-

munity with the perspective of also,
eventually, becoming member. But
the agreements with all 14 countries
have one broad aim in common: the
weaving of a stronger fabric of
economic cooperation between the
Community and its southern neigh-
bours — 500 million people in all. Of
course, it must be stated that the
financial assistance provided by the
Community covers only a small part
of most countries’ development
needs. However, used carefully and
concentrated on key investment, it
contributes to building more pros-
perity in the region, hopefully en-

_couraging greater stability.

The financial cooperation is now
undergoing a substantial renewal.
Financial protocols with most of the
countries have expired and new
ones are presently awaiting ratifica-
tion. This makes it a useful moment
at which to take a look at the EIB’s

™ Portugal, with its long Atlantic seaboard. is
not, geographically at feast, truly Mediterra-
nean, but by culture and trade may be so
considered; neither is Jordan, strictly speak-
ing, a Mediterranean country. However, both
have always been included in the Community’s
general approach on Mediterranean relations.



Mediterranean finance agreements — key data

The following table summarises the loan and grant aid provisions in the cooperation arrangements between the EEC and Mediterranean

countries.

All the agreements listed there, going back to 1964, provide for a total of 4 250 million ECUs, over half — 2 358 million — represented by
loans from the European Investment Bank’s own resources (i.e. basically funds which the Bank raises on the capital markets).

Agreements currently in force, or negotiated but not yet ratified, total 2 396 million ECUs, of which 60% — 1461 million ECUs — is

foreseen in the form of loans from the EIB's own resources.

In reading this table, it should be borne in mind that the EIB also deploys part of the Community budgetary funds earmarked for
development in Mediterranean countries: some of the grant aid is used for paying interest subsidies which are available on most of the
loans from the Bank's own resources: loans on special conditions are granted either by the Bank, acting as agent under Community
mandate, or by the Commission of the European Communities, according to a division of responsibilities agreed essentially on a sectoral

basis. in million ECUs
budgetary funds
Total of which
assistance  loans from  10ans on ,
EIB’s own special grant aid
conditions
European countries resources
Portugal Exceptional financial aid to help Portugal at a time of “particular economic 180 150t —_ 30
difficulties” (1975-1977)
Financial protocol (1978-1981) 230 200 — 30
Pre-accession aid, within the framework of EEC membership negotiations 275 1506 — 125
(1981 up to Portugal's accession).
685 500 — 185
Spain Pre-accession aid, within the framework of EEC membership negotiations 200 200 — -
(1981 up to accession)
Turkey Association agreement signed 12.9.1963
1st financial protocol (1964-1969) 175 — 175 —
2nd financial protocol (1973-1976) 220 25 195 —
3rd financial protocol (1979-1981) ’ 310 90 220 —
4th financial protocol (not yet ratified: expiry foreseen 31.10.1986) 600 225 325 50
1305 340 915 50
Yugoslavia interim lending arrangements following Declaration of Belgrade (1976-1978) 50 50 — —
Financial protocol (1. 7. 1980-30.6.1985) 200 200 — —
250 250 — —
Cyprus Financial protocol {1.1.1979-31.12.1983) 30 201 4 6
Maita Financiat protocol (1.11.1978-31.10.1983) 26 16 5 5
Sub-total European countries . . 2496 1326 924 246
Maghreb . P K q . .
Algeria - 1st financial protocol (1978-1981) . 114 70 19 X 25
2nd financial protocol {not yet ratified: expiry foreseen 31.10.1986) 151 107 16 28
265 177 35 53
Morocco 1st tinancial protocol {1978-1981) 130 56(*) 58 16
2nd financial protocol (not yet ratitied: expiry foreseen 31.10.1986) 199 901 42 67
329 146 100 83
Tunisia 1st financial protocol (1978-1981) 95 410 39 15
2nd financial protocol (not yet ratified: expiry foreseen 31.10.1986) 139 78t 24 37
234 119 63 52
Mashreq
Egypt 1st financial protocol (1978-1981) 170 93 14 63
2nd financial protocol (not yet ratified: expiry foreseen 31.10.1986) 276 150t 50 76
446 243 64 139
Jordan 1st financial protocol (1978-1981) 40 180 4 18
2nd financial protoco! (not yet ratitied: expiry foreseen 31.10.1986) 63 37 7 19
103 55 11 37
the Lebanon 1st tinancial protocol (1978-1981) 30 200 2 8
1st Emergency aid (1977-1978) 20 20 — —
2nd financial protocol (not yet ratified: expiry tforeseen 31.10.1986) 50 34 5 11
2nd Emergency aid (1982) 50 50 — —_
150 124 7 19
Syria 1st financial protocol (1978-1981) 60 34¢) 7 19
2nd financial protocol (not yet ratitied: expiry foreseen 31.10.1986) 97 64C}) 1" 22
157 98 18 41
Sub-total Maghreb + Mashreq . 1684 962 298 424
Israel 1st financial protocol (1978-1981) 30 30 — —
2nd financial protocol (not yet ratified: expiry foreseen 31.10.1986) 40 40 — —_
’ 70 70 — —
TOTAL MEDITERRANEAN 4250 2358 1222 670

) Indicates provision for subsidies on EIB loans, paid from the grant aid




activities in the Mediterranean re-
gion.

Various facets of these operations
will be covered in the following
pages — the forms of finance pro-

vided in the different countries, how

the Bank chooses the projects it
finances and on what basis, coope-
ration with other development agen-
cies. ..

But the starting point must be to
trace the steps which have led the
EEC to assume an active role in the
Mediterranean region’s develop-
ment.

Background

Outward looking

In creating the European Economic
Community, the Member Countries
were not seeking cooperation with
each other to the exclusion of wider
interests.

Just as they recognised the need to
break away from a restrictive, na-
tional dimension to their own de-
velopment, so they also saw that
even the new Community could not
be a self-sufficient entity, turned in
upon itself. It would need to take an
outward-looking stance. Member-
ship was to be open to other demo-
cratic states in Europe, if they so
wished, and from the beginning the

Community expressed its aim of .

helping to promote economic and
social development in overseas

countries enjoying special links with

Member Countries.

Today — almost 25 years on — the
EEC has grown from six to 10
Member States, with a further two
presently negotiating membership.
It is the globe’s major trading unit
and the developing world’s principal
economic partner and biggest
source of aid, part extended by the
Community as such, part by Member
States under their own, bilateral ar-
rangements.

Cooperation dealt with on a Com-

munity basis provides for many

forms of assistance and embraces
preferential trading measures, tech-
nical, industrial and commercial
help, in some cases export stabilisa-
tion payments, and investment
finance, which is the EIB’s field. The
main weight of these policies is con-
centrated on two groups of coun-
tries " which are seen as meriting
priority action:

— the African, Caribbean and
Pacific (ACP) countries which have
signed the Lomé Conventions (see
EIB-Information No. 25, April 1981);

— countries in the Mediterranean
region.

As Europe’s crossroads with Africa
and Asia, the Mediterranean is self-
evidently a region of extreme im-
portance for the EEC.

The Community is by far the largest
demographic and economic entity in
the zone. The creation of the EEC,
with France and Italy among the
Members, gave a direct Mediterra-
nean presence to all of the original
“Six". The subsequent enlarge-
ments to the Community — De-
nmark, Ireland and the United King-
dom in 1973, then Greece in 1981
— mean that presence has been
extended to 10 countries sharing
a common market now running from
the Aegean to the Baltic and the Irish
Sea. Spain and Portugal’'s member-
ship will push the centre of gravity
further to the South, with five out of
the 12 EEC countries at the entry to
the Mediterranean or occupying
most of the northern shore, and
accounting for more than half of the
Community’s total populfation.

