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Denmark: 12 years of EIE

The European investment Bank helps to finance
investment projects which further the balanced and
steady development of the Community. By granting
loans .and giving guarantees, the Bank pursues the
economic policy objectives as defined by Article 130 of
the Treaty of Rome. First and foremost, it helps to
finance projects concerned with production, infra-

The task definition of the Treaty
leaves room for interpretation and
‘permits the EIB to adapt itseif to
changing economic circumstances
and Community priorities. Under the
heading of common interest, for
example, the Bank finances projects
in the energy sector which help to
attain the aim of reducing the Com-
munity's dependence on oil through
the development of indigenous re-
sources, more rational use of ener-
gy, and diversification of energy im-
ports. This heading also includes

Community infrastructure projects

which contribute towards European
economic integration by improving
communication links within the
Community and projects that help to
attain Community objectives, such
as protection of the environment.
Projects for the industrial moderni-
sation or conversion of undertak-
ings, whether called for by the pro-
- gressive establishment of the com-

finance

mon market or necessitated by
structural difficulties, specifically
those contributing towards honing
the competitiveness of Community
industry "by developing or intro-
ducing innovative or advanced tech-
nology, also serve a Community in-
terest. The same is true for projects
resulting from close technical and
economic cooperation between en-
terprises in different Member
Countries.

Focus and volume

Since Denmark joined the European
Community in 1973, the EIB has

-channelled more than 1 545 million

ECUs (Dkr 12300 million) in loans
for investments throughout the
country and in Greenland. Most of
these were loans from the Bank's
own resources (essentially. funds
borrowed on the capital markets)

" but 375 million ECUs (Dkr' 2900
_million) in loans were from New

Community Instrument resources™.

Almost -90% of the loans provided
(1 360 million ECUs, or Dkr 10867
million) has been lent in the period
1980 - 30 April 198§. With a lending
total of 324.6 million ECUs (Dkr
2 646.3 million) in 1984, EIB loans
that year accounted for about 3% of
gross fixed capital formation (GFCF)
in Denmark. Although not quite on
the same level as the contribution to
the Irish (GFCF 3.5%) and the ltalian
economies (GFCF 4%), this is still

structure and energy, which contribute tothe economic
_development of regions in difficulty. Second, the EIB
finances projects of common interest to several
Member Countries or benefiting the Community as a
whole, and projecis to modernise or convert enter-
prises or create fresh activities called for by the
progressive establishment of the common market.

well above the Community average
of 1.2%. On the other hand, on 31
December 1984, the 1068 million
ECUs (Dkr 8 700 million) in loans
that were outstanding made up al-
most 5.5% of the country’s net exter-
nal debt.

The focus and volume of EIB lending
activities in each individual country
vary with the economic situation and
the demand for the type of finance
the Bank offers. The liquidity of the
national banking system and the
level of interest rates directly influ-
ence the demand for EIB-finance.
From its side, the European Invest-
ment Bank does not set targets per
country or sector but is ready to help
when there is a need for its loans,
which are always intended as com-
plementary finance.

Two thirds of the EIB's total Iendlng
throughout the Community is for
regional development. In- Denmark
loans to projects that support this
objective do -not reach the same
level, while the focus on investments

™ The New Community instrument is a lending

facility.created by the European Community in
1979. it enables the EEC to borrow funds in its
own name on the capital markets to lend on for
investment projects which. promote priority
Community objectives in.the sectors of energy
and infrastructure and, since 1982, for the
financing of investment principally by small

-and ‘medium-sized undertakings in" industry

and other - productive sectors. .The EIB
examines the loan applications in accordance
with its customary criteria, deCIdes on the
loans to be granted and the teMs and ad-

_ ministers the |oans



for other economic policy objectives
is stronger than in other Member
Countries. A total of 355.3 million
ECUs (close to Dkr 3000 million)
has, however, found its way to the
less developed regions of Denmark
and to Greenland since 1973, 60% of
which between 1980 and 1984.

While modern growth industries and
services have until recently tended
to concentrate around Copenhagen,
the relative position of much of Jut-
land and the islands to the South
and East has become more difficult,
with unemployment stemming large-
ly from modernisation on the farms
and uncertainties surrounding the
fishing industry and shipbuilding.
This has called for establishment of
new activities in Assisted Areas, in
which about 20% of Denmark’s
population lives. The Bank's loans
have gone to a wide range of capital
investment projects, in particular to
small and medium-scale ventures re-
. ceiving loans through Danish inter-
mediary institutions which on-lend
EIB funds. The process of industrial
development is also backed by EIB-
loans for extending and improving
infrastructure and transport
facilities as well as energy supply.

Most of the 24 ECUs per inhabitant
that the EIB has provided for pro-
jects in Denmark on the average
each year, have gone towards in-
vestments in energy projects that
help reduce dependence on im-
ported oil and to projects facilitating
cross-border communication. Loans
also went to projects that reduce
environmental pollution.

Energy investment

A striking characteristic of the EIB
financing in Denmark is the prepon-
derance, especially since 1980, of
energy projects that help to meet the.
Community objective of reducing
dependence on imported oil. Of the
totai lending in Denmark, 77% went
to energy investments — this is more
than double the average (36%) of
EIB loans for the energy sector in
the Community as a whole over the
same period. '

The Danish emphasis on energy in-
vestment is hardly surprising. When,
in 1973, the first oil price crisis hit
the country, it was still almost totally
" dependent on imports: 99% of the

energy demand was covered by out- - .

side suppliers; of which.88% con-
sisted of imported oil and the re-
mainder of coal imports.
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Since then the situation has
changed considerably as a result of
a government programme adopted
in 1976, and revised in 1981. This
programme reiterates the Com-
munity’s energy objectives and aims
to:

— reduce dependence on oil im-
ports through the development of oil
and natural gas deposits in the
Danish sector of the North Sea;

— decrease the total energy de-
mand by stimulating rational use of
energy and energy savings, in par-
ticular in buildings and in industry;
develop urban heating systems and
give priority to renewable energy
sources;

— diversify energy imports by sub-
stituting oil by coal, especially in
power plants.

