
European 
Investment 
Bank 

• ^ , 

Contents 
Innovation 2000 

Initiative 

EU Finance Ministers 

discussed EIB's 

top priorities 

Innovation and the 

Information Society: 

EU versus US 

and Japan 

EIB venture capital 

operations 

in the EU 

Improving the quality 

of schooling 

across Europe 

EIB tailors its oper

ational structures 

to its new remits 

The new ACP-EU 

Partnership 

Agreement 

Focus on regional 

convergence 

"More is not 

always better" 

EIB Forum 2000 

in Bremen 

, 2-?poO 
rmation 

2 - 2 0 0 0 · Ν ° 1 0 5 ISSN 0250-3891 

Thie European Investment Bank is to 
place special emphasis on projects 
that support innovation in the Euro
pean Union. 

This reorientation of the Banlc's activ
ities is a fo l low-up to the strategy 
established by the Lisbon EU Summit 
in iVIarch emphasising the need for 
Europe to develop a more competi
tive and dynamic knowledge-based 
economy. 

The EIB Board of Governors - the EU 
Ministers o f Finance - at its annual 
meeting in June endorsed the Bank's 
" I n n o v a t i o n 2000 I n i t i a t i v e " to 
support investments p r o m o t i n g the 
i n f o r m a t i o n society, research a n d 

development, innovation and competi
tiveness as well as human capital. 

A lending programme of EUR 12 to 15 
billion over the next three years wil l 
be d e d i c a t e d to this purpose. The 
Board o f Governors also decided to 
double the scope of the EIB's venture 
capital operations for small and me
dium-sized companies to EUR 2 billion. 

In his statement to the Governors, EIB 
President Philippe IVlaystadt stressed 
that successful implementation of the 
programme will require close co-opera
tion with national and local authorities, 
the Bank's partners in the financial sec
tor and the EU Commission. 



The "Innovation 2000 Init iative' 

Under this initiative, the Governors 

app roved a set of o p e r a t i o n a l 

principles designed to channel EIB 

f inancing into the fo l lowing five 

areas: 

• human capital fo rmat ion : by f i 

nancing the provision of schools, 

colleges and universities with com

puting equipment and lending in 

support of IT training centres; 

• research and development: by co-

financing public or private-sector 

research programmes, corporate 

investment in R&D, research in

frastructure, centres of excellence 

and measures enabling SMEs to 

ob ta in .iccess to research pro

grammes; 

• information and communications 

technology networks: by financing 

Venture Capital and reform of the EIF 

A key element of the "Innovation 2000 Initiative" is the expansion 

of Bank activity in support of venture capital financing for SMEs. 

The Governors have increased the reserve set up to hedge the risk 
attaching to such operations from EUR 1 to 2 billion. Funded 
from the EIB's operating surpluses, this reserve is already endowed 
with EUR 1 billion drawn from the profit for 1996, 1997 and 1998. 
It has now been allocated an additional EUR 500 million from the 
1999 surplus, and the balance will be drawn from the profits for the 
years 2000 to 2002 according to needs. 

The Governors have also authorised the reform of the European 
Investment Fund with a view to turning this institution into the 
EIB Group's specialist venture capital arm. While maintaining the 
tripartite nature of the Fund (whose capital is jointly owned by the 
EIB, the European Commission and commercial banks), the aim of 
this reform is to make the EIB the majority shareholder, with a stake 
of over 50%, and operator of the institution. 

Concentrating all the EIB Group's venture capital ac
tivities (EUR 1.2 billion committed) in the hands of 
the EIF will substantially enhance the Fund's financial 
and operational capacity and make it possible to target 
operations in this highly specialised field more effect
ively. This new form of relations between the EIB and 
the EIF will also encourage productive melding of ex
pertise between the Bank and the Fund through the 
introduction ol additional financial instruments to 
support SMEs and will boost the catalytic effect of the 
EIB Group's actions within Europe's banking and fi
nancial community. 

t rans-European b roadband and 

multimedia networks and physical 

or virtual infrastructure providing 

local access to such networks, 

especially in the Union's less ad

vanced regions. The Bank will focus 

its lending in this field on innovative 

technology projects such as ASDSL, 

xDSL and UMTS; 

• diffusion of innovation: by finan

cing "online healthcare" services 

and the use of information tech

nologies to br ing Europe's c i t i 

zens closer to local author i t ies 

and public services; by helping to 

equip companies, especially SMEs, 

wi th advanced information tech

nologies; 

• development of SMEs and entre

preneursh ip : by s t reng then ing 

venture capital support for the 

development of innovative SMEs, 

fostering science parks and com

pany incubators and launching 

new products t a i l o r e d to the 

business needs of very small en

terprises. 

Support for these new areas of EIB 

activity wi l l be provided under a 

dedicated lending programme of 

EUR 12 to 15 billion over the next 

three years. More than simply an 

increase in the Bank's lending 

volume, this will represent a quali

tat ive reor ienta t ion of the EIB's 

traditional operations towards sec

tors with high technological value 

added having a positive impact on 

the economy. To th is end , t he 

Bank will both broaden the range 

of its f inancial instruments and 

reach out to new partners and cus

tomers, especially to take account 

of the extension of its f inancing 

operations to include intangible 

investment. • 
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ε υ Finance IVlinisters discussed EIB's top p r i o r i t i e s 

In his Statement 
to the EIB 
Governors, 
Philippe 
Maystadt 
highl ighted 
the Innovation 
2000 Initiative 
and financing in 
candidate 
countries 
as top priorities: 

"The Lisbon E u r o p e a n Counci l 

conclusions include a clear endorse

m e n t of t h e Bank's I n n o v a t i o n 

2000 Initiative in the fol lowing five 

areas: human capita l , SMEs and 

entrepreneurship, research and de

velopment, information and com

municat ion technology networks 

and diffusion of innovation. 

An essential c o m p o n e n t of the 

I n n o v a t i o n 2000 I n i t i a t i v e 

concerns t h e proposal t o make 

ava i lab le a n o t h e r b i l l i o n euro, 

out of the Bank's surpluses for 

v e n t u r e c a p i t a l f o r SMEs. This 

proposal is t i m e l y , as t h e Bank 

has already committed, either di

rectly or t h r o u g h the ETF man

date given to the EIF, the whole 

of the original billion you approved 

in 1997. 

"Mini Marstiall plan " 

The Bank's f i n a n c i n g in Central 

and Eastern Europe wi l l amount 

in t o t a l t o m o r e t h a n EUR 17 

b i l l i o n over t h e n e x t years t o 

p r e p a r e t h e s e c o u n t r i e s f o r 

accession t o the Union. 

I would not like to overstate the 

importance of this c o m m i t m e n t , 

b u t I note t h a t some observers 

have a l ready c o m p a r e d it t o a 

"mini Marshall Plan" for our Eas

tern neighbours. I would also like 

t o p o i n t o u t t h a t h a l f of t h i s 

amount, EUR 8.5 bil l ion over the 

period 2000-2003 wi l l be advan

ced at the Bank's own risk. The re

mainder, i.e. EUR 8.7 b i l l ion for 

the period 2000-2007, wi l l come 

f r o m the new lending mandate 

given to the Bank by the Council. 

Of course, I am ful ly aware that 

good use of this huge amount of 

resources is one of the b iggest 

challenges for the Bank for the 

years ahead and I can assure you 

that the m o n i t o r i n g of this pro

gramme wi l l be one of our t o p 

priorities. 

This is w h y t h e M a n a g e m e n t 

C o m m i t t e e has j u s t d e c i d e d a 

major restructuring of the Bank's 

o p e r a t i o n a l services. The n e w 

structure, wi l l bring together Ac

cession Countr ies and M e m b e r 

States, making it easier t o trans

pose procedures and practices, to 

transfer know-how and to accele

rate the linkage of the Accession 

Countries to the European Union, 

(see also pages 16-19) 
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Loans signed 
- within the EU 
- outside the EU 

Borrowings 

Outstanding loans 

Own funds 

Net profit 

Balance sheet total 

Subscribed capital 
(at 31 Dec.) 

Philippe Maystadt on: 

Lending 

(EUR million) 

1999 

31 800 
27 765 

4 035 

28 355 

178 775 

20 494 

1 067 

201 104 

100 000 

1998 

29 526 
25 116 

4410 

30 098 

155 333 

19 306 

1 195 

176 544 

62 013 

^^^L^y^^^H 

Our activity in the candidate coun

tries will fol low the same eligibility 

cri teria as in the Union and our 

aim is to increase the proport ion 

of total lending for environmental 

projects to 25%. 

To ensure a max imum impact , 

close co-operat ion wi l l cont inue 

wi th the Commission and its new 

ISPA programme as well as w i th 

the multilateral institutions opera

t ing in the region. 

"Within the EU, I would like to point out the activity 
in support of SMEs, through global loans with otir fi
nancial partners (EUR 2.8 billion) or through partici
pations in venture capital funds (EUR 470 million ap
proved in 1999). The Bank has also stepped up its ef
forts in favour of Trans-European Networks in trans
port, energy transmission and telecommunication 
(with more than EUR 10 billion financing provided). 

The bulk of our activity outside the European Union 
has been in the candidate countries of Central and Eastern Europe 
and Cyprus. In Central and Eastern Europe, the Bank is by far the 
foremost multilateral financial institution". 

Borrowings 
"Our borrowings in euro represented 4 l % of our total borrowings 
in 1999, half of them falling within our EARN -Euro Area Reference 
Note- programme. The aim of the Bank is to provide a first class 
complement to sovereign borrowers, and we believe that we have 
made significant progress towards this. Our issues in GBP and USD 
represented approximately half of our total borrowings last year". 

Balance sheet 
"The gross operating surplus last year was EUR 1 187 million, repre
senting a return on own funds of 5.8%. The decrease in gross result 
compared to 1998 (EUR 1 345 million) can be explained by a com
bination of reduced gross treasury revenues and reduced net interest 
margin. Gross administrative expenditure increased by 12.4% com
pared to 1998. The main reason behind this is the contribution of 
EUR 10 million to the HIPC initiative (see page 22) and exceptional 
contributions for earthquakes in Turkey and Greece as well as a 
donation for Kosovo (EUR 2.6 million in total)". 

Finance Ministers at the EIB: 
Didier Reynders, Belgium (who now 
takes over Chairmanship of the EIB 
Board of Governors) and Laurent Fabius, 
France. 

Following the decision at the Hel

sinki summit to recognise Turkey 

as a country candidate for acces

sion, the Bank will naturally include 

Turkey in the list of countries under 

its Pre-Accession Facility. 

As for all other candidate coun

tries, operat ions under the Pre-

accession facility wi l l depend on 

our usual criteria, in particular as 

far as security arrangements are 

concerned." • 
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Innovat ion and the I n f o r m a t i o n Society 

EU versus US 
and Japan : 
catching up 
- but still a 
lot to do 

Innovation and the 
Information Society 

The Lisbon EU Summit in IVIarch decided on action to ensure 

that Europe should become a globally competitive and 

dynamic knowledge-based economy. Where does the 

European Union stand today with regard to innovation, 

research and development and the information society 

compared to the United States and Japan? Two 

background papers produced by the EIB's Projects 

Directorate elucidate the present situation. 

EU private sector 
must spend more 
on R&D 

Technological innovation is the en

gine for growth and most innova

tions are the outcome of deliberate 

economic decisions concerning re

sources t o be devoted t o the pro

duction of knowledge. 