Solidarity between the Community
and its Mediterranean neighbours
springs naturally from intertwined
cultures and shared histories but
economic factors of mutual interest
are the bedrock of cooperation.

For the EEC, substantial gains
would be derived from sustained
development in an area which al-
ready constitutes a sizeable market
for its products, with considerable
potential for expansion. The 14
Mediterranean countries with which
the EEC currently has cooperation
agreements account for 20.2% of
the EEC 10’s exports (4.6% to Spain
and Portugal, 15.6% to the other
countries). This can be compared,
for example, with the United States
market at 14.7% of exports or the
Eastern bloc at 5.8%.% Also, for
a Community which imports about
90% of its raw materials, the import-
ance of the Mediterranean as a key
route for fuel and other essential
supplies was heavily underscored in
the oil crisis.

The other side of the equation is that
the Community represents the big-
gest market in the region (over 270
million people, or 320 million people

.when Spain and Portugal join) and

hence for most Mediterranean coun-
tries an actual or potentially major
outlet for exports. The EEC is also
the closest source of industrial and
technical assistance.

Steps and aims in building up
cooperation

Mediterranean cooperation is easy
to identify as an aim but the effort to
promote it has been a lengthy pro-
cess.

No single, overall structure governs
Community action, but rather a suc-
cession of agreements negotiated
over the past 20 plus years, with
different aspects of cooperation pre-
dominant. -

With Greece first, then Portugal and
Spain at present, cooperation has to
be seen mainly in the context of
helping the countries tackle certain
adaptation problems in their econo-
mies to pave the way for Community
membership.

In Turkey, there is a blend of moti-
ves., The Community’s aid is both
assistance for a developing country
and a means to further the close
association between Turkey and the
EEC, which also implies preparation
for eventual membership.

M Individual EEC Member Countries have bila-
teral aid programmes which, apart from Lomé
and Mediterranean countries, also extend aid
to many developing countries in Asia and Latin
America.

@ Figures for 1981: source Eurostat

ECU

The ECU is made up of the sum of the
following amounts: DM 0.828,
£ 0.0885, Ffrs 1.15, Lit 109, FI 0.286,
Bfrs 3.66, Lfrs 0.14, Dkr 0.217, IRE
0.00759.

At 30 September 1982, the values of
the ECU in the various currencies of
EEC Member Countries and in the
Mediterranean Countries mentioned
in this bulletin were as follows:

DM 2.35365 Bfrs 45.6409

£ 0.549768 Lfrs 45.6409
Ffrs 6.64257 Dkr 8.23109
Lit 1323.77 Dr 66.7793
Fl 2.57309 IRE  0.690606
Portugal: 82.22 escudos; Spain:

106.11 pesetas; Turkey: 164.48 liras;
Yugoslavia: 48.80 Yugoslav dinars;
Cyprus: 0.46 Cyprus pounds; Malta:
0.39 Malta pounds; Algeria: 4.38 Alge-
rian dinars; Morocco: 5.81 dirhams;
Egypt: 0.65 Egyptian pound; Tunisia:
0.59 tunisian Dinars; Jordan: 0.33 Jor-
dan dinars; Lebanon: 4.01 Lebanese
pounds; Syria: 3.65 Syrian pounds;
israel: 27.04 shekels; — 0.93 USS$.




With many of the countries along the
southern and eastern shores of the
Mediterranean, Community action
falls more into the classic mould of
development aid, although it forms
part of a wider approach also.

Then there are other elements: for
example, where the Community has
wanted to express solidarity with
countries faced with particular eco-
nomic difficulties threatening their
stability — this was especially the
case with Portugal immediately after
restoration of democracy, and the
Lebanon; Yugoslavia's geographical
position has led to an accent on
developing facilities of joint interest
to that country and the EEC...

Building up cooperation in the re-
gion consists, therefore, of different
approaches, but all interlinked and
-serving one broad aim.

The first major steps were the signa-
ture of the association agreements
with Greece in 1961 (see page 5) and
Turkey in 1963. There were also
several commercial agreements with
other countries, some of a more
concessionary nature, others on
a looser, non-preferential basis.

Enlargement of the Community in
1973 stimulated fresh movement,
with the Community declaring its
intention to establish a framework of
cooperation to cover all Mediterra-
nean littoral countries wishing to
maintain or develop special ties with
the EEC (keeping at the same time
the special association arrange-
ments with Greece and Turkey). -

Broad aims were worked out in 1972
so that the Community was ready
upon enlargement the following
year to enter into discussions.

The process was called an “overall
Mediterranean approach”, often re-
ferred to as the Community’s “Medi-
terranean policy”. This is perhaps
slightly misleading as it gives an
idea of comprehensive negotiations
whereas, in fact, the various coope-
ration agreements were discussed
and signed with the countries indivi-
dually, over different timespans, and
the final provisions as to trade con-
cessions, financial assistance etc.
were adapted to the economic situa-
tion of each country. However, the
end result was to extend a frame-
work of cooperation to most of the
developing countries along the
Southern and Eastern shores (the
Maghreb and Mashreq), plus Cy-
prus, Malta and Israel.

With the addition of agreements
with Portugal, Spain and Yugoslavia
only two Mediterranean littoral
countries — Albania and Libya
— have not at present negotiated
cooperation arrangements with the
EEC.

Financial aspects of the various
agreements are detailed later on and
are summarised in the list on page 2.

Now, with Portugal and Spain prepa-
ring for EEC membership, the Com-
munity countries are at the point of
having to work out a new phase of
cooperation. The Commission of the
European Communities has submit-
ted to the Council of Ministers a de-
tailed paper calling for discussion
on relaunching a Mediterranean po-
licy for the enlarged Community.

The EIB’s role

The Community’s financial coopera-
tion with the Mediterranean coun-
tries is channelled by the European
Investment Bank and the Commis-
sion of the European Communities.

The possibility for the EIB to operate

in non-Member Countries was pro-

vided for in Article 18 of the Bank’s
Statute (an integral part of the Treaty
of Rome).

This stipulates that although EIB
financing should normally assist in-
vestment projects carried out in the
European territories of Community
Member States, the Board of Gover-
nors (one Minister from each
Member Country), acting unanim-
ously on a proposal from the Board
of Directors, may aiso authorise the
Bank to lend outside the Com-
munity. :

The clause opened the way, as coop-
eration policy evolved, for the
Bank's experience as a project
financing body within the Member
Countries to be put progressively to
use to the benefit of other countries.

It meant also that, as the Bank bor-
rows its resources on the capital
markets, funds could be mobilised
additional to those provided by the
Member States or the Community
from budgetary resources.

Certain basic principles govern the
EIB’s activities outside the Com-
munity: )

[I the Bank lends within the
framework of agreements negoti-
ated between the Community and

the countries concerned; the max-
imum amounts for EIB lending must
be formally approved by the Bank's
own Board of Governors. Each of
these agreements specifies a times-
pan for Bank lending (usually about
5 years) and sets a ceiling for the
total amount — this is not a legal
obligation but an amount to be
reached only if sufficient, good qual-
ity investment projects are iden-
tified.

O the agreement of the authorities
in the countries concerned is neces-
sary before the EIB pursues financ-
ing proposals.