In support of these objectives, the
European Investment Bank has
helped to finance off-shore drilling
for oil and natural gas in the Danish
sector of the North Sea as well as
transport, treatment, and distribu-
tion throughout the country by a
pipeline network that is also con-
nected to the Northern-European
system.

The single largest investment pro-
ject the Bank has helped to finance
is the DANGAS gasline project: the
construction of a national transmis-
sion system enabling DANGAS to
transport gas from the North Sea to
Copenhagen and the surrounding
areas. The project not only com-
prises a transmission line which
runs from Nybro on the West Coast
of Jutland straight across Denmark
to Copenhagen and North-South
branches which will run from the
German border to Lille Torup in
Jutland. Also, regional distribution
schemes in the five main gas dis-
tribution areas are under construc-
tion. The estimated total investment
cost of the transmission system is
close to 800 million ECUs (Dkr 6 420
million) in current prices, of which
the European Investment Bank has
so far contributed 293 million ECUs
(approx. Dkr 2 350 million), close to
37% of the investments costs, from
its own and from NCI resources.

Loans to help rationalise the use of
energy have gone to urban heating
systems in Kalundborg, Aarhus,
Esbjerg, Randers and Varde and to a
waste-burning heat incinerator
which fuels the district heating sys-
tem serving Nykobing-Falster. Apart
from meeting energy objectives,
heating systems based on house-
hold waste also benefit the environ-

Danish energy consumption by source

1973
Coal

Qil

ment in a double sense as they not
only get rid of waste but also often
replace oil-fired plants and reduce
air pollution. For that reason, a re-
cent loan has also gone to the Cen-
tralkommunernes  Transmissions-
selskab 1/S for the construction of a
district heating system in the
Copenhagen area where household
waste as a energy source is in
abundance. This new heat supply
will to a large extent replace existing
individual heating or oil-fired plants,
thus contributing to a reduction of
crude oil imports of 620 000 tons of
oil equivalent per year while at the
same time reducing air pollution in
the Copenhagen area.

The Danske Statsbaner's plan to
electrify all main railway lines in
Denmark by 1999 will have a similar
effect. The European Investment
Bank has granted a loan for the
electrification of the Helsingor-
Copenhagen-Korser line, the first
stretch to be modernised of the
Sjaelland railway system. This will
help to save an estimated 50 000
tons of oil equivalent per year.

Over the past ten years the govern-
ment’s efforts with the support of
EIB loans have changed the face of
energy consumption in Denmark:

— the proportion of oil in energy
consumption has declined from
88% in 1973 to 64% in 1983;

— imports of oil have more than
halved, falling from 18.3 million tons
of oil equivalent in 1973 to 8.5 mil-
lion toe in 1983;

— internal production of oil which
had been close to nil before 1973,
covered some 14% of energy con-
sumption in 1983;

F
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— the overall consumption of ener-
gy has been reduced by about 17%
between 1973 and 1983.

The level of energy consumption in
1990 is expected to be the same as
that in 1979, but with a very different
composition: coal will continue to
meet 40% of the demand, natural
gas from the Danish sector of the
North Sea — which only appeared
on the scene in 1984 — will meet a
remarkable 10%, and although oil
will still cover the remaining half,
two fifths will be produced internal-
ly. Notwithstanding the substantial
fuel price increases of recent years,
especially in 1979, the share of ener-
gy in total imports of goods (volume
in current prices) has dropped from
19% in 1975 to 17% in 1983. Den-
mark does not have nuclear power
stations and a role for nuclear en-
ergy is not foreseen. Energy sup-
plied by hydroelectrical power sta-
tions is virtually negligible in the
total energy supply (0.3%).

Transport and communication

Denmark has always been the con-
necting link between the Scandina-
vian countries and western Europe.
Financing of cross-border com-
munication projects facilitating con-
tacts between Denmark and other
Community members as well as bet-
ween the Community and other Nor-
dic countries, accounted for over
10% of EIB lending in Denmark.
Many of the loans also helped to
improve infrastructure in the As-
sisted Areas of Denmark as a neces-
sary condition for further economic
development.




The two largest loans for infrastruc-
ture were for the construction of the
Jutland motorway, running from
Christiansfeld to the German border
and for a section of the South motor-
way linking Redby with Copenha-
gen. This project included the con-
struction of two bridges to the island
of Fare above the strait of Stor-
stremmen. These roads not only im-
prove cross-border transport
facilities but also help to stimulate
economic development in the re-
gions crossed by the motorways.

The electrification of the Danish rail-
way system, an infrastructure invest-
ment project which the EIB helps to
finance, involves a more efficient
use of available energy sources and
reduces pollution by replacing some
200 diesel locomgtives. The invest-
ment will result in lower operating
costs, lower energy consumption,
increased operating reliability and
better customer service.

The European Investment Bank has
also been involved in financing
maritime infrastructure, an impor-
tant area of investment for a country
like Denmark which has such a long
coastline. Loans have gone to har-
bour works ‘in Bornhom, at Renne
and Tejn, to the deepening and
broadening of the fairway to the sea
at the port of Aalborg, and to the
- extension of the port of Aabenraa.

Telecommunication links between
Denmark and other Community
Members have been improved with
.the support of an EIB-loan for laying
a submarine telecommunications
cable between the Danish Island of
Reome off the west coast of Jutland
and Anjum in the North of the
Netherlands. The link enhances tele-
phone connections with the Nether-

lands, Belgium and France and

helps to meet the demands of the
increasingly expanding traffic. In re-
cent years, the bulk of Denmark’s
international communications-have
had to be routed through the Ger-
man network, making for increased
costs. Four loans, mentioned below,
‘went to improve communications
. with and within Greenland.

Gre_enland

When Denmark joined the Commun-
ity, Greenland, as part of the King-
dom of Denmark, became eligible
for Community support. Owing to its
geographic location, climatic condi-
tions and low population density,
the improvement of the standard of
living on this remote island became
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one of the priorities of. the Com-
munity’'s regional policy.

European Investment Bank lending
in Greenland, whén seen in relation
to the size of the population, repre-
sents a higher concentration than
anywhere else in the Community. A
total amount of 70.8 million ECUs
(Dkr 535.7 million), corresponding to
6.5% of the Bank’s lending on its
own resources in the Kingdom of
Denmark, has been made available
between 1973 and 1984. The EIB has
directed its support mainly towards
the construction and improvement
of sea and air transportation
facilities, telecommunication, power
lines and the construction of ware-
- housing facilities.

