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I. Introduction

’

The scheme for interest subsidies, chargeable to the Community

budget, on certa1n Loans for 1nfrastructure projects in less prosperous

member states which part1c1pate fully and effectwveLy in the European
Monetary System arrangements, has now been in de facto operat1on for

somewhat over a year. The scheme‘was'set up by Council Regulation:

; 1736/79’(CEE) of_3fAugust‘1979 and given,pnaCticaL effect by Council

Decision 79/691/CEE of the same date, back-dated to 1.1.79, with Italy
and Ireland named as\beneficiaries; ~Article 10 of the said reguLat{on

‘requires the Commission torpreseht a report not later than the end of

1980 on the experiende gained with the sysfem to the Council and the~’\

European ParLiament. The present report fulfils this reguirement.

Detailed results congern1ng the operat1ons carried out w1th
the 1979 appropriations were provided in the first annual report on the

scheme, which was presented to the Council and the European Parlijament

in April 1980 (doc. COM(80)192\finaL>, and a further report will provide .
comparable data on the use of the 1980 appropriations after the close

of the year. Thé present report therefore sets out a small selection
of key resuLts,'concerning‘the cumuLative operations carried out or

signed since the 1naugurat1on of the scheme up to the end of 1980, R

" before gowng on to discuss the Lessons to be- tearned from exper1ence to-

date with operat1ng the system.

I1. Summary of operations to date

Regulation 1736/79 Lays down two separate upper / '3 
t1mits, distributed over a series of five annual slices -

(1000 MEUA per year of Lloans to .receive subsidy and
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200 MEUA per year of capvta{1zed subs1d1es, expressed as a "present
value" of the interest subsidy which would. otherwise be paid over the
full Life of the ann). As already . reported, the 1979 slice of subs1—
dies {i.e. 200 MEUA chargeabtefdirectty to the Cémmuhity budgety, was
used in its entirety, alghough«the attainment of this Limit;brought
the 1979'eperations to a close below the other limit, of 1000 MEUA of
subsud1zed loans. Th1s was maanty due to fhe fact that loans of rela-
tively Long dwrataon and grace periods were involved. For 1980 the
near—comptete utilisation of the 200 MEUA has involved g1v1ng subsidies
to Loans of sL1ghtLy over 1000 MEUA, aTthough the two-year total remains
below 2000 MEUA, /

The cumulative position at the end of the budgetary year 1980
" of subsidies paid since the start of the scheme is as shown in the

following table,

Loans subsidized .- Subéidies paid
Recipient country , ‘ o
Italy 53 1359 284 66
irelandrons., 36 _.857  ~ _133 o34
‘ \Sdurce of Loan . ,
NCI 1325 .52 13
g8 76 1665 s . _87
sector of activity : » ’
Energy , 39 - 870 : 171 : 43
Other infrastructure _50 1046 226 - 57
8 1916 397 . 100

(1) The values of subsad1zed Loans quoted 1n the EIB's publwcatwons dwfﬂ
sL1ghtLy from those presented here,the Latter being converted into MEUA
on the basis of exchange rates at the same dates as for the subsidies

themselves.
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Over 1900 MEUA of loans have now been subsidized under the EMS
arrangements, représenting 89 loans 1in aLL. Regarding the recipient

countries, about two-thirds of the value of loans subsidized and of the

"subsidies paid has gone to Itafy, and one=third to Iretand.

The analysis by sgurce of loan shows that seven-eighths of the

total value of subsidies 'was paid on loans from the European Investment
Bank's own resources and one~eighth on loans made under the New Community
Instrument,faciLity; the shares by value of loans subsidized were the

same. These proportions are in line with the division between total

_EIB and NCI loans =~ subsicized and unsubsidized - for infrastructure

v

projects in the countries concerned.

By sector of activity benefitting from subsidized Loans, energy

projects occupied an important‘place and accounted for over 40 % of total

Loans and subsidies,

Ill. Experience gained

-

The results summarized‘above show that the basic objectives ofrthe

'scheme are being attained. The sub§idies'bepresent some 21 % of the loans

subsidized, which were made for projects in the priority fields of enargy
independence and of types of infrastructure capable of helping to overcome’
structural problems, and in particulat regional dispafities. The subsi-
dized loans themselves represented some 45 % of thé'totat investment costs
of the projects involved iq the two countries concerned in 1979-80, énd

accounted for 1.4 % of total fixed cap{tat'formation in Italy and for
T .

7.7 % in IreLand.'VIn the case of Ireland the subsidized loans in fact

- covered a substantial proportion of the Irish Government's capital

spending progqammés in the relevant sectors. Much of this effort has
been concentrated in areas designated for development : all of the
subsidies for Ireland, and 70 % of the total paid inirespéct of ItaLy..
Taking the two countries together, 57 % of the vatue of subsidies was for

non~energy projects in such areas (one of these being also a transport

link of common intenest to .2 Member Countries), 23 % was for energy

projects in the developments areas, and 20 % was for energy projects

elsewhere.
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' In accordance with Article 3 of the regulation, which requwres
the countrnes concerned to draw up "Indicative Programmes", the Commis~
sion has received details of the development priorities of Italy and
Ireland, These shdu that the emphasis on developments in the energy.
sector within the 1nfrastructure total is still being maintained, end.
that there appear to be suffwcvent projects suitable for subs1dnsat on,
even in the retatively small Irish economy. " The Irish programmeyun
particular streéses the rdle of ﬁnfrastpctuhat investment in creating
job opportunities for the rising population, The distribution of the

subsidized loans is futty consistent with these objectives.

The success wvth which the system has been operated, despite the
short 1ntervat since the entry into force of the enabling tegastat:or,
suggests that, in conjunction with exzst;ng types of EIB or NCI loans, it
provides an efficient means of lowering the cost of debt service on loans
relating to investments 1in accordance withVCOmmonity priorities, ‘The
mainty indirect effects of the projects financed through the subsidized
loans should make a swgn1f1cant contribution to the creation of new
emptoyment opportunwtwes, at Least in the medium and long term, In
add:t1on there are more 1mmed1ate effects on the employment swtuation;
especially in the areas where the projects are located, which derive from
the actual carrying out of the infrastructure and energy investments

themselves.,

The finan:ial mechanism of the scheme has been built on the model
of previous smaller—scale operations with the European pevelopment Fund
and the Ffinancial ?rotdcols with Mediterranean countries. Co-operation
with the EIB, which participates with the Commission in-the implementa~

tion of the scheme, has been close and efficient.
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