O every project must undergo ex-
amination by the Bank’s own staff of
its likely economic impact; depend-
ing on the project, the appraisal will
cover various aspects such as effect
in eliminating infrastructure bot-
tlenecks to development, potential
balance of payments benefits, re-
venues generated, jobs created, im-
pact in diversifying energy supplies
and encouraging regional develop-
ment. The Bank also looks closely at
the financial structure and the tech-
nical and managerial capacities of
the promoter.

O within the overall spectrum of
Community aid, and in cooperation
with the Commission of the Euro-
pean Communities, the EIB deploys
different forms of financing, some

softer than others, and it is neces-

sary to determine how these are
used, and in.what mix, according to
the projects.

O support may be given for invest-
ment carried out by public, semi-
public or private sector promoters.

0O the EIB finances only part of the
fixed asset costs involved, i.e. the
funds it makes available should be
one element of a comprehensive
financing plan, including the promo-
ter’'s own funds and, in most cases,
finance from governments, other
banks or development agencies.

O the Bank's standard policy.is that
finance be used for equipment or
services chosen on the basis of in-
ternational competition; it may
cover both foreign currency and loc-
al expenditure.

Whether lending inside or outside
the Community, the EIB is always
required by its Statute to obtain
adequate security for its loans. This
is the main safeguard for the Bank’s
high credit-standing and its ability to

‘raise funds on the markets on best



conditions, and hence in the direct
interest of its own borrowers.

Security is assured in various ways.
The basic element is the Bank’s own
rigorous appraisal of the economic,
financial and technical viability of
each project with a view to support-
ing only soundly conceived and im-
plemented investments (see pages
15-16 detailing the Bank’s project
appraisal approach).

Secondly, contractual security ar-
rangements are made for each, indi-
vidual loan agreement, usually in the
form of a guarantee from the State
concerned, or banks or industrial
groups, in appropriate circumst-
ances.

Beyond this, the Community itseif
stands as guarantor for the EIB’s
lending outside the Community. It
gives blanket guarantees covering
75% of lending both in the Mediter-
ranean and Lomé Convention coun-
tries. :

This triple approach — insistence on
project quality, individual loan sec-
urity, Community comprehensive
guarantee — demonstrates to the
capital markets that the Bank’s lend-
ing outside the EEC (in over 60
countries to date) is not materially
different, in terms of exposure, from
its_lending in the Community coun-
tries.

Another general point to operations
outside the Community is the way
tasks are shared between the Com-
mission and the European Invest-
ment Bank.

This ‘aims at structuring financial
cooperation to enable a versatile,
‘pragmatic approach with a range of
different facilities handled by the
two institutions. The Commission is
primarily concerned with the kind of
projects which require a very soft,
largely grant aid-oriented approach
(e.g. social infrastructure and basic
rural development) and in providing
funds for investment studies and
technical assistance of various
kinds.

The EIB concentrates on fields more
appropriate for the kinds of loan
finance which it deploys.(develop-
ment of economic infrastructure, ex-
pansion in the production sectors,
exploiting energy resources). How-
ever, there are some projects which
call for a blend of different kinds of
financial support, with an input from
both the Bank and the Commission.

EIB financing in the Mediterranean

" countries comes under two broad

headings:

— ordinary operations financed
from the Bank’s own resources (i.e.
essentially the sums raised as part of
normal borrowing operations on the
capital markets); and

— special operations financed from
budgetary funds which the Bank
manages under Community man-
date.

Ordinary operations are loans pro-
vided on the same conditions as the
Bank’s loans within the Community,
that is to say at interest rates closely
foliowing movements on the mar-
kets where the Bank obtains its
funds. However, in most Mediterra-
nean countries, lending rates are
brought down by interest subsidies
paid from Community budgetary re-
sources; the borrowers therefore re-
ceive loans on more favourable con-
ditions than the Bank itseif could
afford to give, bearing in mind that it

lending in Greece.

beyond the Member States.

a total of 351.4 million ECUs.

projects).

port improvements,

This review of EIB operations in the Mediterranean region deals with
the non EEC-countries in which the Bank is currently engaged. It
would be incomplete, however, without a brief retrospection on

On 1 January 1981, Greece joined the European Economic Communi-
ty and became at the same time a Member of the European Investment
Bank. Since that date, financing operations in this country have been
conducted in exactly the same manner as in any other EEC country.

But for almost 20 years prior to membership, Greece was linked to the
Community through an association agreement.

Amongst other aspects, this agreement — signed 9 July 1961 — was
the first under which the EIB was asked to extend its operations

There were two financial protocols which involved the Bank in lending

The first came into effect in November 1962 and provided for the EIB
to lend up to US$ 125 million (= 116.4 million ECUs at rates ruling at
contract. signatures), all from the Bank’s own resources. 3% interest
subsidies were paid from the EEC Member States’ own budgets on
two thirds of the loans (for transport, energy and land improvement

The EIB’s operations under this protocol were interrupted in 1967
following the coup d'état in Greece. it was possible to recommence
lending only towards the end of 1974, after restoration of democratic
government and following reactivation of the association agreement.
The remaining amount was committed by end-1975.

The second protocol, which came into effect in August 1978, provided
for the EIB to lend 225 million ECUs from its own resources (150
million with 3% interest subsidies), 10 million in loans on special
conditions, financed from the Community budget, and grant aid of 45
million ECUs from the Community budget, partly to pay the interest
subsidies on the EIB loans. Lending was completed by end-1980.

Under both protocols, the aim was to channel funds into key areas of
the Greek economy, helping to increase performance to a level more
approaching that of the Community and so easing integration.

Special priority was given to improving agricultural productivity,
essentially through irrigation plus some forestry development (37% of
the total) and to helping small and medium-scale industrial ventures
" (25%). Funds also went towards energy provision {mainly develop-
ment of hydro resources, cutting oil import dependence) and trans-

There is, of course, a direct similarity between the objectives of these.
operations in Greece and the work which the Bank is currently
carrying out in Spain and Portugal under the pre-accession finance
arrangements with these two EEC candidate countries.




can raise funds on financial markets
only by offering a competitive rate of
interest to investors, that it has to
cover its own operating costs and
contribute to reserves required by its
Statute.

The duration of the loan depends on
the nature of the project financed
and always, of course, on the Bank'’s
own borrowing possibilities. For in-
frastructure projects the term may
be up to 20 years, for industrial
investments between 7 and 12 years.
There is a grace period on capital
repayments covering the construc-
tion and start-up phase of a project.

Special operations are on very soft
conditions. As the Bank's own re-
sources are not involved, the finance
provided does not have to reflect the
conditions on the capital markets.
There are two kinds of operation:

a) Special loans, with a very long
term (under recent agreements: 40
years, including a 10-year grace
period on repayment of principal);
the interest rate is nominal (1%).

-b) risk capital for financing share-
holdings or lending to a State or
a national development agency to
bolster enterprises’ equity bases, or
for providing quasi-capital assis-
tance.

So far -there have ‘been wery few
opportunities to carry out risk capi-
tal operations in Mediterranean
countries but there may be more in
the future; risk capital contributions
are a most important element of the
EIB’s financing operations under the
Lomé Convention to help productive
sector investments in the African,
Caribbean and Pacific countries.

All special operations are accounted
for separately from the Bank's other
activities, off balance sheet, in what
is known as the “Special Section”,
formed by decision of the Board of
Governors in 1963 when the first
such lending took place in Turkey.

it is interesting to examine how the
combination of these different forms
of financing has been applied.

The “mix” of finance

Financial cooperation with the
Mediterranean countries has to take
account of widely different levels in
their economic development.