Two loans have gone to maritime
infrastructure. The first was to sup-

port the construction of harbour in- -

stallations in Frederikshaab,
Narssaq and Julianehaab; the sec-
ond loan was for the purchase of
four merchant vessels serving
Greenland’s ports. A further loan
has helped to improve warehousing
facilities in several ports which, like
most ports in Greenland, are cut off
each year for long months by ice
floes. : ’

in addition, the construction of air-
ports at Godthaab and Jakobshavn
and the extension of the airport of
Narssarssuaq have helped to im-
prove both the local connections

~and the connections between
Greenland and Denmark. EIB-
financed investments in modern
telecommunication equipment have
greatly facilitated contacts with Den-
mark.

Two power plants supplying elec-
tricity for household and industrial
use have also been built with the
help of European Investment Bank
loans.

As a result of its decision to leave the
European Community, Greenland
now has the status of an OCT, one of
the . Overseas Countries and Ter-
ritories linked to certain Member
Countries that are eligible for EIB
finance.

However, following the Protocol on
the conditions relating to fishing
between the European Community,
on the one hand, and the Govern-
ment of Denmark and the local
Government of Greenland, on the
other, Greenland will receive 26.5
million ECUs annually as compensa-
tion. for the Member ‘States’ con-
tinued fishing rights in Greenland
waters. Until the Fishery Protocol

expires on 31 December 1989, the _




Council of Ministers has decided
that Greenland shall not receive fi-
nancial aid by virtue of its OCT
status. '

From a legal point of view, EIB-loans
to Greenland cannot be excluded as
Article 18 of the Statute of the Euro-
pean Investment Bank allows the
Bank, on a unanimous authorisation

of the Board of Governors, to grant

loans for investment projects to be
carried out, in whole or in part,
outside the European territories of
Member States. A few such author-
isations have been extended for
financing specific projects of com-
mon interest to the country con-
cerned and the Community, for ex-
ample for a loan for development of
oil and gas deposits in the Norwe-
gian sector of the North Sea. This
question in relation to Greeniand is
at present under review. -

Industry

Three quarters of the loans to indus-
try since 1973 (180 million ECUs, or
Dkr 1 346 miflion) have been made in

the form of 25 global loans (for an -

overview of allocations see table).
These loans, basically lines of credit,
are put at the disposal of -Danish

intermediary financial institutions,

such as the Direktoratet for Egnsud-
vikling, which on-lend the EIB funds
in smaller amounts to meet the in-
vestment needs of Danish prom-
otors, predominantly of small and
medium-sized enterprises. In this
way European

circumstances of the intermediaries
to maximise their efficient use. The
average size of the almost 300 allo-
cations since 1980 was just over Dkr
2 million. (For direct loans to indus-
try, the average for each was Dkr 30
million). '

The majority of glebal-loans were for.

industrial investments ‘in "the As-
sisted Areas, but close to 50 million
ECUs in New Community Instrument
funds have been allocated by the
Finansieringsinstituttet for Industri
og Handvaerk to small and medium-

sized productive investments out-

side the Assisted Areas. New Com-

munity Instrument global loans ac- -

counted for 4% of total lending.

Among the sectors receiving most of
the allocations from global loans to
small and medium-sized enterprises
were. metalworking, foodstuffs,
paper and pulp, woodworking, elec-
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Investment . Bank -
Funds are coupled with.the experi-..
ence and the knowledge of local

_ vironmental
_loans for district heating systems

trical engineering, rubber and plas-

tics processing, and textiles and

- leather. Jobs created by these small

and medium-scale investment pro-
jects totalled over 5 000.

The impact on the environment is

- always an integral part of the EIB’s

project evaluation. At all times the

"'Bank assures that national and
.Community rules and regulations

are “strictly ‘respected. It constantly
aims to avoid or minimise possible
damage to the natural environment

and, if alternative solutions are avail-

able, it tries to convince the prom-

- otor-of the project to select the non-

or ' least polluting alternative. At
times industrial investments directly
benefit the environment. This was

" the case for projects financed by the
.Bank which involved a factory in

West Jutland where dairy waste, for-

“merly discarded to the detriment of

the environment, is recycled for use
in food and chemical industries.

-Environment

The European Invesfment Bank can
also directly finance investments re-
lated to the enviroriment. Following

~a Board of Governors decision in

1984, the Bank is studying further
possibilities of extending its finan-
cing of environmental investment to
meet the Community policy objec-
tive of reducing pollution. Besides
industrial - investments - with. an en-
component and  the

- and waste incineration which were

mentioned under the heading of
energy, the European Investment
Bank hasalso made almost 6-million
ECUs available for specific environ-
mental projects in Denmark.

The first loan helped to reduce pol-
lution. in_the Kalundborg Fjord by
constructing and extending the
sewerage system and the sewage
treatment works. The second project,’
involved improvements to the Naks-
kov. sewage treatment plant.on the
island of Lolland, where an 11
kilometre pipeline was constructed
and an off-coast outlet into the
Langelandsbaelt. '
Both projects have helped to meet
the objectives of the Helsinki Con-
vention ‘on Pollution. in the Baltic
Sea and-at the same time had an
impact on regional development.

Summary

For twelve years now, the European
Investment Bank has helped to
finance investment projects in Den-
mark. As in all countries where the
Bank is active, .its lending reflects
the specific needs of-the country
concerned. In.-Denmark - this- has
meant a strong emphasis on energy
investments to reduce.its and the
Community’s dependence on im-
ported oil. At-the same time, the
Bank’s loans for transport and com-
munication- projects have improved
Denmark’s links: with neighbouring
countries and the European Com-



munity infrastructure. The global

loans from the Bank's own re-
sources and from the New Com-
munity Instrument supported small
and medium-sized firms to realise
their investment plans and create

employment. And in Greenland,
twelve loans have helped to improve
the island’s basic infrastructure.