Europe devotes relatively little re

sources to generation of knowledge, 

in part icu lar for research and 

development (R&D), compared to 

the main international competitors 

I. The R&D/GDP " 

rat io (as a %) 

across 3 

EU countries 

(US and Japan). The R&D expendi

t u r e in Europe is e q u i v a l e n t t o 

1.8% of GDP. This compares w i t h 

2.8% for the US and 2.9% for Ja

pan. There is l i t t le evidence that 

Europe is catching up w i t h them 

over t i m e . Moreover, t h e r e is a 

huge disparity (of the order of 7:1) 

in t h e R&D/GDP rat io across EU 

countries. (Fig. I) 

Because of the combination of for

ces intrinsic to innovative activity 

(i.e. for this to be successful, both 

Source. OECD S FIN D DK UK EU Β IRL I Ρ GR 
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II. Number of 

researchers in 

the business 

sector as a % of 

to ta l work force 

1.0 

0.6 

0,4 

0.2 

EU us Japan 

Source: OECD 

appropriate research infrastructure 

and other attractive incentives for 

those c o n d u c t i n g research are 

needed), there is a risk of increasing 

technological differences between 

regions across Europe. Counter

vailing policy measures are necessary 

to raise the technology absorption 

capacity of less developed regions. 

Whereas the resources devoted to 

basic research and that performed 

by governmenta l inst i tu t ions in 

the EU are in l ine w i t h the US, 

there are large differences when 

it comes to R&D carr ied out by 

the business sector. 

European private industry performs 

much less R&D than US and Japan

ese industry. There are also fewer 

human resources devoted to R&D in 

Europe: 5 employees out of 1 000 

are researchers in Europe, whereas 

the figures are 7 and 9 for the US 

and Japan. For the shift to a knowl

edge-based economy, Europe is thus 

less well endowed with human capi

tal than the US and Japan. (Fig. II) 

The issue is not so much to increase 

fund ing for research per formed 

by public insti tut ions, but rather 

to induce the pr ivate sector to 

spend more on R&D. Nevertheless, 

for raising the efficiency of public 

R&D in the EU, particularly by im

prov ing coo rd ina t i on of publ ic 

R&D e x p e n d i t u r e in M e m b e r 

Coun t r i es . This w o u l d he lp t o 

avoid unnecessary duplication and 

to enhance synergies. 

Of privately funded R&D in Europe, 

about 80% is provided by large 

companies and 20% by SMEs. In 

comparison, the SME share is lower 

in the US (15%) and Japan (6%). 

Thus, innovation in the EU is pro

por t iona l ly more dependent on 

SMEs than elsewhere. Innovation 

per formance of SMEs there fo re 

becomes impor tan t . SMEs have 

less ready access to government 

funds than large companies, since 

only 9% of R&D spent by SMEs is 

f i n a n c e d by t h e g o v e r n m e n t , 

compared to 13% of R&D spent 

by large companies. Mak ing it 

easier for SMEs to gain access to 

innovation financing would there

fore help to increase significantly 

the innova t ion per formance of 

European industry. 

There is evidence that Europeans 

do not adequately protect the re

sults of their innovative activity 

through patents. European firms 

have a relatively low propensity 

I. The technological balance 

of payments (in € bn) 

there is also considerable scope to patent compared to f i rms in 

•'•·>'ΰ' 
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the US and Japan. This results in a 

deteriorating technological balan

ce of payments (which includes in

come f r o m l i c e n s i n g , p a t e n t s , 

k n o w - h o w etc.). The balance is 

positive for the US and Japan. To 

reverse this negative trend, Euro

pean inventors (universities, com

panies, pr ivate research inst i tu

t ions) should be encouraged t o 

patent more of their discoveries 

and intellectual property. (Fig. Ill) 

The venture capital industry is an 

increasingly important source of f i 

nance for i n n o v a t i o n and helps 

new ideas to become a business 

success. This industry has got off to 

a later start in Europe compared 

wi th the US and hence the Euro

pean market is less developed. 

Venture capital in Europe is still 

strongly biased t o w a r d the later 

stage in the so-called venture ca

pital cycle. Early stage and start

up f inancing account for only a 

tiny part of venture capital f inan

cing in Europe. It is this port ion 

that provides the bulk of innova

tive business ideas and therefore 

needs to be supported. • 

Harald Gruber, 

Projects Directorate 

+352 4379 8606, 

E-mail: h.gruber@eib.org 
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Innovation and the Information Society 

Need for public 
action within 
the EU information 
society 

The Information Society (IS) is de

veloping apace in the EU (1), as 

shown, for instance, by the explo

sion in Internet subscribers since 

1995. The EU seems to be catch

ing up w i th the United States in 

this f ie ld, a l though the IS is still 

much less deve loped in the EU 

than in the US: total expenditure 

on Informat ion and Communica

t ion Technologies (ICT) now re

present about 6% of GDP for the 

EU as a whole, whi le this propor

t ion is 7.5% in the US and 7.4% 

in Japan. 

The expansion of ICT w i th in the 

market place is not proceeding at 

the same speed in the d i f fe rent 

countries or regions, in particular 

during the early phase of market 

penet ra t ion. In 1998 there were 

substantial di f ferences between 

EU countries in the number of PCs 

per 100 inhabitants, ranging from 

10 to more than 50, and the same 

happened w i th Internet penetra

t ion: the number of Internet hosts 

varied from fewer than 5 to more 

than 90. The spread of ICTs also 

differs between social groups, de

pending mainly on their income le

vel, and between economic sectors 

inside the various countries. 

There is a risk that the lower in

come groups and the less devel

oped regions of the Union will fail 

t o adopt the new technologies, 

w i t h severe consequences f o r 

the i r f u tu re economic develop

ment - or if they succeed in adop

t ing these technologies, that they 

wil l be only passive actors in the 

process, w i th the majority of be

nef i ts harvested by indiv iduals, 

f irms and insti tut ions in core re

gions, in which the barriers to IS Dramatic change 
participation could be lower. i n t e l e C O m S 

In the EU, it is estimated that " in 

fo rmat ion society industr ies" al

ready contr ibute around 15% to 

GDP g r o w t h and create 25% of 

new jobs in the European econo

my (2). Fol lowing the US experi

ence, it has become clear in the 

EU that the economy is experiencing 

accelerat ion in innova t ion . This 

should increase product iv i ty and 

output over the 

l ong t e r m , ac

c o m p a n i e d by 

an unpreceden

ted wave of re

structur ing and 

emergence of 

new companies. 

Of course, inno 

v a t i o n is no t 

conf ined to in

format ion tech

no log ies , and 

t e c h n i c a l ad 

vances are also found in many sec

tors, but in format ion technology 

is a significant factor of this pro

duc t i v i t y and economic g r o w t h 

process. However, the impact of 

new techno log ies on economic 

performance depends substantial

ly on how flexible the economy is 

to adapt to changes, and some of 

the EU economies st i l l present 

substantial rigidities. 

The Internet has re inforced the 

histor ical t rend towards rapid 

expansion of data traff ic over the 

te lecom network . At wor ldw ide 

level, the evolut ion of the Inter

net is driven by two main factors: 

a dramatic increase in the num

ber of users and an expansion in 

data- in tens ive in ternet appl ica

tions. This implies that, increasing

ly, access to high-speed services at 

a f fo rdab le prices ( f lat tar i f fs in 

part icular) is a key issue for the 

development of the Informat ion 

Society. 

Data wi l l very soon become the 

p redominan t t ra f f i c in te lecom 

networks, marginalising voice traf

fic. Some analysts believe that by 

2005, as much as 90% of total traf

fic may be l inked to data, whi le 

voice t ra f f i c may represent just 

10%. This implies a dramatic change 

in every aspect of t he te lecom 

business, from organisation of the 

industry, pricing policy and net

work configuration to investment 

strategies. 

The expans ion in I n te rne t and 

other data traffic is increasing the 

demand for high-speed transmis

sion or higher bandwidth. The l i

mited capacity of the majority of 

the local loops of telecommunica

tions networks is a major bott le

neck to expansion of data services. 

To contend with this situation, two 

major in i t ia t ives are under way 

wi th a view, on the one hand, to 

upgrading of existing conventional 

t e l ephone lines and cable net 

works, and on the other, to upgra-

(1) The term "Information Society" 
here is defined as "the society currently 
being put in place, where low-cost in
formation and data-storage and trans
mission technologies are in general 
use" (ECDGV, 1997). 
(2) European Commission, the 1999 
Communications review 
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lower incomes and in the less de

veloped regions of the EU. In line 

wi th this, the majority of the ten 

pr ior i ty actions of the e-Europe 

in i t i a t i ve are re la ted to similar 

measures, for instance the following: 

• Education and training has to be 

overhauled to match the ICT revo

lution, so that people are aware 

of the possibil i t ies of the new 

technologies and are able to use 

them. Learning institutions have 

to fulfi l the ICT needs of business 

and industry. 

nova t i ve services and g rea te r 

choices. Prices in the international 

and domestic long-distance mar

kets have gone down substantial

ly: about 70% since liberalisation 

in some EU countr ies. However 

competit ion on local markets has 

remained very l imited in the EU. 

This is why compet i t ion in the 

telecom sector needs to be rein

forced, particularly at the local level. 

In this respect, the Commission is 

proposing to use its powers to en

courage local loop unbund l i ng 

throughout the EU. 

There is a risk 

that the lower 

income groups 

and the less 

developed 

regions of the 

Union will fail 

to adopt 

the new 

technologies 

ding of wireless networks, in parti

cular mobile cellular networks. 

These trends, combined w i th the 

entry of new players into the mar

ket, are the driving force for an in

crease in investment in the tele

com sector. The new investment 

cycle wil l be driven by capital ne

cessary to maintain, upgrade and 

expand the networks, as wel l as 

meeting demand for higher speed. 

Capital investment related to ac

commodat ing the fu tu re expan

sion of data and high-speed servi

ces wil l represent the bulk of over

all fu ture investment. The devel

opment of the IS is also dr iv ing 

the rapid expansion of new ICT 

businesses, particularly those related 

to Internet. 

Transition to the IS -
a top pr ior i ty 

The expansion of the usage of ICTs 

o f ten implies changing work ing 

practices, organisation of enterpri

ses and lifestyle. Although people's 

perception of the benefits of these 

technologies is changing very fast, 

still a large propor t ion of consu

mers and small businesses cannot 

see the benefit of using ICT. 

Strong public action is needed to 

face up to the barriers to the devel

opment of ICT, in particular for the 

• Action has to be taken to expand 

the adofjtion of Information and 

Communication Technologies in 

SMEs. 

•The public sector, in general, has 

to be supported to enable it to 

adopt ICTs swiftly and to adapt 

to the new re-organised working 

methods. 

Market l iberalisation is the main 

policy measure to develop the 

telecom and related sectors in Europe 

and thus facil i tate the expansion 

of the IS. However, the transition 

to competition is far from complete. 

The established operators wi l l 

retain a dominant position in the 

communicat ion market for many 

years to come. Therefore, regulation 

must ensure t h a t d o m i n a n t 

players do not abuse their market 

power , and shou ld encou rage 

compet i t ion . Regulat ion wi l l be 

reduced as markets become more 

competitive. 

The liberalisation of the EU tele

communicat ions market since 1 

January 1998 has d ramat i ca l l y 

transformed the tradi t ional tele

com sector into a dynamic one, 

able to «idapt quickly to the new 

challenges at national and global 

level. The rapid development of 

competi t ion can be il lusttated by 

fal l ing prices, growth of new in-

New players and innovative/broad

band service providers will first ad

dress the op t imum segments of 

the market. These segments are es

sentially in the most developed re

gions and in the clusters of high 

telecom consumers. Deployment in 

the less attractive segments of the 

market will fol low later. This puts 

small businesses, low-income resi

dential consumers and, in general, 

less developed regions at a dis

advantage. Therefore the issue of 

providing equal access to broad

band services needs to be ad

dressed (as, for instance, through 

the recent Swedish initiative). 

Public action related to new ICT 

business has to be seen in the 

context of the strategy to support 

the development of innovation in 

general. 