Their per capita Gross Domestic
Product averages about 27% of that
of the Community, but behind this

there are considerable variations.
Spain is roughly at the same level as
the least prosperous Community
countries whereas Egypt has about
1/16th of the Community average
per capita GDP.®

The “mix” of finance offered by the
Community reflects these diffe-
rences. In the Maghreb and Mashreq
countries, for example, the help they
require to overcome severe develop-
ment problems is recognised in the
fact that about half of the finance
under both the previous and new
protocols is in the form of grant aid
(including amounts for interest sub-
sidies on EIB loans) and loans on
special conditions. By contrast, the
agreements with Spain, Israel and
Yugoslavia, countries with certainly
a much higher level of economic
development, foresee loans exclu-
sively from the EIB’s own resources,
without subsidies, i.e. on the same
lines as for normal Bank operations
within the Community.

The broad approach is that the EIB's
loans, subsidised or not, go mainly
to investment in industry and agri-
cultural development schemes and
to infrastructure projects necessary
for economic development, such as
electricity generation and transmis-
sion, highways and ports. Special

loans from budgetary resources are.
handied by the Commission (essen-’

tially for social and basic rural de-
velopment) and can also be deploy-
ed by the EIB for economic infras-
tructure projects. There is a fair de-
gree of flexibility to these divisions
and it is to be noted that, in certain
cases, a combination of ordinary
loans and special loans can be pro-
vided for the same investment.

Grant aid — apart from the amounts
used to pay interest subsidies on EIB
loans — is used by the Commission
for financing technical cooperation
(i.e. training, technical assistance in
running facilities, pre-investment
studies).

Agreements with non-EEC
European Mediterranean countries

European Mediterranean countries
have benefited the most from the
financial cooperation arrangements
in the region.

Portugal, Spain and Turkey — the
three with particularly strong attach-
ments to the EEC — between them
account for over 75% of all EIB
financing operations in the 14 Medi-

terranean countries (1260 million
ECUs out of a total of 1 686.5 million,
as at 30 September 1982). With Yu-
goslavia, Cyprus and Malta, the
share rises to 79%.

Portugal

After first signing a commercial
agreement with Portugal in 1972, the
Community has extended financial
cooperation in three stages.

- The first followed restoration of de-

mocratic government in 1974, The
Community wanted to help at a time
of “particular economic difficulties”
and, after discussions with the Bank,
the Council of the European Com-
munities decided in October 1975 to
offer “exceptional emergency aid”
in the form of 150 million ECUs of
EIB loans for priority development
projects. Loans were to be subsi-
dised by 3%, for which 30 million
ECUs were made available from the
Community budget. First loans were
granted in 1976 and lending was
completed by end-1977.

The emergency aid was envisaged
as an interim measure pending ne-
gotiations on a formal financial pro-
tocol between Portugal and the
EEC. This came into effect in No-
vember 1978 and foresaw a total of
200 million ECUs in EIB loans. Up to
150 million could be provided with
3% interest subsidies, for which
again 30 million ECUs were reserved
in the Community budget.

The protocol was for financing in-
vestment projects aimed at increa-
sing productivity, improving the in-
frastructure, diversifying the econo-
my and, above all, promoting indu-
strialisation and modernisation of
the agricultural sector. The agree--
ment was planned originally to cover
five years (up to end-October 1983),
but after a request from the Portu-
guese government to the Council of
Ministers, the Bank's Board of Go-
vernors agreed to accelerate imple-
mentation and alf lending was com-
pleted by end-1981.

The third stage of financial coopera-
tion is now in progress and it takes
the form of pre-accession aid “to
prepare and facilitate the harmo-
nious integration of the Portuguese
economy into the Community eco-
nomy”. This came into force on 1 Ja-
nuary 1981.

Provision for EIB loans is set at 150
million ECUs {(up to 125 million with

(1) Figures for 1980; source World Bank.



3% interest subsidies, for which an
amount of 25 million ECUs has been
set aside in the Community budget).

Complementing the EIB loans, the
Commission of the European Com-
munities administers 100 miilion
ECUs of grants from the budget for
cooperation  projects or pro-
grammes. This includes technical
assistance (studies, services of con-
sulting engineers, etc.) partly inten-
ded for use in indentifying and pre-
paring investment projects for possi-
ble EIB lending.

At 30 September 1982, EIB lending
in Portugal totalled 435 million
ECUs, of which 85 million under the
latest pre-accession aid arrange-
ments.

Spain

Formal commercial agreements
were established between the Com-
munity and Spain in 1970. Negotia-
tions on Spain’s EEC membership
have been in progress since 1979
and in the middle of 1980 they
broadened out to include the ques-
tion of financial cooperation.

After a formal request from the Com-
munity’'s Council of Ministers, the
Bank’s Board of Governors decided
in May 1981 to lend up to 200 million
ECUs as pre-accession aid, subject
toa limit of 100 million ECUs per
annum.

The arrangements foresee finance
being concentrated on certain key
sectors of importance for Spain’s
integration into the Community
economy:

— improved regional infrastructure
so as to promote more balanced
development between regions;

— improved infrastructure linking
Spain to the Community;

— restructuring, modernisation and
development of small and medium-
sized enterprises;

— support for efforts to save ener-
gy, particularly oil.

At 30 September this year, 120 mil-
lion ECUs had been lent.

Turkey

Financial cooperation with Turkey

dates back to 1963 when the associ-
ation agreement was signed bet-
ween Turkey and the EEC.

The agreement was intended steadi-
ly to forge more balanced relations
between the signatories and reduce

The European Investment Bank works in close cooperation with other
development agencies.

These may be Member States’ bilateral aid organisations, other
international lenders, in particular the World Bank group, and more
recently the various bilateral or mulitilateral financial institutions in the
Arab oil-producing countries.

Such contacts often help in the identification of possible projects for
financing and in easing the complicated business of constructing
financing plans for a number of the larger projects.

Regularly, the EIB co-finances investments directly with one or more
of these organisations. Co-financing may take the form of loans from
two or three aid agencies for precisely the same project. Alternatively,
a major development project can be divided into its main components
(say industry and the infrastructure directly necessary) with agencies
making separate contributions.

Experience has also shown that because institutions like the EIB and
the World Bank are known for their rigorous appraisals, the fact that
they agree to finance a project can have the effect of encouraging aid
from other sources and inspiring confidence on the part of potential
commercial lenders. -

In several instances the Bank has directly helped to mobilise other
sources of finance and, as a member of syndicates or groups formed
expressly for financing particular investments, has acted as coor-
dinator both within these groups and between them, the nationatl
authorities and the project promoter. A particularly important example
of such action was the EIB’s participation in an international financing

plan for construction of the Bosporus bridge in Turkey.

the development gap between Tur-
key and the EEC.

It stated that “the support given by
the European Economic Community
to the efforts of the Turkish people
to improve their standard of living
will facilitate the accession of Tur-
key to the Community at a later
date”.

The agreement committed the Com-
munity to help finance projects de-
signed to step up productivity in the
Turkish economy, in particular by
improving economic infrastructure,
raising agricultural output and by
the setting up or expansion of mod-
ern, well-run industrial ventures in
both the public and private sectors.
The European Investment Bank was
entrusted with the responsibility of
implementing the provisions.

There have been three financial pro-
tocols governing aid up until Oc-
tober last year. Now a fourth pro-
tocol has been drawn up and awaits
the necessary approvals before
lending operations can start.

The first financial protocol came
into effect just after the association
agreement . in November 1964, It
foresaw, over a five year period, the
lending of 175 million ECUs; these
were exclusively loans on special

conditions, funded from resources
made available by the Member
States from their own budgets, with
the EIB managing-the lending direct-
ly under their mandate.