In the years to come the European
Investment Bank will, within the con-

text of its task as designated by the
Treaty of Rome, continue to follow
investment needs in Denmark and to
focus its lending activities on pro-
jects and sectors where EiB-finance
benefits the Danish economy most.

The Private Life of the ECU

John Van Schil, Head of the Treasury Department at the EIB

In December 1984, the “Dooge” Ad Hoc Committee
on Institutional Affairs, consisting of personal repre-
sentatives of the Heads of State or Government of the
Community, submitted its interim report to the Euro-
pean Council,
posed that a European Union, a genuine political enti-
ty, be created between the States of Eurdpe. One of
the priority objectives to be pursued was the streng-
thening of Europe’s financial integration, in tandem
with the underpinning of the European Monetary Sys-
tem (EMS), chiefly by promoting the ECU. Since then,
the fuli text of that Committee’s final report has come
out, with the proposals on the EMS and the ECU reite-
rated. The intention is that the institutional questions

meeting in Dublin. That report pro- -

raised by the “Dooge Committee” will constitute the
central topic for the European Council meeting in
Milan at the end of June 1985. Once again the issue of
the ECU will raise its head, but this time in the far
wider context of the prospective creation of a Euro-
pean Union. Amongst the ways and means available
for achieving greater monetary integration within the
Community, the report singles out the elimination of
obstacles to the use of the ECU in private transac-
tions, to the extent allowed by the need to maintain
monetary stability. The message is clear: the private
use of the ECU has become an established fact, and

. its regular, balanced development should not be

impeded.

Perusal of the Dooge Report seems

to point to the desirability of review-
" ing the current situation as regards
the private use of the ECU, and this
Article offers a number of thoughts
for consideration in this connection.
The Community authorities have
played a key role, as will presently
become apparent. The dynamism of
the bankmg sector has been another
spur to development. The aim in the
following pages is not to provide a
statistical or technical review of the
so-called , private ECU" markets, but
to look briefly at the history of the
private ECU and bring the reader up
to date with the latest developments.

Looking back

One often hears tell about the so-
called “official ECU" and the “pri-
vate ECU", but if we leave aside the
agricultural and monetary ramifica-
tions of the EMS, we find there is in
fact only one ECU, defined in only
one way, but deployed in two quite
separate monetary circuits. One
thlng we should be clear about: this
was not a question of happenstance,
but the resuit of the pragmatic, polit-
ical thinking of the two main parties
directly involved in the emergence
of the private ECU, i.e. the banking
world and the Community au-
thorities, which succeeded so well in
their collaborative efforts that they
could work, together towards the
private ECU, a point that recurs in
this article.

-The réle of the Commumty

authormes

As far as the Coiﬁm’unity authorities

are concerned, the private ECU is
the latest in a long line of units of

account. Long.- logked upon as sim-

ple units of reference, originally ex-
pressed as a weight of gold
(0.88867088 grammes of fine gold),
these -‘were basically used for finan-
cial, budgetary and accounting .op-
erations. . .

_As a result of President Nixon's de-

claration on 15 August 1971 ter-
minating the convertibility of the US
dollar into goid, the use of the units
of account then current ran foul of
increasingly . difficult technicalities
on the calculation side. Neither the
system of limited floating rates of
exchange against the-US dollar en-
shrined in the Basle Agreement of 24
April- 1972 nor the joint floating of
the. Community currencies within a
band against one another limiting
fluctuations to 2.25% (12 March
1973) put paid to the technical dif-
ficulties besetting transfers between
different currencies.. This gave rise
to a highly complex state of affairs,
with a host of conversion regula-
tions geared to the nature of the
transfers in question. '

On 3 April 1973, there was. mstntuted
the.European Monetary Cooperation
Fund (EMCF); according to Article 5
of the Statutes of which there was

_ created - the European ‘Monetary

Unit of Account (EMUA) to be used
exclusively by the EMCF. The “offi-
cial” sector of the Community’s
central banks thus remained segre-
gated from the rest of the financial
circuits, which at that. time made up
the “private” sector.

In March 1975 the Monetary Com-
mittee proposed, in one of its Opin-
ions, that, within the European
Economic Community, use should -
be made of a unit of account based
on a basket of Community curren-
cies along the lines of the Special
Drawing Right (SDR) used by the
International Monetary Fund. The
Commission and the EIB took ac-
count of that proposal, and on 21
April 1975, on the occasion of the
first Lomé Convention signed bet-
ween the ACP countries and the
EEC, there was created, by Decision
of the Council of Ministers, the Euro-
pean Unit of Account, the E.u.a. Its
use was also extended on 17
November 1975 to ECSC operations,
an area in which, under the terms of
the ECSC Treaty, the Commission
enjoys considerable freedom of ac-
tion. .

It took some time to get the E.u.a.
introduced into the Community’'s
other fields-of activity, and it was
only at the end of 1977 that it proved
possible to adapt the European
Commission’s - financial - regulation:
as from 1 January 1978, all activities
covered by the Community budget —

_ including the EC Commission’s own
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operations and those of EURATOM —
were to be expressed in E.u.a.

As the EIB was involved in opera-
tions emanating from the first.Lomé
Convention, transfers in E.u.a. had
to be made both between itself and
the Commission; on the one hand,
and towards the final beneficiaries
of its loans in the ACP countries on
the other. Contacts were forged,
both by the Commission and by the
EIB, with a number of commercial
banks, for the purpose of studying
the technical problems-engendered
by the transfers in question. Allied

issues of some urgency were the

need to be able to buy and sell E.u.a.
against other currencies and the
question of making it possible to
place any E.u.a. surpluses temporar-
ily subsisting in the banking circuits

against a remuneration also expre- -

ssed in E.u.a. It was in December
1975 that the Commission opened
its first E.u.a-denominated ac-

counts with a number of banks in .

several Community countries. The
EIB did likewise, so preparing the
ground for the commencement of
payments in E.u.a.-denominated ac-
counts with a number of banks in
several Community countries. The

EIB did likewise, so preparing the

ground for the commencement of
payments in E.u.a. between the
Commission and the Bank. The two
decided also to make those pay-
ments directly in E.u.a., without pas-
sing through its component curren-
cies.