The previous points illustrate the 

significant economic and social im

pacts of the IS. It stands as an op

portuni ty to improve living stan

dards, but could threaten progress, 

if the Union does not succeed in 

adopting the new technologies in 

a timely manner. • 

Juan Alario, 

Projects Directorate 

-\-352 4379 8629, 
E-mail: j.alarlo@eib.org 
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EIB v e n t u r e cap i t a l o p e r a t i o n s in the EU 

Within three 
years the EIB 
has become 
a key public-
sector player 
in the 
European 
venture 
capital 
market 

It is generally acknowledged that 

jobs in tomorrow's wor ld wil l be 

generated among recently created 

small and medium-sized enterpr 

ses in new, technology-driven in

dustrial and service sectors. Alert 

to this situation, the EIB has taken 

forward its ini t iat ive to promote 

high-growth SMEs, largely depen

dent on injections of equity capital 

for their development. 

Since this init iative was endorsed 

by the Ams te rdam European 

Counc i l , in its Reso lu t ion on 

Growth and Employment, on 16 

June 1997, the EIB has channelled 

either directly or under mandate 

via its sister institution - the Euro

pean Investment Fund (EIF) - more 

than one billion euro into a broad 

range of venture capital funds, be

coming in the process a major pub

lic-sector player on this market in 

Europe. 

On the basis of these very encoura

ging results, the special European 

Council in Lisbon, in March 2000, 

invited the Bank to expand its ven-

EUR 50 mill ion for pan-European 
biosciences fund 

rhe Ê IB has concluded a EUR 50 million (CiB£ 33 million) agree
ment with Merlin European Biosciences Fund to provide equity ca
pital for leading European bioscience companies. 

The Merlin Fund will be managed and advised by Cambridge-based 
Merlin Bio.sciences, a leading European venture capital group speciali
sing in investing in bioscience enterprises. 

The EIB sees the bioscience sector as of strategic importance in 
helping to underpin European competitiveness. The new bio
technology industry is growing rapidly in Europe and has great 
potential for creating growth and employment. 

The EIB and Westdeutsche Landesbank (WestLB) are cornerstone in
vestors in the Fund, which has a funding target of EUR 250 million 
(GßP 160 million). The Fund will focus on taking minority equity or 
equity-related stakes in some 20-35 unlisted ventures with proven 
track records in pharmaceutical, healthcare, food, beverage and che
mical process industries. 
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ture capital operations, emphasi

sing t he posit ive role played by 

this instrument in "preparing the 

transit ion to a competitive, dyna

mic and knowledge-based econo

my". 

A dynamic market 

Europe's venture capital industry 

experienced soaring growth in the 

period 1998-1999, years in which 

funds raised climbed to record le

vels (close on EUR 21 b i l l i on in 

1998). This swi f t rise has gone 

hand in hand wi th development of 

the "new markets" emerging on 

European stock exchanges in re

cent years and of fer ing investors 

advantageous exit condit ions as 

well as the possibility to reinvest 

gains generated. 

Nonetheless, the industry remains 

focused on large-scale transac

tions, especially management buy

outs (MBOs). The share of invest

ment in technology, although on a 

constant upward curve, remains 

modest in Europe at about a third 

of the to ta l compared w i t h the 

United States, where it stands at 

two thirds Moreover, the level of 

development of the major Euro

pean venture capital markets va

ries enormously from one country 

to another: in terms of volume, 

Germany, Italy and France together 

combined have a market only half 

t he size of t h a t in t he Un i t ed 

Kingdom <ilone. But here the ac

cent is on large transactions, chiefly 

MBOs, wi th only very small sums 

g o i n g to h igh- tech investment 

(less t h a n 5% of t h e t o t a l ) . In 

contrast, investment in technology-

o r i en ted star t -ups is a t t rac t i ng 

considerable sums in Germany, 

Scandinavia and Finland. 

The relatively less developed mar

kets in Greece, Portugal and Spain, 

for example, are displaying encour

aging signs of taking off and new 

fund management talent is emer

g ing. Another positive aspect is 

the appearance of an ever-grow

ing number of pan-European 

funds, frequently targeting invest

ment in technology-based SMEs; 

they are aiming to achieve a criti

cal mass comparable with the ma

jor American funds. The latter are 

becoming increasingly active in Eu

rope, thereby making beneficial 

contributions in terms of co-invest

ment or transfer of expertise. 

The main bottleneck in the Euro

pean market remains the shortage 

of investment professionals w i th 

relevant experience. Their scarcity 

relative to investment opportuni

ties - in this very new area - justi

fies support for development of 

high-quality teams or a transfer of 

know-how between foreign mana

gers and newly-established Euro

pean teams. 

EIB strategy 

The EIB is seeking to impact as ef

fectively as possible on this con

stantly changing market, directing 

its activity as best it can towards 

those segments where it can bring 

the most value added. The Bank is 

looking to act as a catalyst in its f i 

nancing operat ions, by backing 

funds which, wi thout it, would not 

have been able to get up and 

going so rapidly, on the same scale 

ElB-financed broadband network 
to connect Nordic countries 

The Swedish data and télécoms operator Utfors is setting up a Nordic Internet Proto

col- based broadband network. The broadband network will provide high-speed 

communications services to companies and private customers. 

In 2001, Utfors will be completing the 6 000 km broadband network for data and 

telephony connecting "̂ 5 of the largest cities in .Sweden as well as Oslo, Copenhagen 

and Helsinki. 

The EIB is support ing the financing of this broadband network through its 

participations in rwo Nordic venture capital funds, which have invested in the company. 

These funds are managed by Swedish Litorina Capital Management and the Helsinki-

based CapMan Capital Management. EIB investments in the funds total EUR 11 

million and EUR 64 million, respectively. 

Utfors is also taking part in the construction of a 1 100 km broadband network along 

the coast of northern Sweden. In addition, the company is planning to connect the 

Swedish optical fibre network with other European and American networks. 
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EIB venture capital operations in the EU 

or w i th the same degree of suc

cess. In the light of its remit, the 

EIB also seeks to anticipate market 

developments: it endeavours to 

operate in areas where a dearth of 

equity is hampering the establish

ment of an efficient and balanced 

European venture capital market. 

Such sho r t comings may show 

through in the scale of investment 

schemes, their location or the sec

tor in question. EIB f inancing is 

designed to counteract these weak 

points. This calls for innovat ive 

and attractive instruments likely to 

encourage private investment. 

The Bank must therefore remain 

extremely flexible, since the market 

is constantly evolving. E-commerce, 

for example, which as little as three 

years ago was not being sufficiently 

funded, has recently seen a massive 

surge in investor interest. The EIB, 

which was actively investing in this 

sector two or three years ago, has 

quickly adapted its strategy to take 

account of this shift. Conversely, a 

sector of such strategic importance 

to Europe as biotechnology is still 

no t a t t r a c t i n g enough suppor t 

from investors, who consider it too 

risky: so the EIB has stepped up its 

involvement in this area. 

Hence, for its investment strategy to 

have a multiplier effect in keeping 

with its role as the Union's financing 

institution, the Bank must remain 

both highly versatile and adaptable. 

Financing in excess o f 
one bi l l ion euro by 
end-T999 

The table on page 12 details ope

rations launched by the Bank and 

its sister inst i tut ion the EIF since 

the introduction of the "SME Win

d o w " in mid-1997. These were 

concluded either directly by the 

EIB w i th funds or financial inter

mediaries or indirectly via man

dates entrusted to the EIF in the 

f o r m of t w o t ranches of 125 

million euro each for funding the 

European Technology Facility (ETF). 

Since the end of 1997, the Bank 

has mounted 30 equity or quasi-

equity operations tota l l ing more 

than 600 million euro, plus the 250 

mil l ion contr ibut ion to the Euro

pean Technology Facility (ETF) man

aged by the EIF. A fu r the r 257 

million under 12 other operations 

has been approved and is awaiting 

signature. Thus, less than three 

years after the EIB commenced its 

activity in this f ie ld, tota l equity 

and quas i -equ i ty commi tmen ts 

throughout the Member States ex

ceed 1.1 billion euro. 

These operat ions have predomi

nant ly centred on the launch or 

jo int f inancing of venture capital 

companies chiefly geared to ma

k ing equi ty capital avai lable to 

high-tech SMEs. The EIB has placed 

the accent on promoting regional 

funds , especial ly in the Un i ted 

K i n g d o m ( the HSBC Enterpr ise 

Funds channel resources into 10 re

gional funds) and Germany (inclu

ding the new Länder). 

Another objective has been to set 

up new venture capital facilities in 

countries in which the market is 

less developed than in the rest of 

the Union, such as Greece, Spain, 

Portugal and Ireland. The Bank has 

provided substantial support (to 

the tune of a total 152 million) for 

development of the Italian market, 

participating in 1999 in 5 funds new

ly created by banks and venture 

capital companies. 

In France, the Bank has been in

volved in State efforts to promote 

innovative SMEs. It has also made 

a highly important contribution in 

F in land by back ing t w o funds 

do ing major business f i nanc ing 

SMEs in the IT and télécoms sectors. 

Finally, the EIB has likewise helped 

to create a number of pan-Euro

pean funds and lent its support to 

the format ion of new fund man

agement teams. It has also made 

available its financial know-how for 

the establishment of regional funds. 

The EIF, for its part, has so far signed 

20 operations under the European 

Technology Facility (ETF) for an 

aggregate amount of 98 mi l l ion 

euro, in addition to which a further 

35 million euro has been approved 

for operations awaiting signature. 

In keeping wi th the guidelines of 

the mandate f ramed by the EIB, 

the EIF has focused ETF support on 

the venture capital segment provi

ding equity for fledgling high-tech 

companies. Partly thanks to this 

successful s tar t , the EIF, wh ich 

manages a cocktail of its own re

sources and funds f rom the ETF 

and the "ETF-Start-Up Facility" (an 

ins t rument managed by the EIF 

and financed from EU budgetary 

resources) has established itself as 

Resources deployed by the Bank 

urred under the "SME Window" 
is covered by scoring against the Bank's operating surpluses 
built up from the EIB's standard long-term lending operations. 
In 1997, the Governors approved the assignment of one billion 
euro to guarantee investment up to 2000. They recently autho
rised a further one billion to be drawn from the operating sur
pluses for 1999 to 2002, 500 million euro having been set aside 
in 1999. 
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SME W I N D O W - risk-sharing operations managed by the EIB 
(situation as at 31 March 2000) 

Title of operation 

IMI Risk Sharing 

ICO-Axis Risk Sharing Loan 

Sofiiris fechnological Devclopnicni 

SNC'l SMF^ Developmem 

LTH-SMF^ Venture C^apit.ii l u m i 

ABN A M R O Causew.u' Mezzanine P. 

BPI Venture Capital 

Allied C'apital Germany Fund 

Litorina Development Capital 

Caja.s/ING Barings Risk Sharing 

HSBC Enterprise Funds 

C D C Fonds Capital-RLsque 

A C T 99 Venture Capital Fund 

ICC 98 Venture Capital Fund 

The Baring Growth Funds 

F̂ S Venture Capital 

CapMan Finnmezzanine Fund 

D V C G Venture Capital Fund 

Innov.-fonds Schlesw-Flolst./Hamb. 

Invest Equity Beteiligungs-AG 

Area Venture Capital Fund 

Euromobiliare Venture Capital Fimd 

Retevisiòn Venture Capital 

Retevisiòn Venture Capital Funds 

Mediobanca Venture Capital Fund 

Dre.sdner KB Venture Capital Fund 

Eqvitec Technology Mezzanine Fund 

Fhe Medin European Biosciences Fund 

CapMan Finnventure V Fund 

The ICC Privte Equity Fund II 

Amount signed 
(EUR million) 

26 
9 

15 
9 

20 
25 
10 
51 
11 
30 
18 
34 
15 
13 
46 

2 
17 
15 
7 

15 
21.8 

15 
8 

20 
40 
25 
17 

37.5 
17 
13 

Location of 
managers 

I 
Ι
Ε 
L 

D 
UK 

Ρ 
D 
S 

E 
UK 

F 
IRL 
IRL 
LIK 

Ρ 
FIN 

D 
D 
A 
1 

I 
E 
E 

I 
I 

FIN 
UK 

FIN 
IRL 

T O T A L (excl. E T F managed by the EIF : 250 M) 601.3 

European Technology Facility (managed by the EIF) 

(situation as at 31 March 2000) 

Fund 

Advent Private Equity Fund 

Anndcus 

Auriga Ventures 

Banexi Ventures 

Baring F^uropean Private Equity Fund L.P. 