The second protocol, which came
into effect in November 1973, ex-
tended aid through to May 1976 with
220 million ECUs (195 million in
special loans from Member States’
budgetary funds, plus 25 million in’
ordinary loans from the EiB’s own
resources).

This was followed, from May 1979 to
October 1981, by the third protocol
which provided for a total of 310
million ECUs (220 million in loans on
special conditions, now drawn from
the Community’s budget as opposed
to the previous system of direct
funding by the individual Member
States, plus 90 million ECUs in ordi-
nary loans from the EIB’s own re-
sources).

As can be seen, about 80% of the
total aid foreseen under the first
three protocols was made available
by the EIB in the form of loans on
special conditions.

At 30 September 1982, the EIB had
committed all funds under the pro-
tocols for a total of 705 million
ECUs, comprising 590 million in



loans on special conditions, 115 mil-
lion in ordinary loans.

The next financial protocol envi-
sages a substantial increase in
financing with a total of up to 600
million ECUs, to be committed by
end-October 1986. This would be
composed of 325 million ECUs in
special loans from budgetary re-

sources, 225 million ECUs in EIB

ordinary loans, and — as a new
aspect — 50 million ECUs in grants
for technical and economic coope-
ration to be managed by the Com-
mission. :

Yugoslavia
EEC — Yugoslavia commercial links

were formalised in trading agree--

ments signed in the early 70s. To-
wards the end of 1976 there were
discussions on the ways and means
of further cooperation, followed by
the so-called “Declaration of Bel-

grade”. This affirmed the wish of

both parties to strengthen and diver-
sify relations and as one outcome
the EIB’s Board of Governors au-
thorised the Bank in December 1976
to make available 50 million ECUs in

ordinary loans for investment pro-’

jects of common interest to Yugos-
lavia and the Community. Lending
was completed by end-1978.

On 2 April 1980 a cooperation agree-

ment was entered into between the

Community and Yugoslavia and a fi-
nancial protocol provides for up to
200 miltion ECUs in EIB ordinary
loans to be made available by end-
June 1985, again for investments of
common interest to Yugoslavia and
the EEC. :

Cyprus

Commercial relations between the
EEC and Cyprus were first given
a formal framework in an associa-
tion agreement signed in 1972. Fi-
nancial cooperation was introduced
through a protocol which came into
effect in January 1979; this makes
provision for up to 30 million ECUs
in the form of 20 million ECUs in EIB
ordinary loans, 4 million in special
loans from budgetary funds (man-
aged by the EIB under mandate) and
6 million in grant aid, part of which
serves to pay 2% interest subsidies
on EIB loans.

The protocol, which expires end-
1983, stipulates that any project fi-
nanced must benefit both the Greek
and Turkish communities on the

island. At 30 September 1982, the
Bank has made an ordinary loan of
12 million ECUs.

Malta

Malita also signed an association
agreement with the EEC, in 1970,
which provided for certain trade
concessions. Subsequently a finan-
cial protocol was negotiated and
this came into effect in November
1978. It foresees a total of 26 million
ECUs to be committed by end--
October 1983 in the form of 16 mil-
lion ECUs in EIB ordinary loans,
5 million in special loans {managed
by the EIB under mandate) and
5 million in grant aid, essentially for
paying interest subsidies on the EIB
loans.

At 30 September 1982, the Bank had
made available 8 million ECUs (3
million in ordinary loans, 5 million in
special loans).

Sectoral summary of loans in non-
EEC European Mediterranhean
countries

Energy

The largest single share of loans
granted by the EIB in the six Euro-
pean Mediterranean countries has
gone to improving energy supplies:
513.9 .million ECUs, representing
38.8% of the total.



Each of the countries faces the same
need to invest in new energy pro-
duction facilities — where possible,
exploiting indigenous resources
— which are basic to their plans for
economic development and higher
living standards. They are all heavily
dependent upon oil imports (80% of
Portugal’'s consumption, 65% in
Spain, 40% in Turkey).

The EIB’s action in this respect has
been particularly strong in Turkey
where 356.9 million ECUs — that is
to say, half of the EIB's financing
operations in this country — have
gone to energy supply and transmis-
sion. Funds have been directed to-
wards construction of two major
hydro-electric schemes on the Eu-
phrates (with about 3000 MW
capacity between them) and de-
velopment of lignite deposits and
construction of a 1250 MW power
station in Eastern Anatolia. The an-
nual output of these three stations
— once all the equipment is in full
service — should be equivalent to
about 5 million tonnes of oil (this
corresponds to about 40% of Tur-
key’s oil imports in 1980).

Loans have also gone towards the
laying of some 1900 km of high
tension lines and for instailation of
a national grid control centre to
rationalise generation and transmis-
sion facilities.

In Portugal, the EIB has made simi-
lar efforts with 120 million ECUs
channelled into 1250 MW of new
electricity  generating  capacity
(mainly hydro-electric or coal-fired),

_erection of 240 km of high voltage
power lines, including a link-up with
the Spanish grid, and installation of
a computer-controlled electricity
dispatching system to optimise
coordination of national facilities.
The hydro and coal-fired plant, and
the control system, should make
a direct contribution to limiting de-
.pendence upon oil imports, saving
or replacing about 1 million tonnes
per year.

In Yugoslavia, 25 million ECUs went
towards the erection of 1100 km of
high tension lines and interconnec-
tions with the Greek and ltalian
grids. Yugoslavia has considerable
hydro resources, the majority not yet
exploited, and reserves of coal and
lignite. In general these are far re-
moved from the areas of major con-
sumption, making a heavy load elec-

Small and medium-scale ventures account for the dominant share of
industrial activity — in some cases virtually all — in most Mediterra-
nean countries.

There are clear practical difficulties as to how the EIB, a Community
body with operations on an international scale, can deal with them
directly, discussing in detail their multiple investment finance needs.
For this reason it channels funds to them through development banks
in the different countries which are better equipped, with their on-the-
spot personnel, to talk with potential clients and assess their require-
ments.

The EIB provides finance to the local develbpment banks in the form
of globai loans (basically lines of credit) which the institutions then
draw upon to make a number of sub-loans for smaller-scale invest-
ments. The conditions laid down for the deployment of funds (e.g. the
size, nature and location of ventures to be assisted) are fixed in
negotiating each global loan. The ventures to be financed are chosen
in agreement with the EIB, for which a streamlined approval proce-
dure is established.

The objectives are to encourage the growth of small and medium-
scale industry which has good chances of being internationally
competitive, with growth prospects, and directs industrialisation away
from major urban concentrations.

in Spain and Portugal there is the further, specific aim of helping to
progressively integrate small and medium-scale industry as efficiently
as possible into the Commumty market (see page 10).

At end-September 1982, 30 global loans worth some 370 million ECUs
had been made to development banks or other financial institutions in
Portugal, Spain, Turkey, Morocco, Tunisia, Egypt, Jordan and Israel.
At the same date about 290 million ECUs had been drawn from these
financing facilities to provide credits for some 570 small and medium-
scale investments — including over 120 small handicraft ventures in

. Jordan — involving a total fixed asset cost of 840 million ECUs and the

creation of 27 000 jobs.

A point to be noted: a few of the global loans financed from budgetary
resources (Turkey, Morocco) have been used to finance feasibility
studies, technical assistance and various risk capital contributions.

tricity transmission system indis- Industry
pensable if rising electricity demand
is to be met. Industrial development has ac-

The link-up with neighbouring coun-
tries means Yugoslavia can iron out
peaks and troughs in its electricity
production by exporting power in
periods of surplus and obtaining
supplies in periods of shortfall. It
also provides for mutual assistance
through pooling of reserves, in-case
of failure of large generating units.