Towards the ECU

Banking operations transacted in
E.u.a. continued on a modest scale,
overall, until the beginning of 1979,
but when on 13 March of that year
the European Monetary System.was
launched, the. ECU quite simply and
gradually ousted the E.u.a.

It did however take some time for the
process of replacement of the E.u.a.
by the ECU to run its course, as at
the outset the ECU remained within
the confines of the central banks’
official circuit: it was there to do no
more than replace the old EMUA
that had been created in 1973. The
European Council’s Resolution of 5
December 1978 on the establish-
mend of the EMS had in fact pro-
vided for a number of transitional
measures designed to underpin the
economies of the less prosperous
Member Countries that were intend-
ing to become active EMS particip-
ants. The measures in question were

interest subsidies on loans granted
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by the EIB or out of the New Com-
munity Instrument (NCI). The
amounts in question continued to be
denominated in E.u.a.

At the end of 1980 use of the ECU in
the community sector was made
general practice for the Community

“budget, the second Lomé& Conven-

tion which had just been signed, and
all ECSC activities. On 13 May 1981,
the Governors of the EIB decided to
use the ECU as the Bank'’s statutory
unit of account. This marked the
disappearance of the E.u.a. from the
financial scene.

One- thing that should perhaps be
stressed is that the central banks
which are members of the EMS
never countenanced the possibility
of the Community’s financial organs
being brought as “special members”
into the official ECU circuit in the

. same sort of way as various financial

agencies using Special Drawing
Rights are accepted at the Interna-
tional Monetary Fund. It was this fact
that created the need for collabora-
tion between certain Community
agencies (e.g. the Commission and
the Bank) and the private banking
sector in the devising of a technical
infrastructure for the private ECU.

Since the EMS got under way, the
ECU has in fact, psychologically
speaking, established its place in the
scheme of things: whatever its actu-
al legal status, it commands consid-
erable prestige as the monetary sym-
bol of the European Community,
and this predisposes the financial
markets to place confidence in it.

currencies designed to attentuate

the exchange risk attendant upon
movements in parities between cer-
tain currencies. At the same time,
technical changes were gradually
made to the two systems, leading to
a proliferation in units of account. A
point to note: the KB European unit
of account is a quite different thing
from the Community’s Eu.a. In a
word,- the non-specialist investor
risked coming to grief in the welter
of divergent definitions of units of
account: market transparency had
ceased to be sufficient. The banks
were left looking for a way of instil-
ling order into the situation.

For their part, the major banks had
had occasion to join with the Com-
munity authorities in mounting the
first, experimental E.u.a. operations
on the monetary market, and then
later the first trials with the ECU. A
technical infrastructure had been
established, at no little cost. The
banks now wanted to see something
back for their money: would it not be
possible to extend the monetary
market to embrace other users of
the private ECU?

This was the situation that had the

_ Community authorities and the

banks pulling together: both groups
were moving towards the uniformi-
sation of the various units of ac-
count used in their respective sec-
tors. The quest came to fruition
when both sides joined in choosing
as their unit of account the ECU
used for the EMS. '

The present situation

The banking sector

The commercial banks have for their
own part piloted a whole series of
units of account, a process which
began in 1961 in the field of bond
issues, when the Kredietbank
launched its maiden issue in KB
units of account, followed some
years later by issues in European
units of account, a formula slightly
different from the previous one.
Then, in 1971, there came a number
of issues based on the European
Monetary Unit (EMU), while- two
years later there appeared the Eur-
co, followed in 1975 by the SDR.

These units of account are all diffe-
rent. The EMU is based on a set of
fixed parities. The Eurco is a “closed
basket”: the SDR is an open one.’
The KB unit of account and the KB
European unit of account were very -
sophisticated devices, -contractual

It is not necessary here to conduct a
step-by-step survey of the history of
the private ECU-transacted mone-
tary and capital markets, although it
should be stated that it was the
private ECU monetary market that
first came into being. The banks
started by opening ECU-denomi-
nated accounts, accepting the first
ECU deposits and carrying out the -
first ECU buying and selling opera-
tions against other currencies. In so
doing, they built up an entire techni-
cal infrastructure that opened the
way for the boom in the ECU capital
market that shortly followed, with all
that it implied in terms of the move-
ment of funds for the servicing of -
loans. 3

More specifically, the EIB has been
entertaining / regular ECU inflows
ever since the first phase of the EMS
and has thus for some time been the
most important source of supply for



private ECUs on the monetary
market.

Monetary market

The private ECU monetary and ex-
change market has become ex-
tremely active. It entertains in par-
ticular all deposit operations up to
one year. The very short term sector,
i.e. placings at 48 hours’ notice, one
week deposits etc. is also well rep-
resented. On the exchange market,
too, operations are available: the
ECU is used ‘in spot dealings and
forward operations up to one year,
just like any other currency.

According to the latest estimates
from the Bank for Internationai Set-
tlements, covering the situation at
the end of September 1984, initial
deposits may be put at 3.3 billion
ECUs overall and final use at 8.2
billion ECUs. The net credit position
of the banking sector, i.e. its net
creation of ECUs, thus comes to a
very high figure: 4.9 billion ECUs, or
60% of all applications. With the
volume of interbank activity esti-
mated at 15.4 billion ECUs, the fi-
gure that emerges for gross
liabilities in the banking sector is of
the order of 18.7 billion ECUs and
that for gross assets about 23.6 bil-
lion ECUs. Interbank positions thus
come to around 65% of gross as-
sets, a higher percentage than with
the other major currencies: this
points to a high incidence of inter-
mediation by the banks in respect of
private ECU operations, i.e. a very
high degree of rotation in deposits.

The ECU monetary market certainly
remains less than complete. For one
thing,” deposits of more than one
year are missing. With the major
currencies, deposits for one to five
years are easily to be had: that can-
not yet be said for the ECU. Again,
the private ECU monetary market
does not offer a wide enough range
of short-term instruments of invest-
ment, to parallel US Treasury bills,
certificates of deposit, bank accep-
tances . and commercial paper.
.Granted, certain banks have issued
ECU-denominated certificates of de-
posit, but the operations in question
were designed primarily for placings
with institutional investors. The

coupon at issue was high, and usu-

ally included a commission for the
banks - handling the placing, but
there is still. no real secondary mar-
ket for this. kind of investment
medium. The deposit format does
not always allow of placing for non-

standard periods of time or for short
durations linked to purchase — re-
purchase agreements. Indeed, to be
effective, such a secondary market
must be sufficiently widely-based
and offer an adequate range of
choice.

