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Document title

Measures to strengthen export credit insurance, investment protection and

promotlon concerning the countries of central and eastern Europe

Calendar

a) Discusslion in the Commission 7 November 19890.

b) Transmission to the Council immediately afterwards.
¢) Inltlal discussion In the General Affairs Council In November 1990.
Justification of the calendar

Thls communication responds to a request put forward by the European
Council and should accompany the Communication on negotiating directives

for association agreements with the countrlies concerned.

Effects on SME

The measures proposed should be of particular benefit to small and medium

enterprises, notably in the area of investment promotion.

Einanclial Impact

The reinsurance pool concerns resources allocated by the Member States
within the framework of national budgets. Associated administrative
expenses for the Commission will be minimal and can be financed from
exlsting budgetary allocations. Investment promotion wiil be deveioped
wlithin the PHARE framework and, subsequently, within the budgetary
provisions for the implementation of cooperation within the framework of

the assoctations agreements.
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INTRODUCT I ON

The European Council at its meeting in Dublin on 28 Apiil 1990 invitled the
Commisstion to examine possibilities for appropriate measures to encourage the
transfer of private capital to the countries of central and eastern Europe,
e.g. through reinsurance or guarantees. In the Commission’s Communication to
the Council of 27 August 1990, providing a general outline of future
assocliatlion agreements with these countries, reference was made to export
credit and to investment promotion and protection as means to stimulate
economic reconstruction. The present Communication provides more detailed
orientations on these questions and a proposal for a Council regulation
concerning the establishment of a reinsurance pool for credits covering

exports to central and east European countries.

The Community is committed to supporting the process of economic stabilisation
and structural adjustment in the countries of central and eastern Europe both
through i1ts own activities and through the coordination of assistance frcm the

Group of Twenty Four.

Recent developments, notably the collapse of the Comecon economic and trade
system, the decislon to move to hard currency payments among Comecon members,
the loss of the GDR market for exports which cannot easi!y be sold elsewhere,
and the Gulf crisis have widened the gap in the external finances of the
countrlies concerned. This gap should be closed, to the greatest extent
possible, by fiows of direct investment, bringing new technology, business
know-how, Increased productivity and potential exports. Imports of capital
equipment needed to hoost production should be increased. But peiitical and
economic uncertainties, assoclated with the transition process, exacerbated by

external economic shocks, have restricted trade and investment fliows.

A certain number of instruments exist In the Member States to diminish the
risks associated with exports and investment by their own enterprises. But in
the present climate, which is likely to persist for some time, eristing
schemes for export credit insurance and for the protection and the promotion
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trade and

of investment have been insufficient to stimuiate the Tiows of

investment which are needed for economic reconstruction.



The export credit insurance market in the Community Is partitioned, with
agencies Iin each Member State authorised to provide cover only for enterprises
established In that Member State. Coordination between national agencies
providing export credit insurance Is extremely limited. The use of overall
resources available In the Community for export credit insurance Is,
therefore, far from optimal. This Increases the price and reduces the
availabllity of cover for exporters and thus distorts competition. In many
cases, polltical and sconomic risks are judged too great, especlally by
smaller firms, to Induce them to venture into new markets. For this reason,
Community exporters may miss potentially profitable business opportunities
while enterprises in central and eastern Europe are elther deprived of the new

equipment they need or obtain it from other sources.

With regard to investment, a network of Investment protection agreemehts,
conciuded by Member States with the countries of central and. eastern Europe,
provides a legal framework offering general assurances to potentia! investors.
On this basis, publlc or private insurers In the Member States are able to
cover political risks. But this network is incompiete, putting enterprises iIn

certain Member States at a disadvantage.

Potitical risk protection is the subject of the convention establishing the
Muititlateral investment Guarantee Agency (MIGA), under the auspices of the
Wor {d Bank, which is intended to supplement nationa! programmes through
coinsurance and reinsurance. MIGA provides guarantees against non-commerclal
risk assoclated with currency transfer, expropriation, war, revolution and

civil disturbance and breach of contract by the host government.

While certain inadequacies In avaliable investment Insurance exist, the excass
capaclty of national agencies, the development of MIGA’'s operatlions, and
Increased competition among private insurers Indicate that Community
enterprises seeking new ventures In central and eastern Europe can generally
obtain the necessary cover. Efforts by the Community to stimulate the flow of
direct investment shouid, therefore, be concentrated on investment promotion.
These efforts should complement and reinforce schemes for this purpose
underway In the Member States. They should be coordinated with relevant
activities of the industriaiised countries, the World Bank and other

urganisations through the Group of Twenty Four.