Finally, a loan of 12 million ECUs
went towards extension of a thermal
power station in Cyprus and rein-
forcement of the transmission sys-
tem and distribution networks.

NB In Spain, the Bank has also lent
for restructuring energy consump-
tion in the cement industry, switch-

ing from oil to coal (see section on
“industry below). -

counted for 468.6 million ECUs, with
finance provided for a wide range of
investments in Spain, Portugal and
Turkey.

More than half — 267.2 million ECUs
— has been concentrated on small
and medium-scale ventures by de-
ploying funds through the global
loan technique. Global loaris are es-
sentially lines of credit which the EIB
opens to financial institutions in the
countries concerned which in turn
use the resources to make a series
of sub-loans for investments chosen
in agreement with the EIB. In this
way, the EIB is able to channel funds
to many firms whose operations
would be of too modest a size for the
EIB to assist directly (see insert
above).



Small and medium-scale firms are
crucial to the economies of all three
countries and represent the vast
bulk of their industrial output and
employment. However,
them operate in conditions far from
ideal and they are up against strong
pressure to invest in modern equip-
ment and hone their competitive-
ness. This is particularly the case in
Spain and Portugal where future
EEC membership means that indus-
try must prepare itself rapidly to
trade efficiently in a far larger and
more dynamic market and to take

advantage of new export oppor-

tunities.

In Portugal, 174 million ECUs have
gone to industry. 104 million were in
the form of six global loans from
which, at end-September 1982, cre-

dits worth 60.3 million ECUs had’

been drawn down to help finance
a total of 98 ventures.

Larger industrial investments sup-
ported through individual, direct
loans concerned production of fer-
tilisers, glass fibre and plastics, ce-
ment and extraction of the iron con-
tent from industrial “waste” material
(pyrite cinders).

In total, the industrial developments

assisted by the EIB in Portugal rep- .

resent new fixed investment worth
428.5 million ECUs. and the direct
creation or safeguarding of around
6 500 jobs.

In Spain, 60 million ECUs have gone
to industry, the entire amount in the
form of three global loans. Two of
them (40 million ECUs) were granted
for financing small and medium-
scale ventures: at end-September
1982 34 firms had benefited, with
investments worth 55.2 million ECUs
involving some 1 700 jobs.

The other global loan — 20 million
ECUs — is being used specifically to
help finance the conversion from oil
to coal-firing of 15 cementworks
throughout the country. The invest-
ment — total cost put at 45 million
ECUs — should lead to considerable
savings in companies’ fuel bills and
contribute to the country’s overall
objective of diversifying energy im-
ports by replacing almost a million
tonnes of oil per year.

Two main aims of the Bank’s financ-

ing of industrial development in Tur-
key have been, at a first stage, to
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replace a certain amount of imports
with national production and then,
where possible, to encourage ex-
port-oriented activities. Again, this is
on the basis of seeing industry move
progressively to a more satisfactory
level of international competitive-
ness.

The EIB has provided a total of 234.6
million ECUs for industrial develop-
ment in the country, somewhat over
40% — 99.9 million — going to the
public sector, essentially for basic
goods production {e.g. paper, pet-
rochemicals, fertilisers).

Finance for private sector invest-
ment — 134.7 million ECUs — has
been provided in global loans (100.2
million) from which credits were
drawn down to assist small and
medium-scale ventures primarily in
the metals, mechanical and electri-
cal engineering, and chemicals sec-
tors.

In total, the various industrial invest-
ments supported in Turkey, both
large and small, represent new fixed
investment in the order of 920 mil-
lion ECUs and direct employment
for some 2 800 people.

Agriculture

A total of 91 million ECUs has gone
to investment in the agricultural sec-
tor — irrigation schemes and fore-
stry development — in Portugal and
Turkey.

In both countries, agriculture holds
a dominant position in the economy
and increased land and labour pro-
ductivity is a priority objective. Irri-
gation widens the choice of crops,
often enabling several to be har-
vested in one year and making more
efficient use of manpower in areas
where there is usually little alterna-
tive employment. It enables farmers
to better structure their production
to market needs, either reducing
national deficits in certain foods
(substantial foreign currency drains)
or aiming for better export pos-
sibilities, e.g. early and late veget-
ables in Northern European mar-
kets.

Forestry development is also an im-
portant factor in both national
economies and increased produc-
tion finds a ready market in the EEC
which imports about two-thirds of its
timber, half its paper pulp and
a fourth of its paper and board.

In Portugal, the Bank lent 27 million
ECUs towards irrigation schemes in

North-East and Southern Portugal
and 18 million ECUs for planting
eucalyptus forests mainly on aban-
doned land.

In Turkey, 36 million ECUs went
towards major agricultural develop-
ment schemes in the Izmir and Mer-
sin regions, involving irrigation
facilities, land levelling and consoli-
dation, works to combat erosion,
and flood protection. 10.0 million
ECUs went to forestry development
in Southern Turkey, closely linked to
industrial investment in timber and
paper mills, also part-financed by
the EIB.

Transport and other infrastructure

Loans for transport and other infras-
tructure — in Portugal, Spain, Tur-
key, Yugoslavia and Malta — totalled
256.5 million ECUs at 30 September
1982.

Savings in transport operating costs
can have a direct, beneficial effect
on the economy, helping to keep
domestic prices down, sharpening
export competitiveness, and improv-
ing conditions for more balanced
regional development. The Bank has
channelled funds into a range of
projects, some of importance well
beyond national frontiers.

in "Portugal; the main priority has
been port development. Portugal's
rugged hinterland and limited road
infrastructure means a heavy de-
pendence on sea transport for both
international and internal trade. Out
of a total of 96 million ECUs for
transport schemes, 54 million went
to expansion of the Lisbon, Leixoes
{Oporto) and Aveiro ports.

Other loans have helped to-finance
work on the Lisbon-Algarve highway
and to improve the safety of opera-
tions at Funchal airport, Madeira,
where 250000 islanders - depend
mainly on tourism for their liveli-
hood.

In Spain, 40 million ECUs went to
construction of a railway loopline
around Barcelona, which will relieve
congestion — often necessitating
costly detours — on the Valencia/
Barcelona/French frontier line. Also,
a 20 million ECUs global loan will be
used to finance small and medium-
scale road improvement and other
infrastructure investments primarily
to help regional development.

Transport improvements in Turkey
account for 67.5 million ECUs.



Loans went to construction of the
Bosporus bridge (linking Europe
and Asia Minor), railway modernisa-
tion including electrification, and
purchase of aircraft for domestic
routes.

In Yugoslavia, 25 million ECUs were
lent for construction of sections of
the Trans-Yugoslavia Highway,
which will run almost 1 200 km from
the ltalian and Austrian borders in
the north to the Greek frontier in the
south. The highway should permit
substantial cuts in haulage costs to
the benefit of Yugoslavia in its inter-
nal and international trade and also
to the Community which will have
far better road access to Turkey and
the Middle East, as well as improved
links between Greece and other
Member Countries. The EIB’s loan
went towards some of the most im-
portant parts of the motorway — the
Belgrade throughway, the link-up
with the Greek frontier, the Ljubljana
by-pass, which connects with the
Ljubljana-Trieste motorway.

Finally, in Malta 8 million ECUs were
lent for improvements at Valletta
commercial port, which handles vir-
tually all the island’'s imports and
exports.