Capital market

The ECU capital market, as has ai-
ready been noted, came into being
later than the monetary market, with
the first issue taking place in April
1981, since when the development
of the primary bond issuing market
has been remarkable:

289 million ECUs in 1981 (8 issues)

1 859 million ECUs in 1982
(17 issues)

2 516 million ECUs in'1983
' (44 issues)

3 814 million ECUs in 1984

(63 issues)

The pointers for 1985 already indi-
cate a further, appreciable rise in
issuing activity.

The critical problem for the bond
issuing market is the narrowness of
the same. For historical reasons, the
Belgian and Luxembourg markets
remain the leading takers of ECU
paper. In these two countries, both
private and institutional investors
have better than twenty years’ ex-
perience of issues in composite cur-
rencies, and of course their banks
have been able over that period of
time to build up an impressive in-
vestment network. But the base
must be broadened, and issues des-
tined for the markets of other Euro-
pean countries, even Japan and the

United States, have already been .

floated. The prospects are good.

Obviously, ECU issues respond to
technical developments. The first
operations were fixed-rate arrange-
ments, but there have since been
numerous instances of floating-rate
issues, warrants and other tech-
niques. The inventiveness and adap-
tability of the long-term Euromarket
should never be underestimated. .

The primary and secondary bond
markets are the chief domain of the
ECU capital market, but its second
most important segment is syndi-
cated credit, which has shown vigo-
rous growth and given proof also of
its considerable versatility. Terms
run from one-and-a-half years to ten
years. The floating-rate format is al-

" most exclusively used, in linkage

with LIBOR, LIBID or LIMEAN for
ECU deposits. ’

According to estimates, the trend
has been as follows:

230 million ECUs in 1981
381 million ECUs in 1982
996 milltion ECUs in 1983
2 809 million ECUs in 1984

Figures already coming in for 1985
again indicate that there will be a
marked rise in the volume of ECU
syndicated credit.

The third most important segment of
the ECU capital market is long-term
loans, in which area the EIB was the
first financial agency to grant ECU
loans over 5- to 20-year terms at
fixed rates of interest. The balance
outstanding on operations of this
kind in the Bank's portfolio currently
exceeds 1.5 billion ECUs.

The nature of the ECU

Scratch the surface of the private

- ECU as it is used in the various

sectors of the financial markets, and
you find a veritable Euro-currency.
In the private ECU what we are dea-
ling with is a new sector of that vast
Euromarket that embraces the
Eurodoliar, Euro-DM and several
other Eurocurrencies. Its attributes
are most striking: the private ECU
markets are extra-territorial; they
are based on an international circuit
of banks not subject to central bank
intervention, and they are buyer's
markets.

When it comes to determining
prices, the ECU has become an inde-
pendent monetary entity: ECU inter-
est rates and rates of exchange have
long since ceased to be set by the

-simple, weighted totting-up of the

prices of their components. The pri-
vate ECU has its own specific price,
arrived at through the workings of
the law of supply and demand.

The private ECU banking circuit has
shown considerable development in
just a few years. The creation of
ECUs out of component currencies
and their breakdown back into those
currencies are highly complex pro-
cedures, calling for a fund of techni-
cal know-how and sophisticated ex-
change dealings apparatus, which
makes it quite understandable that
most banks would rather deal exclu-
sively in ECUs than work through
their component currencies. The
banks working in the market thus
form two :echelpns: in the upper, we .
find a select few — the market mak-
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ers — which manage a host of ac-
counts opened in the name of other
banks. These market makers create
and liquidate such residual amounts
in ECUs as may be required to actu-
ate the clearing systems of which
they themselves have become the
fulcrums. All other banks fall into the
second echelon: they are active —
sometimes even highly active — in
the field of ECU operations, but keep
outside involvement in the creation
or liquidation of ECUs.

Such is the current magnitude of the
monetary ebb and flow of ECUs that
it has become essential to create a
general, multinational clearing sys-
tem between the market makers.
The task has been under considera-
tion for three years, and a solution is

in sight. A group of Community
banks has laid plans to establish an
international association in Paris for
the furtherance of ECU operations.
That association would enter into an
agreement with the Bank for Interna-
tional Settlements in Basle whereby
the latter would undertake to carry
out a daily, multinational clearing of
ECU funds between the market mak-
ers in the European Community. The
Commission of the European Com-

. munities and the EIB have both play-

ed a major part in the formulation of
the plan.

The private ECU has clearly been the
centrepiece of a major financial de-
velopment during the past few
years; the emergence of a new, dy-

namic market, highly inventive and -
full of potential. in the field of com-
merce, too, the ECU has established
a solid presence.

The private ECU is undergoing an
increasing process of international-
isation; it is no longer restricted to
the European Economic Com-
munity.

Jacques Rueff once wrote, “Europe
will either be built on money, or it
will not be built at all”. Perhaps the
most significant fact of all is the

- initiative shown by that group of

Community commercial banks
which have taken on the task of
creating a clearing and settlement
system covering the whole of the
Community.

EIB’s borrowing operations in the first four months of 1985

‘During the first four months of 1985,

EIB borrowing operations broke
new ground with the first ECU issue
on the French capital markets and
the first international Danish krone
issue. The period also saw a con-
tinued growth in the EIB’s borrow-
ing in ECUs and the completion of
the first phase of the Bank's com-
mercial paper borrowing.

To finance its long-term lending op-
erations, the EIB raised the equiva-
lent of some 2 212 million ECUs at
fixed interest rates in public bond

issues (1782 million) and private

placements (430 million). In addi-
tion, the equivalent of 344 million
ECUs was raised at variable interest
rates.

" This combined 1985 January to end-
April total of 2556 million ECUs
compares with the just over 1466
million ECUs equivalent raised
during the same period in 1984, and
with the 4 361 million ECUs raised
for the whole of last year.