Elderstreet Capital Partners 

Enabling Technology Limited Partnership 

Eqvitec Technology Fund 1 L.P. 

Galileo 

Horizonte lechnologiclonds (Österreich B.V. 

IT Partners N.V. 

Kennet 1 Limited Partnership 

Kiwi Venture Partners 

NeSBIC C F E Fund B.V. 

SFK99 Technolog)' Fund Ky 

Sofinnova Capital 

SPEF Pre IPO European Investiiieni Fund 

T E C Plus HI 

Technostart 

Trinity Venture Fund 1A 

Vision Capital L.P. 

T O T A L 

Amount of 
ETE participation 

(EUR million) 

29.2 
I'S.O 
14.7 
24.6 
9.5 
4.5 
4.9 
3.0 

24.6 
2.2 
4.5 
5.0 

17.0 
2.3 
5.5 

34.6 
2.0 
5.5 
2.6 
1.9 
5.2 

Location of 
managers 

UK 
UK 

F 
F 

UK 
UK 

D 
FIN 

F 
A 
Β 

UK 

1 
Nl. 

FIN 

F 
F 
E 
D 

IRL 
UK 

98.1 

a major European institutional in

vestor in this sector. It plays an im

p o r t a n t catalyt ic role in raising 

start-up funds, and its input speeds 

up and lends weight to the launch 

of venture capital companies oper

ating in leading-edge sectors such 

as IT, télécoms and biotechnology. 

The way forward 

To meet the Lisbon objectives and 

keep pace with market trends, the 

EIB and EIF will continue to concen

trate their activity on funds speciali

sing in star t -up and early-stage 

companies, preferably wi th a high 

technology content. As in the past, 

pr ior i ty wi l l be given to backing 

pan-European and regional funds. 

Under the "Innovation 2000 Initia

t ive", moreover, the accent should 

in future be placed on developing 

synergies between research, the 

diffusion of innovation and enter

prise creation. In this connection, 

productive links between univer

sities and new companies wil l be 

explored and particular attent ion 

will be paid to fostering structures 

such as "company incubators" and 

"science parks". These develop

ments are likely to result in the 

Bank and the EIF providing sup

port for new management teams. 

In organisational terms, strengthen

ing the operational ties between 

the EIB and EIF (by establishing a 

un i f ied structure specialising in 

equ i ty and quas i -equi ty opera

tions) wil l make it possible to en

hance the interaction between the 

range of venture capital instru

ments available in the European 

Union with the aim of growth and 

job c rea t ion . · 

Marc Schublin 

Information and 

Communications Department 

-i-352 4 3 7 9 3 1 1 9 , 

E-mail: m.schublin@eib.org 
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Improving the qua l i ty of school ing across Europe 

Improving the quality 
of schooling across Europe 

In the European Union there is a serious backlog in the 

maintenance and refurbishment of school buildings and an 

urgent need for new educational facilities. More wide

spread development of the knowledge society needs addi

tional investment to bring school/university buildings up to 

standard in terms of computer facilities and Internet access. 

A t the same time, many European countries have reduced 

public expenditure and their scope for injecting new funds 

into their education systems. 

EIB involve
ment in the 
education 
sector is now 
a core 
activity and 
is being 
extended to 
the 
candidate 
countries 

The EIB's activities in the education 

sector significantly expanded un

der a mandate called for by the 

Amsterdam Summit of Heads of 

State in June 1997. Following the 

recommendations of the Cologne 

Summit in July 1999, the Bank's 

educat ional mandate was made 

permanent and extended to the 

candidate countr ies. The Lisbon 

Summit in March 2000 further em

phasised this remit, h igh l ight ing 

education, along wi th information 

and communications technologies, 

as tools for creating a society based 

on innovation and knowledge. 

As a result, the EIB is now prepared 

to finance a wide range of educa

t ion infrastructure and investment, 

f rom modernisat ion or construc

t i o n of schools and universit ies 

(general or vocational), to more 

fundamenta l educational invest

ment, including the introduct ion 

of i n fo rmat ion and communica

t ions techno logy , t r a i n i n g pro

grammes and support for research 

and development. 

Facilities and student 
performance 

The benefits of education are well 

known. Higher levels of education

al attainment are associated wi th 

better labour market integrat ion 

and higher revenues over the work

ing life. In addit ion, the creation 

of knowledge, skills and abilities 

affects not only performance at 

work but also social behaviour, 

such as for example, better health, 

lower cr ime, increased env i ron

mental consciousness, improved 

parenting, and higher political and 

community participation. Access to 

l i fe- long learning and an active 

participation in the labour market 

are thus important conditions for a 

coherent social fabric and econo

mic development. 

But what are the factors which de

te rmine the effectiveness of an 

educat ional system, and what is 

the contr ibut ion of investment in 

educational facilities to delivering 

these benefits? 

The link between the level of edu

cation and income is wel l estab

lished. However, the main factors 

a f fec t ing pup i l ach ievement at 

schools are less wel l understood 

but crucially important. 
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There is evidence that the perfor- minor i ty or poor socio-economic 

mance of students is affected by backgrounds. In France, studies 

the quality of the schooling envi- have demonstrated the negative 

Some 90 % 

ofthe 

educational 

projects 

financed 

by the EIB 

are situated 

in assisted 

areas 

ronment. Indeed, inves

t ing in school resources 

(e.g., school spending, 

teacher-pupil ratio), the 

qua l i t y of educa t iona l 

buildings and school de

sign (e .g . , class size, 

condit ions of the bui ld-

effects inappropr iate de

sign of t he educa t i ona l 

buildings can have on pupil 

performance. 

There is 

evidence that 

student 

performance Q^^^^ overcrowding affects 

is affected the abi l i ty of teachers to 

by the quality provide qual i ty teaching, 

ings) have an impact on nf the académie ^'"^ correspondingly reduc-
the performance of pu- . tions in class sizes allow im-

I ^ . ..J . environment ^. ,̂ ,.̂  , 
pils and students. provement m the quality of 

classroom activities. Hence, 

The effect that buildings can have the buildings by their appearance on educat ional performance has 

been researched. There are t w o 

major routes through which there 

can be an impact. One is through 

additional and improved facilities, 

including for example the labora

tories and modern teaching tools 

such as information and communi

cations technology. And the other 

is th rough the learning environ

ment to ensure the best surround

ings to enhance pupil and student 

aspirations. 

Improvement in buildings affects 

positively pupil achievement (mea

sured by test scores) and student 

behaviour (measured by attendance 

and exclusion). As regards school 

design, at tending a small class in 

the early grades is associated wi th 

somewhat higher performance on 

tests, in particular for pupils from 

and through the school teaching 

e n v i r o n m e n t can a f fec t bo th 

teacher .ind pupil behaviour and 

consequently educational at tain

ment. 

School size may also play a role, as 

well as class size. In the UK, studies 

on the re la t i onsh ip be tween 

school size and examination per

fo rmance in secondary schools 

have shown that exam performance 

increases with school size but at a 

decreasing rate. As a consequence, 

school reorganisation is important. 

Hence tr) raise education perfor

mance there is a need both for la

bour input, that is, teaching and 

management ability, proper curri

cula etc., and also for the provision 

of good capital input. Taking also 

in to ac foun t the rapid pace of 

technological innovations and the 

growing impact of the knowledge 

society, thete is a role for the EIB 

in helping to meet these growing 

educational needs. 

Project appraisal 

The Bank evaluates educat ional 

projects from a system- or country

wide perspective. Projects have to 

demonstrate economic value if they 

are to be considered for financing. 

An essential part of the analysis of 

an investment is to consider its im

plication for the functioning of the 

education system and its appropri

ateness in terms of the priorities or 

objectives defined at national or re

gional level. Because education is 

an intangible asset, there are great 

challenges in the appraisal of edu

cational projects. (1) 

Therefore an appropr ia te " road 

map" to decide whether a project 

is economically and socially accep

table or not is crucial.(2) Recourse 

to the private sector has recently 

been considered in some countries 

as a means of alleviating the con

straint on allocating available pub

lic funds to f inance new invest

ment in educational facilities. The 

involvment of private partners al

lows risk-sharing between the dif

ferent players and the develop

ment of innovative solutions in the 

construction or renovation of edu

cational buildings. 

EIB education 
operations 

So far cumulat ive direct invest

ment in educational projects finan

ced by the EIB has total led some 

EUR 2.3 bil l ion. Projects in educa

t ion are relatively small compared 

to other infrastructure projects. Of 

the projects f inanced since 1997, 

around 90 % are situated in assis

ted areas. Hence there is a combi

nation of regional, urban and skill 

development taking place as a re

sult of the Bank's intervention. 

(1) The major economic evaluation routes 
are through cost-benefit or cost effective
ness analysis. In its appraisal, the Bank 
identifies the benefits and costs associa
ted with the project and separates those 
that can be valued in monetary terms. 
Data do not always allow estimation of 
an Economic Rate of Return (ERR). 
(2) The appraisal of an educational pro
ject has also to consider the different fi
nancing options available. Financing 
options might Include: public budget, 
loans, finance leases, operational lea
ses, contracting out or private finance 
initiatives. 
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In terms of the breakdown between 

the di f ferent levels of education, 

about two thirds of the projects 

financed have been in higher edu

cation, for example universities in 

Spain, Italy and Greece. In fact, 

they embrace both universities and 

vocational higher education insti

tutions. 

Recently, the Bank has begun to f i 

nance an increasing number of pri

mary and secondary school pro

jects. These have included schemes 

to reduce maintenance backlogs, 

modernise school in f rast ructure 

and bring into schools the latest 

in format ion and communications 

techno logy (ICT) tools. Some of 

these p ro jec ts are be ing 

imp lemen ted via pub l ic -pr iva te 

pa r tne rsh ip agreements wh ich 

seek to harness the abilities of the 

private sector to contribute to rai

sing design, suitability and flexibili

ty standards in response to chang

ing curr iculum and social needs. 

Projects for developing l ibraries 

and academies of art are also cur

rently under appraisal. 

It should not be forgotten that in a 

l i fe-long learning society there is 

also scope to support training for 

teachers, managers, employees, 

etc., inside and outside the tradi

tional teaching institutions. The link 

between the education and the la

bour market can be further fos

tered by investment in research and 

development, along wi th comple

menta ry deve lopmen t in areas 

which support private sector inno

vation, such as in technology-based 

small and medium-sized enterpri

ses, science parks, and so on. Hence, 

improvement in education levels 

will have a wider knock-on effect. 

Conclusion 

The "New economy" has genera

ted new expectations for the edu

cational system, requiring innova

t ive investment in faci l i t ies and 

services and the development of 

new teaching practices. The delivery 

of high-quality educational standards 

by schools and universities remains a 

cause of concern for public authori

ties, parents and their children. 

Capital investment has a role to 

play wi th regard to education in

f ras t ruc tu re , such as bu i ld ings 

equipment and tools needed for 

running and managing schools, uni

versities and other educational faci

lities. Under its extended education 

mandate, the EIB can make a signi

ficant contribution to building new 

educational facilities for Europe. • 

Olivier Debande & 

Eugenia Kazamaki Ottersten 

Projects Directorate 

tel: +352 4379 8562 

•i-352 4379 8558 

E-mail:o.debande@eib.org 

e. kazamaki@eib. org 

The Appraisal 
of Investments 
In Educational 
Facilities 

f̂^ 
"The Appraisal of Investments in Educational 

Facilities", a book recently published by the 

EIB and the OECD, investigates in particular 

the impact of investment in school facilities on 

pupil performance and the economic rate of 

return of educational investment. 