Agreements with the Mahgreb and
Mashreq countries

Currently the Community has finan-
cial cooperation arrangements with
seven Arab countries in the Mediter-
ranean basin: the Mahgreb coun-
tries — Algeria, Morocco, Tunisia,
and the Mashreq countries — Egypt,
Jordan, the Lebanon and Syria.

The links with these countries are in
a sense doubly significant, firstly in
the context of the EEC's overall
. Mediterranean approach and sec-

ondly because they help to streng-
then economic relations with the
Arab world.

Negotiations on cooperation agree-
ments with the Maghreb countries
(which already enjoyed some forms
of concessionary trading arrange-
ments with the EEC) began in 1973
and the agreements were signed in
April 1976.

Financial protocols provided for
a total of 339 miilion ECUs, roughly
half (167 million) in the form of EIB
ordinary loans, generally with 2%
interest subsidies, 116 million in
special loans and grant aid of 56
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million,- partly to pay the interest
subsidies on EIB loans.

The protocols came into effect in
November 1978 and expired at end-
October 1981,

The second financial protocols with
the Maghreb countries — currently
awaiting ratification — provide for
a fresh volume of assistance total-
ling 489 million ECUs, to be commit-
ted by end-October 1986. This is
composed of 275 mitlion in ordinary
loans from the EIB’s own resources,
again with provision for interest sub-
sidies, 82 million in special loans
and 132 million in grant aid.

Under both old and new protocols,
the EIB can handle on the Communi-
ty’s behalf any special loans or risk
capital operations which may be re-
quired for investment in the indust-
rial, mining, energy and tourism sec-
tors, and in economic infrastructure.

The first Maghreb negotiations es-
tablished broad principles valid also
for the Mashreq. Discussions were
consequently much quicker with the
latter group of countries, beginning
in spring 1976 and leading to signa-
ture of agreements with Egypt, Jor-
dan and Syria in January 1977, and
with the Lebanon in May 1977.

The financial protocols provided for

a division of financial assistance -

broadly the same as that agreed for

the Maghreb, although there was

slightly less in the way of special
loans but more outright grant aid, to
take account of the somewhat lower
stage of economic development.

The total volume of finance was set
at 300 million ECUs, composed of
165 million in EIB ordinary loans
(with 2% interest subsidies), 27 mil-
lion in special loans and 108 million
in grant aid, partly to pay interest
subsidies on the EIB loans.

These protocols entered into force
and expired concurrently with the
Maghreb arrangements.

The second financial protocols, also
awaiting ratification, foresee a fresh
flow of funds totalling 486 million
ECUs over the same committment
period as the Maghreb arrange-
ments, i.e. by end-October 1986.

The assistance is composed of 285
million ECUs in ordinary loans from
the EIB’s own resources (again with
provision for interest subsidies), 73
million in special loans and 128 mil-
lion in grant aid.
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EIB responsibilities for managing
special loans are on the same broad
basis as under the Maghreb arrange-
ments.

Taken together, the second financial

protocols with the Maghreb and

Mashreq countries represent total
Community financial aid worth 975
million ECUs. This is nominally
a roughly 50%" increase on the
amount under the first protocols
(639 million), but in real terms
broadly maintains the value of the
assistance.

The table on page 2 gives the coun-
try-by-country details of the Mag-
hreb and Mashreq agreements.

Exceptional aid to fhe Lebanon

The Community agreed in November
1977 to help the Lebanon’s
economic recovery by giving excep-
tional aid. This took the form of the
EIB agreeing to lend 20 million ECUs
over and above the amounts already
provided for under the first financial
protocol. The aid was deployed by
end-1979. .

in November 1982 the Board of Gov-
ernors authorised the EIB to provide
a second stage of exceptional aid;
Bank will lend up to a further 50
million ECUs.

Maghreb/Mashreq: summary of

loans by sector

In accordance with the Govern-
ments concerned, the Bank has
spread its lending over the different
sectors, notably transport infrastruc-
ture, energy and small/medium-
scale industry, in order to have some
impact in different areas of develop-
ment.

Transport

Transport projects account for the
major single share of EIB financing
operations in the Maghreb and Mas-
hreq. At 30 September 1982, 141.2
million ECUs had been lent in
Algeria, Morocco, Tunisia, Egypt
and Syria for a range of investments
aimed at improving road, rail and
sea communications. Several pro-
jects improve links with neighbour-
ing countries or facilitate trade with
Europe and further afield.

M = 60% increase in loans from the EIB’s own
resources, 40% increase in budgetary funds.
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in Morocco, 55 million ECUs went to
help the country’s exports of phos-
phate rock by constructing a new
mineral port at Jorf Lasfar and ex-
panding existing facilities at Safi.
Funds also went to extension of
Agadir port which handles much of
Morocco’s agricultural and general
wares import-export trade.

In Tunisia, 32 million ECUs were lent
for railway schemes: a 130-km new
railway line linking the bulk of the
country’s phosphate deposits to the
processing industry (the much
longer old line could not cope with
the increasing traffic); relocation of
part of the railway line between
Tunis and Algiers because the pre-
sent track is being submerged under
a reservoir for irrigation purposes.

Improvements to the Suez Canal ac-
counted for 25 million ECUs lent in
Egypt. The funds went towards work
on deepening and widening the can-
al and expanding ship repair and
maintenance facilities at Port
Tawfik.

In Syria, 19.2 million ECUs went to
construction of 150 km of highway
mainly to cut the cost of transport
from the farming areas in the East to
the main population centres in the
West and so give a boost to agricul-
tural production.

Finally, in Algeria 10 million ECUs
have been lent to help finance a road
scheme with important regional de-
velopment benefits; this involves im-
provements to the highway between
Constantine, Algeria’s third city with
growing industrial activity, and the
Bazoul area. Further loans are fore-

seen for the project, up to a max--

imum of 50 million ECUs.

Energy

Loans for energy development — in
Egypt, the Lebanon, Algeria and Jor-
dan — totalled 112 million ECUs at
end-September 1982.

In Egypt, 53 million ECUs went to-
wards development of a natural gas
field near Alexandria — to supply
local industry, replacing oil which
can be released for export — and for
600 MW of new electricity generat-
ing plant near Cairo.

Loans worth 35 million ECUs went
towards the expansion of two power
stations (460 MW) in the Lebanon,
part of the infrastructure support
necessary to improve conditions for
the country’s economic recovery.
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“— —-mechanical engineering.

In Algeria, 20 million ECUs went

towards small generating units for
Sahara oasis towns which need in-
creasing electricity supplies to help
them develop small-scale industry
and also exploit their tourism poten-
tial.

4 million ECUs were lent for im-
proved electricity transmission and
distribution facilities in Jordan,
mainly to serve thriving small-scale
industry north of Amman.

Industry

Possibilities for financing industrial
development have centred so far on
small and medium-scale ventures.

The EIB has made global loans
worth in total 53.3 million ECUs to
local development banks in Moroc-
co (20 million), Egypt (15 million),
Tunisia (12 million) and Jordan (6.3
million). At end-September 1982,
funds had been drawn down from
these facilities to help finance some
160 ventures — including in Moroc-
co and Jordan a number of very
small handicraft businesses — in-
volving the creation of around 8 300
jobs. Investment has been aimed
mainly at meeting local demand, in
particular in food and beverages,
textiles and leather, metals and

Two points of particular interest:
part of the funds in Morocco (5
million ECUs) were made available
as a risk capital contribution to fi-
nance equity participations in in-
dustrial  ventures; in Jordan,
a 300000 ECUs special loan was
provided to give technical and finan-
cial assistance to entrepreneurs of
handicraft ventures.