In terms of the fixed rate currencies
raised during the period, the US
dollar headed the list at 21.6% fol-
lowed by the yen at-16.3%, the ECU
at 15.8%, the Deutsche Mark 10.1%,
guilders 8.2%, French francs 6.6%
and Swiss francs 6.2%. Other cur-
rencies raised included, in order of
volume, the ltalian lira, pound sterl-
" ing, Canadian dollar, Danish krone,
Luxembourg franc and Belgian
franc.
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The Bank’s ECU borrowings, total-
ling 350 million, saw a marked
growth, more than doubling the
level reached in the same period in
1984. (ECU borrowings by the EIB
totalled 555 million for the whole of
1984 and it was the third EIB curren-
cy borrowed in terms of volume after
the US dollar and the Deutsche

_ Mark).

First ECU issue in Paris

The first ECU bond issue ever made
in France was the 200 million ECUs
international issue by the EIB in

‘Paris at the end of January. It was

made possible by recent changes in
French regulations allowing ECU
denominated issues to be placed on
the French national capital market
by European Community Institu-

-tions. The international nature of the

issue was underlined by 80% being
destined for the French national
market and 20% for the international
market.

France is now the seventh European
country which has seen an ECU
issue place on its capital market; the
others being Belgium and Luxem-
bourg, ltaly, Denmark, the Nether-
lands and the United Kingdom. OQut-
side the Community, Swiss, Japan-
ese and the US capital markets have
also accepted ECU denominated
bond issues. '

. domestic market,

~ At the occasion of thé EIB issue in

Paris, EIB Vice-President Alain
PRATE said: “The issue concerns a
European operation and, by not be-
ing confined just to the French
contributed to
reinforcing the international role of
the ECU and towards the integration
of European financial markets. The
issue has met with a lively success,
with potential demand exceeding
the actual amount issued, and
shows the strong interest French
investors have in this type of bond.
Our ECU issue in Paris should not be
an isolated or short-lived success,
but a step in the general direction of
linking up the European financial

markets”. '

The EIB also considerably widened
the scope of the ECU through a
multi-targeted international issue at
the beginning of April, to be placed
principally in the Dutch, Swiss and
Japanese capital markets.

First Danish krone bond issue

. The' EIB broke new ground again '

when it launched the first Danish
krone issue on the international cap-
ital market at the beginning of
March. Originally the issue was plan-
ned at Dkr 200 million, but was
raised. to Dkr 250 million (31.3 mil-
lion ECUs) to meet demand. :

Speaking at the signature of the
take-over contract in Luxembourg,



EIB Vice-President Noel WHELAN
said: “This issue opens successfully
. a new segment of the international
capital market — the young and dy-
namic Euro-Danish krone market.
The EIB tries to diversify both the
currencies of its issues and the
geographical placement of its
bonds. The internationalisation of
the Danish. krone market has now
enabled the EIB to raise funds in a
new currency. | expect the net pro-
ceeds to be largely disbursed in
loans for Danish investment pro-
jects”.

The Danish krone is now the 8th
currency of the Community in which

the EIB has borrowed, and the 16th .

currency in overall EIB borrowing
including the ECU and the EURCO
(another composite currency based
on-a basket of currencies of the first
nine Member States of the Commun-
ity in which the EIB borrowed twice
in 1973 and 1974).

EIB floating rate borrowings

At its annual meeting in June 1984,
the Bank’s Board of Governors ag-
reed, within certain limits, to floating
rate borrowing and lending opera-
tions. A first ceiling was set at 500
‘million ECUs. On this basis the
Bank's Board of Directors author-
ised the borrowing of up to US$ 250
million as a first tranche to meet
demand for floating rate loans from
the Bank's clients.

By the end of 1984 some US$ 134
million had been placed as part of
. the Bank's 10 year commercial
paper borrowings, with the balance

of the full US$ 250 million being

placed by mid-January 1985.

The paper has been well received on
the US market, with amounts, placed
on a daily basis, ranging up to US$
30 million ‘and with individual
maturities up to 80 days. The com-
mercial paper programme becomes
a long-term financing facility by be-

ing fully backed-up by a revolving -

underwriting facility (RUF) from a
banking syndicate. :

Under its floating ‘interest rate bor-
rowings the EIB has also arranged a
swap operation of fixed rate Cana-
dian dollars for US$ 55 million at
floating rates for 10 years.

On the lending side, the EIB is mak-

ing its floating rate facility available _

to project promoters already experi-
enced in such borrowing in cases
where the viability of the project
being financed will not be affected.

Demand for floating rate loans so far
has come from clients in the UK,
ltaly, Greece, France and Denmark.

In response to this outlook for an .

“increase in future demand for float-

ing rate loans, the EIB Board of
Directors in February decided to
raise the -ceiling for floating rate
borrowing from 500 million ECUs to
1 500 million ECUs. Such future bor-
rowings are expected to be mainly in
US$ but may be extended to other
currencies including the ECU.

Technological innovation in telecommunications

Contributing to regional develop-
ment and introducing technological
innovations in a key sector of the
European economy: this fusion of
two fundamental aims is charac-
teristic of recent financing provided
for investment in the telecommuni-
cations industry by the European
Investment Bank in the ltalian Mez-
zogiorno. A loan for 70 million ECUs
to the ITALTEL Group, the leading
Italian producer of telecommunica-
tions equipment, will help to moder-
nise three factories in Abruzzi, Cam-
pania and Sicily producing equip-

_ ment for telecommunications and

telematics. Another for 10.5 million’
ECUs to Telespazio, the Italian com-
pany endaged in satellite telecom-
munications, features among lend-
ing in recent years totalling 46 mil-
lion ECUs: the funds for the Tele-
spazio project will go towards' de-
veloping and extending technical in-
stallations at the satellite earth sta-
tion at Fucino (Abruzzi).

- The EIB has made numerous con-

tributions towards financing invest-
ment in the telecommunications
sector, a notable example being
the extension and modernisation of
Italy’s telephone and telex networks
to improve economic and social
condijtions in underequipped areas.
During the period 1980-84, E(B lend-
ing for  telecommunications
amounted to 2 590 million ECUs, of
which 1406 million ECUs was
ploughed into the Mezzogiorno
where the EIB also provided financ-
ing for restoring installations des-
troyed by the 1980earthquake. Simil-
arly, the Bank has funded a voca-
tional training centre set up by SIP,

the Italian telephone company.