In addition, there are a number of other iactors 

which affect educational performance including 

social factors, of which family background, traditions and 

aspirations all play an important role. 

Loans for the educa

t ion sector in Spain 

Spain provides three good 

examples of EIB-financed 

educational projects, total

ling EUR .314 million, ad

dressing clearly defined edu

cational problems. In a de

centralised educational sys

tem, regional authorities -

Comunidades Autonomas -

are particularly aware of the 

crucial role that education 

has to play in the develop

ment of their region. Invest

ment projects form part of 

multi-annual comprehensive 

programmes, within a long-

term strateg}'. 

In Galicia, a disadvantaged 

region in nor th-western 

Spain, some 160 secondary 

education institutes are be

nefiting ftom investment to 

modernise facilities, reduce 

class size, cater for the intro

duction of new subjects and 

train schoolteachers. Im

provements will affect around 

250 000 pupils ranging from 

10 to 16 years of age. 

Capital investment in higher 

education will improve facil

ities in the Universities ot 

Alicante, Castellón, Elche, 

Valencia, Almeria, Cadiz, 

Granada, Huelva, Malaga 

and Seville, in the regions of 

Valencia and Andalucia. 

Both technical colleges and 

universities will benefit 

from new or upgraded build

ings, including lecture halls, 

l ibraries, adminis t ra t ive 

buildings and laboratories, 

as well as the acquisition of 

equ ipment . Priority has 

been given to academic 

areas focusing on training 

professionals for industry 

and to catering for R&D re

quirements within industry. 
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Western Europe 

UK 

Ireland 

Scandinavia/Finland 

Spain 

Portugal 

France 

Benelux 

Cen t ra l Europe 

Germany 

Austria ' " 

Central and Eastern 

Europe & the Baltic States 

Italy 

Greece/Malta/Cyprus 

Par tner Coun t r i es 

Maghreb-Mashreq 

Middle East, the Balkans 

Turkey 

Africa, Caribbean and 

Pacific /South Africa 

Asia and Latin America 

EIB tailors its operational structures 
to its new remits 

As the Union's financing institution, the Bank regularly 

adjusts its modus operandi and departmental 

organisation with a view to pursuing its economic and 

lending priorities to maximum effect in furtherance 

o f t he Union's objectives. 

The Bank has just restructured its 

depar tments to take account of 

the guidel ines handed d o w n by 

the Helsinki (December 1999) and 

Lisbon (March 2000) European 

Councils, which place the empha

sis on preparing for enlargement 

and d e v e l o p i n g a k n o w l e d g e -

based, i n n o v a t i o n - l e d soc ie ty , 

the d r i v ing force fo r g r o w t h in 

Europe. These changes are reflec

ted in the EIB's new organisation 

chart, which is regularly updated 

on t h e Bank 's w e b s i t e at 

www.e ib .org 

Reorgan isa t ion 

o f l e n d i n g ac t iv i t y 

In order to pave the way for the 

candidate countries' accession to 

the Union and, by amalgamating 

operational procedures, meet the 

demand of the Bank's partners 

and customers fo r s imi lar loan 

products both wi th in and outside 

the Union, the EIB's lending de

partments have been regrouped 

under a single "D i rec to ra te fo r 

Lending Operations", a t r ipart i te 

structure founded on the pillars 

of the fo l low ing complementary 

operational zones: 

• "Western Europe" (the Nordic 

countries, the United Kingdom, 

Ireland, the Benelux countries, 

France, Spain and Portugal); 

• " C e n t r a l E u r o p e " (Germany, 

Austria, Greece, Italy, the candi

date countr ies of Central and 

Eastern Europe, Cyprus and Malta); 

• t he M e d i t e r r a n e a n "Par tner 

Countries", the Balkans (recon

struction aid), Africa, the Carib

bean and the Pacific, Asia and 

Latin America. 
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EIB tai lors its o p e r a t i o n a l structures to its new remits 

This new distribution of activity re

flects the Bank's strong desire to 

integrate the candidate countries 

swiftly by adopting uniform opera

t i n g procedures for mainstream 

lending and project selection. In

deed, one of the EIB's principal ob

jectives in these countries is to pro

mote the transfer of Community 

regulatory practices through Bank 

o p e r a t i o n s n o t o n l y u n d e r EU 

mandate but also under the "Pre

Accession Facility", set up at the 

EIB's o w n risk for an ind icat ive 

amount of EUR 8.5 billion for the 

period 2000-2003. The new struc

ture likewise testifies to the steady 

growth in operations in non-mem

ber countries w i t h the support of 

European industr ia l or b a n k i n g 

partners. 

This restructuring will also facilitate 

exchange of know-how between 

integrated expert teams combining 

d isc ip l ines and r e s p o n s i b i l i t i e s 

covering every area of EIB lending, 

e.g. introduction of new products, 

project finance, loan moni tor ing, 

etc. 

A single Coordination Department 

for all three pillars of the Directo

rate for Lending Operations wi l l 

m a n a g e c o m m o n f u n c t i o n s in 

terms of operat ional support for 

the Bank's customers, coordination 

wi th other directorates, loan mon

itoring and deployment of bud

getary and human resources. In 

c o o p e r a t i o n w i t h t h e e x i s t i n g 

Coordinat ion Department in the 

Projects D i r e c t o r a t e , t h e n e w 

Coordination Department under 

t h e D i r e c t o r a t e f o r L e n d i n g 

Operations will also liaise wi th the 

European Commission and interna

tional financial institutions. Hence, 

the new structures underscore the 

f i r m wish t o engage in compre

hensive d i a l o g u e at a pract ical 

day-to-day level w i t h the Bank's 

European and international institu

tional partners in order to achieve 

m a x i m u m synergy b e t w e e n the 

EIB's operations and those of the 

Union and o t h e r players in the 

international community. 

The Projects Directorate: 
project appraisal 
expertise 

The Projects Directorate is respon

sible for economic, technical and 

e n v i r o n m e n t a l appraisal of pro

jects submitted for Bank financing. 

It employs some 75 engineers and 

economists w o r k i n g in close co

operation with the Lending Direc

torate's teams. 

The D i r e c t o r a t e is d i v i d e d i n t o 

three departments dealing respec

tively w i t h the f o l l o w i n g sectors: 

transport, water supply, sewerage 

and sewage disposal infrastruc

ture; energy, telecommunications 

and solid waste processing; and in

dustry and services. This sectoral 

a p p r o a c h , d o v e t a i l i n g w i t h t h e 

geographical approach adopted by 

the Directorate for Lending Opera

tions, facilitates the exchange of 

k n o w - h o w b e t w e e n economists 

and engineers responsible in their 

respective f ie lds f o r appra is ing 

projects both w i t h i n and outside 

the Union. 

Through its f i n a n c i n g decisions, 

the EIB contributes to turning EU 

policies into economic reality. The 

Directorate is therefore also re

sponsible for cross-sectoral consis

tency, a task which it entrusts to a 

Coordinat ion Department under 

the direct authority of the Director 

General. The focus, in particular, is 

on environmental and regional de

velopment policies as wel l as on 

methodological issues. This depart

ment is also responsible for coordi

n a t i n g t h e Bank's act ions w i t h 

those of the Commission and 

national authorities in implemen

t ing EU policies. 

The new structure places particular 

emphasis on the form and manner 

of project appraisal in relation to 

the environment. An environmen

tal coordinator report ing directly 

to the Director General is charged 

w i t h defining corresponding stra

tegy, criteria and methods, as well 

as w i t h ensuring that these factors 

are duly taken into account, dur

ing project appraisal, by engineers 

and economists in the d i f f e r e n t 

sectoral departments. The coordi-
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nator and his assistant have link 

persons in the var ious depa r t 

ments, who ensure that the latter 

are equipped w i th the necessary 

state-of-the-art analytical, design 

and technical tools. The coordina

tor also briefs the Bank's manage

ment on environmental issues. 

The combined know-how of the 

Projects Directorate enables the 

EIB to maximise its suppor t for 

project promoters in defining, im

plementing and monitoring invest

ment projects, notably in the Uni

on's less developed regions and 

the candidate countries. 

Strengthened control 
structures 

In parallel to reform of the EIB's 

p ro jec t f i n a n c e and appra isa l 

structures, the Bank's internal f i 

nancia l and aud i t con t ro ls are 

constantly adapted to mirror best 

banking practice. 

The EIB's independent Financial 

Comptroller reports directly to the 

President of the Bank. Assisted by 

services w i th ful l access to infor

m a t i o n on the EIB's f i n a n c i a l 

flows, he is responsible for draw

ing up and vet t ing the f inancial 

statements, as well as for keeping 

the Bank's general accounts and 

sustaininc) ana ly t i ca l deve lop 

ment. On this basis, he analyses 

the Bank's performance in rela

t ion to objectives and puts for

ward recommendations for opt i 

mising results. He also helps to 

monitor the Bank's financial man

agement and to fo rmu la te f i 

nancial policies by expressing rea

soned opinions on strategic op

tions in areas such as lending, cre

dit risk, treasury operations, bor

rowings, asset/ l iabi l i ty manage

ment and the budget. 

The Financial Comptroller coordi

nates his activities w i th those of 

the external audi tors (current ly 

Ernst & Young) in order to submit 

to the Bank's Audit Committee f i 

nancial statements drawn up and 

aud i ted in accordance w i t h the 

highest standards of transparency. 

He therefore acts as a key liaison 

officer vis-à-vis the Audit Commit

tee, which is composed of three in

dependent persons appointed by 

the Board of Governors. 

The Financial Comptroller's activi

ties complement the work carried 

out by the Internal Audit Unit en

trusted wi th conducting objective 

and independent assessments of 

the EIB's control systems and pro

cedures. This unit adheres strictly 

to the standards laid down by the 

International Institute of Internal 

Auditors and is answerable directly 

to the President. • 

Appointments 

As part of the restructuring of 

operational departments described 

above and the renewal of certain 

Senior Cadre posts, the fo l lowing 

appointments have been made: 

• The three pillars of the Director

a te f o r L e n d i n g O p e r a t i o n s 

have been placed under the au

t h o r i t y of Mr M iche l Deleau 

("Western Europe"), Mr Terence 

Brown ("Central Europe") and 

Mr Jean-Lou is B ianca re l l l 

("Partner Countries"), Directors 

General. Mr Jos van Kaam, Di

rector, is to be responsible for 

the jo in t Coordinat ion Depart

ment , under the au tho r i t y of 

Mr Deleau. 

• Mr Eberhard Uhlmann has been 

appo in ted General Counsel of 

the Legal Affairs Directorate. 

• Mr Walter Cernoia has been ap

pointed Chief Executive of the 

European Investment Fund (EIF), 

the EIB Group's specialist vehicle 

for venture capital operations. 

• Mr Emanuel Maravic has been 

appo in ted Director of the De

partment for Lending Operations 

in Central and Eastern Europe. 

• Mr Dominique de Crayencour has 

been appointed Director of the 

EIB's Representat ive Off ice in 

Brussels. 

Mr Constant in Christof idis has 

been appointed Director of the 

Industry and Services Department 

within the Projects Directorate. 

Mr Patrice Géraud is to head the 

Coordination Department of the 

Projects Directorate with the tit le 

of Deputy Director. 

' Mr Andreas Verykios has been 

appointed Director of the Human 

Resources Department. 