In Jordan, the Bank also lent 8 mil-
lion ECUs for construction of an
industrial zone near Amman to give
enterprises modern, efficient work-
ing conditions outside the con-
gested city.

Agriculture

Most Community support for basic
agricultural development in the
Maghreb and .Mashreq countries is
in the form of grant aid and channel-
led through the Commission of the
European Communities.

However, the Bank was asked to
provide 12 million ECUs in Tunisia
for allocation, via national banking
and credit circuits, to investment in
a range of agricultural production

. October 1986.

(poultry, market gardening, date
palm plantations, livestock farming,
irrigation, grazing land improve-
ments). Tunisia is a substantial net
importer of food and virtually all of
the increased production is aimed at
supplying the domestic market.

NB the road scheme in Syria and the
Tunis-Algiers railway line project al-
ready referred to can both be seen in
the context of assisting agricultural
development.

Agreement with Israel

Israel first signed a commercial ag-
reement with the Community as far
back as 1964. When the Community
decided in 1972 to embark upon
a comprehensive Mediterranean
cooperation policy Israel was the
first country to effectively conclude
a cooperation agreement in this
framework, signed in May 1975,

A financial protocol was then negoti-
ated and came into force in
November 1978 providing for the
EIB to lend up to 30 million ECUs.
The protocol expired at end-October
1981 and a second protocol has
been drawn up and awaits ratifica-
tion. This foresees up to 40 million
ECUs being made available by end-

Given Israel’s status as a relatively
developed country, compared with
most others in the region, no provi-
sion has been made, under either
protocol, for grant aid or finance on
special conditions. The loans made
by the EIB are on its normal terms.

Industry

All the funds under the first protoco!
were deployed to finance small and
medium-scale industry. Two global
loans were made to a local develop-
ment bank which used them to sup-
port 23 ventures involving the crea-
tion of some 900 jobs. It was agreed
that all funds should be used for
production of an exclusively civil
nature (e.g. energy-saving equip-
ment, medical apparatus, food pro-
ducts, paper and building materials)
and not for investment in occupied
territories.

Key points to the EIB’s project ap-
praisal approach

Clearly the financial cooperation ar-
rangements with the Mediterranean

countries can provide only a small
proportion of the funds they need to
pursue their development and, in the
case of Spain and Portugal, to inte-
grate their economies more closely
into the existing Community struc-
ture.

This puts a premium on using the
limited resources to the best effect
and underlines the importance of
examining projects to ensure that
they have a satisfactory financial
basis and offer clear economic be-
nefits.

All investments financed by the EIB
— whether from its own resources
or from' budgetary funds — have
been subjected to an in-depth ap-
praisal by the Bank's own staff and
approved only when they have been
judged as a sound contribution to
the development of the countries
concerned.

The starting point in project identifi-
cation and appraisal is a visit to the
country concerned for discussions
with the Government, national
financing institutions and important
public and private enterprises. Aris-
ing from this, various projects, usu-
ally from the national development
plan, are put before the EIB for
projects may arise at a later stage
but they must always have the sup-
port of the Government).

Not all will be financed, in some
cases far from it. There may also be _
difficulties in identifying sufficient
acceptable projects for the full take-
up of funds in the period foreseen.

In principle, however, the discus-
sions give a basic framework of
possible projects which must then
be tested against a number of objec-
tives related to the overall economic
situation of the country concerned
and the sector in which the invest-
ment falls.

The EIB- conducts for each project
a detailed study examining the fi-
nancial, economic and technical as-
pects.

According to the characteristics of
the proposed project, the financial
and economic rate of return are
calculated and the benefits for the
country assessed.
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These include considerations such
as how the investment might help to
remove “bottlenecks” to develop-
ment caused by inadequate infras-
tructure, how it could contribute to
industrial and agricultural develop-
ment, potential effects on the ba-
lance of payments, the impact on
unemployment, energy use rational-
isation. o

There are basically three kinds of
investment proposals which come
before the Bank in its Mediterranean
operations; energy and infrastruc-
ture projects; larger scale industrial
or agricultural development; global
loans for financing small and
medium-scale investments. Each
has special characteristics for ap-
praisat. ’

For energy and infrastructure pro-
jects the analysis concentrates on
assessing the probable demand and
utilisation pattern for the proposed
facilities. The economic analysis of
this type of project is based on
finding the least-cost solution to
meet demand.

Take a port development scheme,
for example. The appraisal would
aim to establish likely trade develop-
ment, taking into account regional,
national and international require-
ments and translate this into num-
bers and types of ships, cargoes
handied etc. Projects of this kind are
often typified by bottlenecks (e.g.
queues of ships or shallow water
obliging larger vessels to transload
onto barges outside the port) which
mean the benefits of the new invest-
ment can be quantified in assessing
the costs to the economy (e.g. in-
creased handling charges leading to
higher retail prices of imported
goods or harming export competitiv-
ity). Indirect benefits are often im-
portant and include opening up a re-

. gion for industrial development or
stimulating increased output in an
area where there is already some
industrial activity.

For larger scale projects in the pro-
ductive sector the appraisal must
examine the market for the product
and determine whether the invest-
ment would respond to demand with
realistically attainable sales objec-
tives.

This may call for market trends
— consumption, trade, price, quality
improvements — to be studied over
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recent years so as to judge likely
future development; the project may
then be tested against possible mar-
ket environments in which it could
well have to work.

For all such projects the Bank tries
to ascertain whether the production
would be competitive with local or
foreign output in the absence of
protection.or subsidies.

Attention is also paid to the impact
of the project in the same industry
and others in the country in stimulat-
ing further output (e.g. supplies of
intermediate materials or compo-
nents) or assisting in the transfer of
technology or reinforcing existing
technological capacities.

The contribution to regional de-

_velopment is usually an aspect taken

into account and in several coun-
tries special importance is attached
to decentralising industry away from
congested urban areas.

For global loans, the appraisal car-
ried out by the EIB is aimed essen-
tially at assessing the financing body
contracting the loan and its opera-
tional capacity to select viable small
and medium-scale investments to
support with the.funds. -

The EIB must be satisfied that the
institution has.a reliable approach
along the same broad lines as the
Bank’s own appraisal procedures.

After a global loan is signed there is
continuous contact between the EIB
and the institution concerned and
discussion on financing proposals;
this means that a feedback of infor-
mation and monitoring of the
strength of the institution’s apprai-
sals is an integral part of the proce-
dure.

The process allows for a dialogue on
most applicable analytical
methods and techniques. It encour-
ages the development banks, which
must of course select investments
promising a reasonable financial re-
turn, to be equally conscious of the
need to assess the economic be-
nefits. )

Operational efficiency and manage-
ment quality represent the best
guarantee of success for the local
development banks, not simply the

total volume of funds made available
to them.

The EIB’s appraisals — broadly simi-
lar to those of other major develop-
ment agencies — have to adopt
a multidimensioned approach to es-
tablish the economic, financial and
technical validity of investment
proposals.

Regularly, the Bank plays a con-
structive role in the shaping of indi-
vidual projects by recommending
special studies or assistance in im-
plementation. Exchanges of infor-
mation between the EIB, the World
Bank and other potential co-financ-
ing institutions, both bilateral and
multilateral, are also very important
(see page 7).

The appraisal procedures are de-
signed not only to safeguaird the
Bank’s own position, by allocating
funds soundly; most significant,
they are aimed at trying to ensure
that the projects give maximum be-
nefit to the countries concerned and

promote the objectives of the coop- _

eration agreements.
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