However, the scope of lending in
support of projects mounted by
ITALTEL and Telespazio goes bey-
ond simply reinforcing traditional
telecommunications infrastructure:

.it forms an integral part of the Com-

munity’'s campaign to bring about

wider use of electronics and adv-

anced digital technology. In the case
of ITALTEL, the financing provided
fits into a programme aimed at re-
structuring certain factories to cater
for the introduction of digital tech-
nology onto the lItalian telecom-
munications scene. The capital in:
vestment in question involves adapt-
ing the production cycle to turn out
new systems designed in
laboratories installed for this very
purpose. It will facilitate the use of
digital technology in transmission
systems enabling a large number of
telephone conversations to be trans-
mitted simultaneously (up to 10 800)
by coaxial cable, optical fibres or
microwave links.

The Telespazio investment includes
modernising the Fucino station with
a view to increasing the capacity and
efficiency of satellite links. This
technology, the fruit of European

. cooperation in space, will make for

greater application of digital sys-
tems in communications and the use
of increasingly wider frequency
bands. It will enhance the develop-
ment of networks with the capacity
to handle large volumes of traffic
and foster the introduction of new
facilities. '

The very size of the Fucino station
attests to the importance of such

“investment in terms of improving

international and national telecom-
munications: with its 17 radar units,
this station is in fact the largest
satellite earth station in Europe and
one of the largest in the world. It is a
key centre for communications with-
in Europe and with other continents.

Telecommunications still represent
a “frontier industry” for the .indus-

“trialised - countries. Technological

progress in this sector since its first
leap ahead some 20 years ago has
now been given:fresh momentum by
the greater involvement of satellites
and the wider use of digital systems
and optical fibres. However, the
rapidity of this growth is most evi- _
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dent in the United States and Japan;
despite  considerable progress,
Europe has not yet come to be a
driving force in telecommunica-
tions. Yet sight should not be lost of
the fact that the telecommunications
industry offers considerable poten-
tial from the point of view of getting
the economy onto a fresh growth
trend. Europe’s consolidation as the
world’'s third most important R&D
centre for high-tech telecommunica-
tions would lead to an immediate
increase in labour productivity and
in the return on capital in this sector.
This, combined with concomitant
large-scale capital investment,
would result in significant growth in
overall demand, given, the impress-
ive contribution which this sector’s

added value makes to the economy

as a whole. One of the more impor-
tant consequences would be to en-
courage an upturn in economic ac-
tivity in Europe.

The introduction of advanced tech-
nologies introduces a new eiement
into regional development policy
which, in.the present context in par-
ticular, has perhaps a more immedi-
ate bearing on the Community’s de-
pressed areas. Development policy
no longer aims solely at parallel
expansion of the main economic
sectors (notably infrastructure and

industry) to a level comparable with

the European average. It now seeks
to create focal points for high tech-
nology investment which attracts

additional capital into depressed
areas by increasing their qualitative
appeal compared with the Commun-
ity’s more advanced regions. In the
long term, it is also conceivable that
this advanced technology will be-
nefit other sectors and accelerate
their growth, stimulating both supra-
national and national efforts to re-
duce the gap between the

economies of the different regions .

ot Europe.

The sea change of technological
innovation in telecommunications
has a wider significance. First, by
the very nature of things, this sector
is extremely open to the outside
world, a factor which reduces the
relative isolation of depressed reg-

ions and assists their integration™

within the European economy. Sec-
ond, the sector is expanding vigor-
ously, qualitatively as well as quan-
titatively, providing services for
which demand is guaranteed.

Naturally the development of high
technology in telecommunications
will not of itself resolve the problem
of the economic backwardness of
the Community’s less prosperous re-
gions. This is a much more deeply
rooted problem. It derives partly
from rigidly uniform methods of as-
sessing economic variables, irres-
pective of regional disparities. How-
ever, all great things have small be-

ginnings and every productive pro- .

ject contributes to reducing regional

EIB lending in the Netherlands

After a number of years, the Euro-
pean Investment Bank has resumed
lending for investment by Dutch in-
. dustry. The EIB and NetherLines, the
newly established Dutch airline,
signed a loan agreement in Amster-
dam in March involving Hfl 10 mil-
lion (approximately 4 million ECUs),
to be used for the purchase of four
18-passenger aircraft. In January
this year, NetherlLines started servic-
ing routes between Amsterdam and
Luxembourg and between Amster-

dam and Groningen. Later this year .

it plans to start servicing the Rotter-
dam - London (Gatwick), Amster-
dam - East Midlands, Rotterdam —
Hamburg, and . Rotterdam - Liver-
pool routes and, at a later stage,
-Strasbourg .is to be added to the
flight schedule. Additional airline
connections to Denmark, Italy, the
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United Kingdofm France and Ger-
many are foreseen for the future.

The European Investment Bank's
main tasks are, inter alia, to finance
investments that stimulate regional
development and projects of com-

mon interest to the Member States

of the Community, such as com-
munications. As the project will im-
prove interregional .cross-border
transportation facilities in Europe, it
is of special interest, particularly as
the airline takes over some routes
which have been closed or would be
closed in the future, as they cannot
be serviced economically by larger
aircraft. The Rotterdam — Liverpool
and Rotterdam — Hamburg routes,
which connect three important ports

.and commercial centres, .are to be

newly established.

imbalance, perhaps one of the most
serious and difficult problems af-
fecting the process of economic in-
tegration.

[l preparing financial

ECU

Below are the ECU’s values in
national currencies, as at 29
March 1985; these rates are ap-
plied to the present quarter in
statements
and operational statistics of the
Bank:

DM 223658 Bfrs 45.0079

£ 0.584022 Lfrs 45.0079
Ffrs 6.83117 Dkr 7.99418
Lit 1428.77. Dr 96.7198
Fl . 2.52306 IRE 0.717068

US$ 0.727107

N.B.: ECU/national currency con- |
versions given in this article are
based on different exchange
rates, applicable at the time of
each contract signature.
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