Mr Per Jedefors has taken up 

the duties of Deputy Director, 

Operations and Infrastructure in 

the Credit Risk Department. 
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Eberhard 
Uh lmann 

Economist, graduate o f the École Polytechnique, Civil Engineer: career in research, teaching 
and economic appraisal, notably at the Ministry of Economic Affairs in Paris: jo ined the EIB 
in 1986 as Director of the Department for Economic Studies within the Union; Director 
General o f the Directorate for Lending Operations outside the Union (1994), then Director 
General o f Directorate 2 o f the Directorates for Lending Operations in the Union (1995). 

Lawyer; jo ined the EIB in 1996, fol lowing the accession of Austria, Finland and Sweden, as 
Director o f the Department for Lending Operations in Germany and Austria; previous career 

path: with Austria's Creditanstalt in London and New York, then wi th Deutsche Bank in 
Hong Kong, Sydney and Manila. 

First-class honours degree in Commerce, Master o f Business Studies (Hons.); jo ined the EIB in 
1978 as loan officer in the Directorate for Lending Operations outside the Union; Head o f 
Coordination Division (1983), then Head of Division for Lending Operations in the Mediter
ranean non-member countries (1986). In 1990, launched the Bank's operations in Central 
and Eastern Europe; in 1992, appointed Director o f that Department; 1991-1996, Director o f 
the EBRD; In 1996, entrusted wi th setting up an independent Credit Risk Department. 

Economist; fol lowing career with World Bank then Morgan Guaranty Trust, jo ined the EIB in 
1980 as loan officer; Head o f EIB's Lisbon Office (1986), then Head o f Organisation and 

Methods Division (1990); moved to Credit and Monitor ing Department in 1993; in 1997, 
appointed Director o f Information Technology Department. 

Economist, graduate in Political Sciences; jo ined the EIB in 1977 fol lowing career at World 
Bank (1973); loan officer, then Head o f Division for Lending Operations in West Africa 
(1983) and Head o f Division for Lending Operations in France (1986); Director o f 
Department for Lending Operations in Africa (1992), the ACP Countries (1994) and then 
the Mediterranean non-member countries (1996). 

Chemical engineer; fol lowing career in private-sector industry in Greece, jo ined the Bank's 
Technical Advisory Service in 1983 as an expert in the chemicals industry; as Head o f Division 

within the Industry Department (1992), responsible notably for appraisal o f projects in the 
oil, petrochemical and pharmaceutical sectors. 

Economist; jo ined the EIB in 1971; career path within the Directorate for Lending 
Operations in the Union, notably as Head o f Division for Lending Operations in the United 
Kingdom (1983), then Spain (1993); since 1 January 2000, has headed the Coordination 
Department o f the Directorate for Lending Operations in the Union. 

Graduate in mathematics and economics; jo ined the EIB in 1977 as economist specialising in 
transport and telecommunications, becoming Head of the Infrastructure Division in the 

Research Directorate in 1986, then Head o f the General Policy Division; in 1995, appointed 
Head o f the Coordination Division in the Projects Directorate. 

Lawyer, graduate of ENA as a foreign student; fol lowing professional specialisation in the 
banking sector, jo ined the EIB in 1979 to fol low a career path within the Finance Directorate, 
firstly as treasury officer in the Treasury Department, then as Head of the Planning and 
Control Division (1983), and subsequently, since 1 January 1996, as Director o f the Planning 
and Settlement o f Operations Department. 

Economist and graduate of INSEAD (Fontainebleau); fol lowing a private-sector career in the 
United Kingdom and Greece, jo ined the EIB in 1981 as Head of Division for Lending 

Operations in the United Kingdom; since 1996, Director o f the Bank's Representative 
Office in Brussels. 

Graduate in Business Administration; career in banking sector in Milan and London; jo ined 
the EIB in 1982 as loan officer for East Africa and the Indian Ocean, then Head o f Division 
for Lending Operations In Spain (1986) and Head o f Division for Lending Operations in 
Poland, Hungary, former Yugoslavia and the Baltic States (1992); since 1996, Director o f the 
Department for Lending Operations in Central and Eastern Europe. 

Mr Jedefors joined the EIB in March 2000 after having been based at the Worid Bank as 
Program Manager for Korea. He joined the World Bank on secondment from Skandinaviska 

Enskilda Banken where he held the positions of Head of Group EMU, Global Head of Credits, 
Relationship Manager and Chief Financial Officer. Before jo in ing SE-Banken he was an 

Associate with McKinsey & Company and worked in New York in a private company for 
several years. 
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The new ACP-EU 
Partnership Agreement 

X 

Significant 
changes 
and a 
larger role 
for the EIB 

Cotonou, 23 June 2000. The economic capital of Benin was 

chosen for the signature of the new ACP-EU Partnership 

Agreement, that wil l give continuity to 25 years of successive 

Lomé Conventions. Some 400 delegates, representing 71 African, 

Caribbean and Pacific (ACP) States, the 15 EU IVIember States, the 

European Commission, the EIB, amongst others, made the occasion 

a great event. The new Agreement is the outcome of lengthy 

negotiations that started officially in September 1998 and ended 

in early February 2000. 

The EIB to 

manage 

the new 

Investment 

Facility 

The new ACP-EU Par tnersh ip 

Agreement is bui l t on the expe

rience of previous Lomé Conven

t i ons , t h a t p roduced pos i t i ve , 

t h o u g h on occasions less t h a n 

expected, results. It takes into ac

count today's global economic and 

trade environment, demographic 

d e v e l o p m e n t s , e n v i r o n m e n t a l 

consciousness, and the increasing 

gap in g r o w t h t rends be tween 

most ACP countries and the rest of 

the developing wor ld. 

As a result, the Partnership intro

duces a different approach to de

velopment co-operation: while the 

main focus remains on economic 

d e v e l o p m e n t , t h e A g r e e m e n t 

contains a s t rengthening of the ing specific st rategies, t ak i ng 

political dimension. into account the pol i t ical, eco

nomic, social, cultural and envi-

A S t r a t e g y f o r e c o n o m i c ronmenta l aspects of develop-

development ment. 

The cen t ra l ob jec t i ve of t he 

P a r t n e r s h i p is t o reduce and 

even tua l l y e rad ica te pover ty . 

This objective is to underpin all 

strategies promot ing sustainable 

deve lopment " cen t red on the 

human person" . The Agreement 

clearly sets out that ACP States 

shall be sovereign in determi 

n ing the models of, and the 

strategies for the i r economies, 

but it stresses the need for an 

integrated approach in establish-

The under ly ing phi losophy in

cludes a number of new elements: 

the recognition of a basic role for 

the private sector in any develop

ment strategy, the need fot great

er involvement of civil society, and 

the application of market econ

omy principles. 

Accordingly, developing the pri

vate sector, improving access to 

productive and financial resources, 

increasing employment, respecting 
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the rights of the indiv idual and 

meet ing basic needs, p romot ing 

social development and setting up 

the condit ions for "an equitable 

distr ibut ion of the fruits of 
growth" , are explicitly referred to 

as key components of such an 

approach. 

In addit ion, support for economic 

and inst i tut ional reforms should 

help to create an enabling environ

ment for private-sector investment 

and financial-sector development. 

Strengthening the 
pol i t ical dimension 

The new Agreement provides for a 

clear strengthening of the political 

dimension, reflected in the long du

ration of the Agreement - 20 years. 

It now includes a policy dialogue on 

the promot ion of peace and the 

prevention of confiicts, and re-en

forcement of essential elements 

such as respect for human rights, 

democratic principles, the rule of 

law and good governance, now de

fined as integral parts of sustaina

ble development. All partners have 

commit ted themselves to respect 

and promote these principles and 

to take joint action in serious cases 

of corrupt ion, even where no EU 

funding is directly involved. 

This is an integrated approach, in 

which economic, cultural and so

cial d e v e l o p m e n t is seen as a 

means of con t r ibu t ing to peace 

and security and promoting a sta

ble and democratic political envi

ronment, which in turn wil l pro

vide the f ramework for develop

ment strategies. 

Financial co-operation 

As in previous Conventions, the EIB 

is given a key role in implementing 

the financial co-operation aspects 

of the Agreement. The Financial 

Protocol established for the first 

five years (2001-2005) envisages f i 

nancial aid for a total of up to EUR 

15.2 bi l l ion, of which loans f rom 

the Bank's o w n resources (1) 

amount to up to EUR 1.7 bi l l ion 

and EUR 2.2 billion are for the new 

Investment Facility to be managed 

by the EIB. These figures represent 

a substantial increase in the funds 

available under Lomé IV (2). 

Financial co-operation instruments 

f r om budgetary resources have 

(1) Raised on the international capital 
markets. 
(2) EUR 3.9 billion vs. EUR 2.25 billion 
under Lomé IV, First Financial Protocol 
and EUR 2.658 billion under Lomé IV, 
Second Financial Protocol. 

been rationalised to two: one en

velope providing grants (EUR 11.3 

bi l l ion for the period 2001-2005) 

managed by the European Com

mission, and a new Investment Fa

cil i ty to provide risk capital and 

loans to the private sector. The In

vestment Facility represents an im

portant shift f rom previous risk ca

pital operations, not only because 

of its size (EUR 2.2 bill ion for the 

first five years vs. EUR 1 billion un

der Lomé IV, Second Financial Pro

tocol), but also because of its focus 

and modus operandi. 

EIB to 

provide up to 

EUR 3.9 billion 

in the first 

five years 

The Investment Facility is designed 

to finance private-sector develop

ment and commercially-run public-

sector entities. Operations wil l be 

on m a r k e t - r e l a t e d te rms, and 

structured so as to avoid displacing 

private sources of finance, but at 

the same time to create a catalytic 

effect by encouraging mobilisation 

of long-term local resources and 

attracting foreign private investors 

and lenders. 

The Facility wil l be managed as a 

revolv ing fund, in which the re

turns f rom operations wi l l f l ow 

back t o t h e Fac i l i t y . In o t h e r 
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words, after some t ime no reple

nishment of the Facility from bud

getary funds should be necessary. 

The Facility is furthermore expect

ed to be financially sustainable in 

the long run. 

At present, the Member States, the 

European Commission and the EIB 

are def in ing the f ramework for 

management and operation of the 

Investment Facility. Although many 

details are still under consideration, 

Highly Indebted Poor Countries (HIPC) 
initiative 

The EIB recently approved a contribution to provide debt relief un
der the enhanced framework ot the Highly Indebted Poor Countries 
debt initiative (HIPC Initiative), further to an initial amount approved 
in 1998. This brings the Bank's contribution ro the Initiative to 

' a total of EUR 70 million. The EIB's funds will provide HlPC-eli-
gible countries with grant aid from which to prepay certain loans 
extended by the EU. The Bank's contribution has been calculated so 
as to be equivalent to the share ot loans from its own resources in 
the overall debt to be relieved. 

The HIPC Initiative was launched, in September 1996, by the 
World Bank and the IME to deal with the problem of excessive in
debtedness constituting a major obstacle to the development of a 
number of poor countries. Under the Initiative, to be eligible for 
debt relief and have it delivered, countries 
have to meet certain performance criteria. 

In September 1999, the Governors of the 
IMF and the World Bank, with the lead of 
many from the EU, agreed to an enhanced 
framework for the HIPC Initiative to pro
vide broader and faster debt relief Under the 
initial HIPC framework, debt relief was to 
be delivered at the completion point, i.e. 
once certain performance criteria had been 
met. Under the enhanced framework, do
nors, including the Bank, will be able to of
fer early relief on debt service between the 
decision point (the moment when creditors 
approve a very detailed programme of econo
mic reforms presented by the highly indebted 
countries, including attainment of specific 
targets with respect, in particular, to poverty 
alleviation) and the completion point (when 
these targets are actually attained). 

the management arrangements will 

take into account the need to cater 

effectively for the requirements of 

the private sector. 

Lending f rom the Bank's own re

sources under the new framework 

was approved by the EIB's Board 

of Governors and incorpora ted 

into the Agreement. In doing so, 

the EIB conf i rmed its cont inued 

commi tmen t to suppor t i ng the 

EU's development aid policies in 

the ACPs. Own resources financing 

wi l l go to support capital invest

ment projects meeting the Bank's 

normal lending criteria. • 

Mercedes Sendin de Càceres 

Information and 

Communications Department 

+352 4379 3134 
E-mail: m.sendin@eib.org 
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focus on regional convergence: "More is not always be t te r " 

Focus on regional convergence: 
"More is not always better" 

i t ! · • : 

The 2000 

EIB conference 

on Economics 

& Finance 

in January 

was devoted 

to regional 

development 

policies 

No institution can afford not to re

flect f rom t ime to t ime upon the 

way in which the goals defined in its 

mission statement are best achieved. 

The EIB is in this respect no diffe

rent. Quality control in the form of 

theory-underpinned (re) th ink ing 

has indeed become one of the Pre

sident's top priorities. 

The EIB's raison d'être is wr i t ten 

down in the Treaty of Rome, and 

has been reconfirmed during the 

Maastricht and Amsterdam sum

mits. Oil ing the cogwheels of re

gional convergence wi l l continue 

to be the main mission of t h e 

Bank. 

Unfortunately, the broad picture 

of Europe suggests that f i f ty years 

of costly regional policies have led 

to not much more than the status 

quo. Over the most recent decades, 

fo r instance, income inequa l i ty 

among European regions has re

mained rather constant f rom an 

aggregate po in t of v iew. Some 

economists are taking this now as 

the natural or at least global-capi

talist order of things; the rich are 

Lessons from twin stories 

In any country there are regions that seemed similar to start with, but 
nonetheless have grown at very different rates. Clearly, it is a complex 
matter to try to identify' the reasons why. One approach is to look at what 
actually happened in a number ot case studies to see it any common fea
tures can be identified. Three papers provided such ca.se studies tor regions 
in Greece, Italy and Spain. Each study included a region that has performed 
well (in national terms) and another that is lagging behind. 

Our twin stories highlighted three broad messages. Firstly, industrial struc
ture is important. Large factories coming to the region must use technolo
gies that encourage the development of economic activities by local sub
contractors. 1 he chances for this are increased it local human resources, 
particularly those employed by SMEs, have a matching set ot skills. 

Secondly, the quality of regional government is critical it development 
programs are to be sufficiently fine-tuned to local conditions. Some degree 
of conditionality, or at least firm guidance, to prevent misallocation of 
funds might therefore be desirable. For instance, technical and economic 
assistance, and training of local administrators, can easily be imposed. 

Thirdly, more infrastructure investment does not necessarily imply faster 
convergence, and a uniform approach towards regional development poli
cy is mostly ineffective. 

gett ing richer, and so are the poor, 

but wi thout ever catching up. 

To believe tha t the product iv i ty 

gaps are immutable is, however, a 

mistake. 

Given the complex dynamics of 

catching up and fall ing behind, it 

was therefore t ime to take stock 

of what we know about regional 

deve lopment policies. This took 

place in January wi th in the annual 
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Developing^ffective policies 

It has been emphasised that the traditional "fundamentals" for judging pro

jects - rate of return and geographical eligibility - are necessary, but tar from 

sufficient, to guarantee an impact on regional development. A relatively ob

jective assessment within the context of a more general framework that goes 

beyond the traditional cost-benefit analysis should become standard. The 

list of issues to be considered should at least include: 

• Does the project fit into a coherent strategy to develop a region's compara

tive advantage? In particular, large-scale public investments should be mo

tivated within such a framework 

• Does the project stimulate demand for local sub-contractors? Are associa

ted policies needed to support the development of such companies? 

• Is project implementation well thought out given its particular characteris

tics? As delays are endemic in some lagging regions, project appraisal 

should assess the complete list of stakeholders, and the associated threats to 

the project. Public support could be contingent on external project audits 

tor those projects that become excessively delayed or exceed their budget. 

• Does the availability of public support actually change location decision, or 

would the promoter(s) have implemented the project anyway? Ifso, then the 

likelihood that the grants will affect regional development is rather low. 

• And, finally, is the project economically attractive in its own terms? Fore

casting is difficult because policies may significantly change the local eco

nomic environment. Still, good forecasting should be able to capture co

ordination problems, and projects should be economically sound against 

this background. 

conference on Economics & Finance, 

organised by the Chief Economist's 

Department. Such occasions give 

the Bank's staff intellectually chal

lenging food for t hough t and 

allow the Bank to complement its 

i n t e r n a l re f l ec t i ons 

with inputs from major 

field players. 

In his opening speech, 

EIB President Phil ippe 

IVlaystadt f o rmu la ted 

clear-cut questions for 

the fo rum to answer. 

Firstly, wha t kinds of 

market failures lie be

h ind reg iona l d iver

gence, and what levels 

of inequality should we 

be w i l l i ng to accept? 

Secondly, he po in ted 

out that the role of go

vernments has evolved 

in recent years, w i th states w i th 

drawing f rom direct involvement 

in a number of activities - privati

sat ion of public activit ies being 

one example. In terms of the deba

te on regional development, the 

ques t ion h e n c e f o r t h is TU • u 
The rich 

when spending on invest

ment is best done by the 

g o v e r n m e n t i tsel f , and 

when public funds should 

be used to support invest

ment by the private sec

tor. 

Mr Mayst.idt also stressed 

tha t spending by itself is not 

enough, as it is quality, not quantity 

that is important. Public funding cer

tainly needs to be integtated into 

appropriate packages of policy inter

ventions, but what can we conclude 

from regional successes and failures 

about the measures needed to com

are gett ing 

richer, and 

SO are 

the poor, 

but without 

ever 

catching up 

plement investment? And last, but 

far from least, can project selection 

criteria be developed to help ensure 

tha t regional g r o w t h is actually 

achieved by a particular investment? 

A review of economic theory set 

the framework for the day. Profes

sor Ange l de la Fuente, Insti tuto 

de Anàlisis Economica in Barcelo

na, explained that in the past, the 

consensus was that regional poli

cies could support growth and that 

convergence would come about as 

a virtually automatic side effect. 

Reducing inequality and economic 

g r o w t h were cons idered to go 

hand in hand. However, recent de

velopments in economic theory 

have led a number of authors to 

argue that there are strong market 

forces t h a t lead to d ivergence 

between regions. 

Daniel Moucque, Directorate-Gene

ral for Regional Policy at the Euro

pean Commission, subsequently 

confirmed that socio-economic dis

parity among EU regions is rather 

persistent and does not show a ten

dency to decline. He stressed that 

the levels of regional imbalances are 

currently still about twice as high as 

in the United States, but conjec

tured that this value might have 

been even h igher w i t h o u t t he 

considerable ef for ts un

dertaken by the European 

Commission and the EIB. 

Has EU policy been badly 

designed then? Professor 

Philippe Martin (Ecole Na

t i o n a l e des Ponts et 

Chaussées, Paris) raised 

the f u n d a m e n t a l ques 

t ion of the desirability of policy in

te r fe rence. His main po in t was 

that public aid may increase the 

level of income per capita in lagging 

regions, but may possibly come at 

a rather high opportunity cost. To 

be more precise, the net result of 

public aid may simply be a transfer 
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foci;s on regional convergence: "More is not always be t te r " 

of income from rich to poor without 

business sector and increases in the 

level of human capital (schooling) 

boost the economy's potential to 

catch up. In addition, and wi thout 

doubt, key strategic in

frastructure is essential. 

There appear to be well-

d o c u m e n t e d cases in 

which better communi

cat ions in f ras t ruc tu re , 

fo r example, can help 

shift-ing economic geo

graphy to a new equili

b r i u m . However , th is 

certainly does not apply 

Regions often 

compete with 

one another 

to have the 

largest quantity 

of publicly 

provided 

capital...more is 

are regional imbalances (not) bad 

for people's well-being? He poin

ted out that there are market fail

ures that may lead towards persis

ten t spatial concentra

t ion and analysed what 

their sources are. In fact, 

he argued that the dras

tic reduction in transport 

and trade costs over the 

past decades, toge ther 

w i t h imper fec t labour 

mobil i ty, have been im

p o r t a n t fac tors in t he 

emergence of clusters 

af fect ing product iv i ty . This may in a general way to pub- not always better and regional imbalances. 

lead to lower overall prosperity if 

these t ransfers d ra in resources 

from those wealthy and innovative 

regions that are the main engines 

of economic growth in the coun

try. If this is the case we unavoid

ably face a t r a d e - o f f b e t w e e n 

equality and growth. 

Mart in 's argument was, at least 

partially, confirmed by the in-house 

emp i r i ca l s tudy by the Chief 

Economist's Department. The initial 

observation in this presen

ta t i on was tha t very few 

economis ts w o u l d deny 

per se that fostering eco

nomic growth is the key to 

convergence. At the same 

time, it is hard to imagine 

any g r o w t h mechanism 

t h a t does no t w o r k 

through an increase of the 

capital stock in one way or 

another. A pragmatic policy ques

tion then is: does fixed capital for

mation by the government - build

ing roads, schools, hospitals, ports 

and a i rpor ts etc. - play a major 

role or should public funds rather 

be used to st imulate private in

vestment such as equipment and 

machinery? 

The results showed that at both 

the nat iona l and regional level 

there are good reasons to believe 

that fixed capital formation by the 

To believe 

that 

productivity 

gaps are 

immutable 

is nonetheless 

a mistake 

lie investment. In fact, it 

was d o c u m e n t e d t h a t 

public investment has been an in

st rument of regional redistr ibu

t ion rather than a substantial force 

behind productivity gains. 

Nonetheless, a battery of public-

sector projects surely must have 

had a positive impact on regional 

development and would survive a 

rigorous ex post cost-benefit ana

lysis. Bertrand Rossert from the EIB 

Evaluat ion Depar tment , 

exp la ined t h a t th is has 

been the case, but t ha t 

not all projects can be ex

pected to be equally effec

tive in generating regional 

economic act iv i ty . It de

pends, among other fac

tors, upon the range of 

stakeholders involved, and 

how we l l n e g o t i a t i o n s 

w i th these stakeholders are man

aged. An investigation of various 

case studies by the Evaluation De

partment revealed, moreover, that 

heavy public sector involvement in 

projects for administrative reasons 

leads towards substantial inef f i 

ciencies, which dampens the po

tential impact of the project on re

gional development. 

Finally, Professor Jacques Thisse 

(Université Catholique de Louvain) 

posed a provocative question: why 

He stressed that the eff i

ciency and quality of lo

cal institutions, as well as the avail

ability of technological infrastruc

ture - local networks of specialized 

providers of technological services 

and the like - are striking determi

nants in success stor ies. In this 

respect, he added the considera

t ion that, in certain cases, it would 

therefore help regions to impose 

condit ions - or at least f i rm gui

dance - on the provision of loans 

and grants. 

Professor Thisse also criticised the 

fact tha t regions of ten compete 

w i th one another for the largest 

quant i ty of publicly provided ca

pi ta l . He clarif ied that if regions 

want to exploit their comparative 

advantages they may not need 

the same type of infrastructure at 

all. Policy makers should there

fore focus on what type of public 

capital benefits the region's eco

nomic activity best. Put di f ferent

ly: more is no t a lways b e t t e r . 

Thisse's t heo re t i ca l assessment 

c lear l y r e i n f o r c e d t h e lessons 

f rom the t w i n stories tha t were 

presented earlier. • 

Patrick Vanhoudt 

Chief Economist's Department 

•t-352 4379 3439, 

E-mail: p.vanhoudt@eib.org 

Interested 

readers can f ind 

more detai led 

in fo rmat ion in 

the latest t w o 

volumes, 5 (1&2), 

of the EIB-Papers 

in which the 

studies men

t ioned here are 

publ ished. The 

EIB-Papers are 

available 

free of charge 

f rom the Chief 

Economist's 

Department 

(Fax: 

+352 4379 3492) 
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Regional Development - Making 
Efficient Use of Financial Resources 

FO R ΰ 
2 0 0 0 B R E M E 

Supporting balanced regional dev

elopment by f inancing sound in

vestment is the EIB's core activity. 

In some Member States, EU regional 

policy as well as the Bank's pro

active input have helped regions 

t o catch up e c o n o m i c a l l y . In 

others, success is less obvious. But 

even where Member States have 

caught up successfully, divergence 

among regions within one and the 

same country has not necessarily 

n a r r o w e d . Therefore, the central 

questions to be raised at this year's 

EIB Forum are "what has worked" 

and "what went w r o n g " and, even 

more important, "what are the les

sons to be learnt"? 

This is all the more important as 

Europe faces new challenges. New 

technologies and the e m e r g i n g 

i n f o r m a t i o n society may benef i t 

above all already highly developed 

r e g i o n s . Dynamic r e g i o n s may 

resist being burdened too heavily 

w i t h transferring payments to re

gions lagging behind as this could 

undermine their own competitive 

position in international markets. 

Furthermore, we face the enlarge

ment of the Union to Central and 

Eastern Europe. With enlargement, 

regional divergence will rise to un

precedented levels. Inevitably, the 

question will be raised as to what 

The 
annual 

EIB 
Forum 

is to be 
held in 

Bremen 
on 19-20 
October 

T ^ 

extent divergence can be tolerated 

and to what extent others can be 

expected mutual ly t o assist new 

members in the catching-up process. 

Financial resources for assisting dis

advantaged regions may become 

scarcer. Hence, it w i l l be all the 

more important to make the best 

possible use of available resources, 

whether grants or loans, in order to 

enhance regional development. 

"Factors for Success" 

Regional success has many ingre

dients: in addition to financial re

sources, quite a number of factors 

such as functioning administrations, 

proper development planning, au

tonomy in decision-making com

bined wi th political accountability 

of decision-makers, the availability 

of entrepreneuria l people and a 

skilled woikforce. Last but not least, 

there is a need for general econo

mic policies that set the right incen

tives for structural change, econo-

*ß'J^- '̂  *"" 

mie growth and job creation. The 

subject is a complex one but it 

might, nevertheless, be possible to 

identify the most important factors 

for successful regional develop

ment. 

"Lessons from 
Experience" 

On the second day, the Forum will 

discuss the factors contributing to 

regional success in more deta i l . 

The speakers represent experience 

in the field within regional devel

opment, regional policy planning 

and financing investment projects. 

A first sub-session, "Lessons from 

Regional Policy Experience", wi l l 

focus on the assessment of 

strengths and weaknesses of re

gions and discuss the need for a 

balanced development policy, i.e. 

conventional comprehensive plan

ning covering infrastructure, hu

man resources development and 

incentives for SMEs. 
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EIB Forum 2000 in Bremen 

"Financing Regional 
Development" 

A first question to answer during 

this session is whether the intro

duct ion of the euro and the on

going integration of financial mar

kets within the euro zone have im

proved the access of SMEs and re

gional/local authorities to finance, 

as this would strongly contr ibute 

to regional development. 

A second issue is w h e t h e r we 

should expect the present budge

tary constraints in Europe to conti

nue and stimulate the demand for 

alternative models for building, f i 

nancing and operating infrastruc

tu re , par t icu lar ly pr ivate-publ ic 

partnerships. The Forum wi l l dis

cuss to what extent such models 

could be appl ied to Central and 

Eastern Europe. Also the role of re

gional venture capital companies 

will be examined. 

Günter Grass -
after-dinner speaker 

The EIB has made a tradition of in

v i t ing to its fora an af ter-dinner 

speaker presenting views on a sub

ject tha t does not f igure on the 

daily agenda of its guests. This year, 

we are part icular ly honoured to 

have Günter Grass, last year's win

ner of the Nobel Prize for l i tera

ture, wi th us. It has also become a 

tradition to close the Forum with a 

speech by the EIB Governor of the 

host country: this year Hans Eichel, 

Federal Minister of Finance. • 

Programme 

19 October 2000 

15:00: OPENING OF THE FORUM : 
Philippe Maystadt, President ofthe EIB 

F O R U M 
2 0 0 0 B R E M E N 

SESSION I ; "Regional Development Policies - Factors for Success" 
Chairperson: Wolfgang Roth, EIB Vice-President 

Speakers: 
Kajo Schommer, Minister of Economic Affairs, Saxony 

Charles McCreevy, Minister for Finance, Ireland 
Leczek Baicerowicz, Vice-Prime Minister and Minister of Finance, 
Poland * 
Jack McConnall, MSP, Minister of Finance, Scottish Executive 
Michel Barnier, EU Commissioner for Regional Policy * 

GALA DINNER 
Welcoming address Hartmut Perschau, Mayor of Bremen 
Guest speaker Günter Grass, winner of the 1999 
Nobel Prize for Literature 

20 October 2000 
Introduction to SESSION II : "Experiences with Regional Policy 
and Financing" 

Alfred Steinherr, Chief Economist, EIB 

SUB-SESSION 1 : "Lessons from Regional Policy Experience" 

Speakers : 
Henning Christophersen, President of Oresund Regional Council, 
Denmark * 

Brigitte Ederer, Councellor in charge of Finance, City of Vienna 
Pierre Mayet, Président, Groupe de Coordination Interministériel 
Sofia Antipolis, France 
Pasquale Pistorio, CEO, ST Microelectronics, Agrate Brianza, Italy * 
Ramon Marimon, Secretary of State, Ministry of Education and 
Technology, Spain 

SUB-SESSION 2 : "Financing Regional Development" 

Speakers: 
Jacques Guerber, CEO, Dexia Crédit local de France 
Ingrid Matthäus-Mayer, Board Member, Kreditanstalt für 
Wiederaufbau, Germany 
Rinnooy Kan, Member of Executive Board, ING, the Netherlands 
Ari Toippanen, President and Partner of CapMan Partners, Finland, 
Chairman of EVCA (European Private Equity and Venture Capital 
Association) 

CLOSING OF THE FORUM 
Hans Eichel, Minister of Finance and EIB Governor for Germany 

* u n c o n f i r m e d as at 75 June 2000 

For f u r t h e r i n f o r m a t i o n on t h e EIB Forum 2000, please contact t he EIB's I n f o r m a t i o n Depa r tmen t ; 

Y v o n n e Berghors t -I-352 4379 3154, E-mail: y .berghors t@eib .org 
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First targeted EARN e-bond 

The EIB j o i n e d forces in February 

w i t h C a b o t o , t h e I n v e s t m e n t 

B a n k o f t h e I n t e s a G r o u p , t o 

l a u n c h i ts f i r s t T a r g e t e d EARN 

e - b o n d . 

The EUR 500 m i l l i o n b o n d issue 

w i t h m a t u r i t y 15 O c t o b e r 2002, 

has a c o u p o n o f 4 . 6 2 5 % . It is 

thi? EIB's f i rs t issue t o be d i s t r i 

b u t e d e l e c t r o n i c a l l y . C a b o t o , 

a c t i n g as t h e sole l e a d - m a n a 

ger, t h r o u g h its RetLots system, 

makes t h e issue ava i lab le t o its 

m o s t i m p o r t a n t i n s t i t u t i o n a l 

c l i e n t s i n I t a l y a n d a b r o a d 

t h r o u g h t h e I n t e r n e t a n d 

B l o o m b e r g . 

This issue represents a key b u i l d 

i n g b l o c k in d e v e l o p i n g t h e 

EIB's I n t e r n e t f u n d i n g s t rategy, 

s tar ted in June 1999 w i t h a e u r o 

d e b t e x c h a n g e o f f e r e n t i r e l y 

executed via t h e In ternet . • 

EIB donation to Mozambique 
C o n v e n t i o n , have h e l p e d t o u p 

g r a d e t h e c o u n t r y ' s e l e c t r i c i t y 

s y s t e m a n d s u p p o r t e d i n v e s t 

m e n t in i n d u s t r i a l p r o d u c t i o n 

o f s o m e o f M o z a m b i q u e ' s na-

T h e EIB d o n a t e d EUR 5 0 0 0 0 0 t o c o u n t r i e s or reg ions severely t u r a i resources ( g r a p h i t e , a l u -

i n M a r c h t o t h e R e p u b l i c o f h i t by disasters, such as H o n d u - m i n i u m , c a s h e w n u t s , s h r i m p 

M o z a m b i q u e f o r r e l i e f assis- ras a n d Nicaragua in 1998, Ko- f a r m i n g , sugar). • 

t a n c e t o v i c t i m s o f t h e s o v o , T u r k e y a n d t h e A t h e n s 

d e v a s t a t i n g f l o o d s . area in Greece in 1999. 

T h e f u n d s w e r e c h a n n e l l e d 

t h r o u g h t h e EU's D e l e g a t i o n in 

M a p u t o , w h i c h i d e n t i f i e d t h e 

uses f o r t h e e m e r g e n c y f u n d s . 

In recent years, t h e EIB has p r o 

v i d e d h u m a n i t a r i a n g r a n t a i d 

The EIB has been active in M o 

z a m b i q u e f o r some t i m e a n d its 

f i n a n c i n g has b e e n s t e p p e d u p 

since 1992 w i t h t h e e n d i n g o f 

M o z a m b i q u e ' s l o n g c i v i l 

conf l ic t . Loans, a p p r o v e d u n d e r 

t h e f r a m e w o r k o f t h e 4 t h Lomé 

Berlin office opened 

In la te May , t h e EIB o p e n e d i ts 

n e w o f f i ce in Ber l in . The m a i n 

tasks o f t h e o f f i ce are t o sup

p o r t e x p a n s i o n o f t h e Bank ' s 

f i n a n c i n g o p e r a t i o n s , p a r t i c u 

lar ly in Ber l in a n d t h e n e w Län

der a n d t o s t r e n g t h e n f u r t h e r 

r e l a t i o n s w i t h i n v e s t o r s a n d 

pa r tne r banks. 

T h e B e r l i n o f f i c e w i l l c h i e f l y 

be r e s p o n s i b l e f o r m a i n t a i n 

i ng con tac t s w i t h t h e Federa l 

G o v e r n m e n t a n d Länder Gov

e r n m e n t s a n d k e e p i n g abreast 

o f d e b a t e s i n G e r m a n y o n 

l e n d i n g issues, such as t h o s e 

c u r r e n t l y u n d e r w a y o n n e w 

t e c h n i q u e s f o r f i n a n c i n g p u b 

lic i n f r a s t r u c t u r e . 

Since 1990, the EIB has increased 

t h e annua l v o l u m e of its lend

i n g i n G e r m a n y s i x f o l d , t o 

reach EUR 5.5 b i l l i o n in 1999, 

m a k i n g th is c o u n t r y t h e lead

ing rec ip ient o f EIB funds . 

German un i f i ca t ion was a deter

m in i ng factor beh ind this surge 

in t he EIB's act iv i ty. Of t he EUR 

30.7 b i l l ion advanced in Germa

ny as a w h o l e d u r i n g t h e last 

t e n years, a b o u t ha l f was d e 

p loyed in t he new Länder. 

Ber l in has become a par t i cu la r 

f oca l p o i n t f o r t h e EIB. Since 

1990 , a t o t a l o f s o m e EUR 4 

b i l l i o n has b e e n c h a n n e l l e d 

i n t o 18 m a j o r i n f r a s t r u c t u r e 

pro jects , i n c l u d i n g m o d e r n i s a 

t i o n o f gas, d ist r ic t hea t i ng and 

wa te r supply faci l i t ies, construc

t i o n w o r k in t h e P o t s d a m e r 

Platz a n d u p g r a d i n g o f hosp i 

tals in east Ber l in . • 

derman Finance Minister Hans Eichel (to the right) and EIB 
Vice-President Wolfgang Roth at the opening ceremony. 
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