Within the host countries, the need to improve the Investiment climate has bean
widely recognised and efforts are being made to revise investment coces and
the broader legal framework for investment. But there Is a certain reluctance
to offer conditions which would enable foreign Investors to acquire assets
freely unti!l convertiblility and price reform have brought the value of these

assets more into line with those prevailing in the industrialised countries.

Under these clrcumstances, there Is scope for the Community to reinforce
efforts underway In the Member States to increase the avallabiiity of export
credit insurance and to strengthen Instruments for Investment protection and
promotion. The forthcoming negotiation of Europe Agreements, establishing
association between the Community and the countries concerned, wlll provide a

framework within which these efforts can be deveioped further.

With respect to export credit insurance, several approaches could be
envisaged. The development of a new Community instrument for reinsurance would
offer certain advantages but, at the same time, would be difficult to achieve
while respecting the principle of subsidiarity. It would also be desirable
for export credit agenclies in the Member States to bring their cover poiicies
and premiums more Into line. But such harmonisation would be difficuit to
bring about through legisliation and should, rather, be the result of increased
cooperation. General |iberalisation of rules limiting to enterprises
established In a particutar Member State access to export credit insurance
provided by its official export credit agency should be our eventual
objective. in the interest of speed, however, and because the immediate
requirement is to Increase the availability of cover to a group of countries
with specific needs, It would be prudent to proceed through a more Iimited

initiative at this stage.

For these reasons, the present Communication puts forward a proposa! for a
regulation providing for the establishment of a Community reilnsurance pool,
which respects the principle of subsidiarity and which will bring immediate
advantages. Under the terms of this proposal forty per cent of risks to be
reinsuded will be shared by agencies throughout the Community. In thls way
risks can be spread, availabls resources used more efficiently across the

Community and the availabliity of cover increased.



This pool, which responds to the immediate needs for increased trade with the
countries of central and eastern Europe, should be a first step towards the
further opening of the export credit Insurance market in the Community. The
Communication refers to a number of additional Initiatives which should be

further explored with this end In view.

In the area of investment protectlion, the Community will use the opportunities
provided by the present trade and cooperation agreements, and by the Europe
Agreements shortly to be negotiated, to press our partners In central and
eastern Europe to complete their networks of Iinvestment protection agreements
will all Member States wishing to conclude them. This will compliement the
protection provided through MIGA. The present Communication outllines ways in
which Investment protection and promotlon can be further developed, notably
through actions by the Community by means of programmes and projects in-the

PHARE framework.

EXPORT CREDIT INSURANCE

1. Qblectives

First, the scope of export credit insurance coverage should be increased,
thus extending the possibilities for export financing to the countries
concerned. Through the pooling and better diversification of risks borne
‘at present by individual Member States, the range of potentially
profltable business opportunities acceptable for insurance cover wili

increase.

Second!y, risk assessment. should be improved. Decentrallisation and
privatisation in central and eastern Europe, while necessary to achieve
economlc recovery, make It more difficult for Insurers to assess risks
properly. Until now only sovereign risks existed, but the reforms bring
commercial risks into existence. Under these conditions, reliable
information on the financial structure of a given undertaking In central
and eastern Europe s difficult to obtain. To tackle this problem, the
estabiishment of Improved information systems between nationa! credit

insurers Is necessary.
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Thirdly, export credit insurance shoutd facilitate indusirdal cooperation
witn!in the Community. This Is desirable In ltseif and nscessary both tc
respond to changes in the host countries and to maintain the
competitiveness of Community exporters. Better interaction between the
insurance systems in different Member States w!ll reduce the
administrative costs for enterprises invoived in putting together

muitinational projects.

Fourthly, better cooperation between export credit insurers shouid heip to
bring cover policies more into Ilne, thus reducing the competitive
disadvantages facling exporters in Member States pursuing more restrictive

policles.

A Communlity reinsurance pool

Several of these objectives can be attained through the creation of a
Community pooi for the reinsurance of credits for exports to central and
east European countries. This pool will enable all officlal credit

Ansurers or Insurers acting on beha!f of the State in the Community to

- share a glven risk with Insurers from the other Member States so that

coverage can be obtalned more easily,

- pool part of the official credit insurers’ risk portfoilos so that a
better spread Is achieved within the risk exposure of each national

budget,

- coordinate national cover policies as regards the position towards

recipient countries and towards individual projects,

- facllitate the extension of cover to consortia formed by Community

exporters from different Member States.



This pool, in which all official credit insurers or insurers acting on
behalf of the State shouid participate, will reinsure medium and long term
risks assumed by national Insurance agencles. Risk sharing witi bring
about a better spread of risks within each national portfolio. Agencles
will swap part of their risk exposure towards an individual country for a
pro rata share In the risk. Once the pool is functloning, consideration

could be given to the participation in it of private reinsurers.

The annex to this Communication contains a proposal for a regulation to

establish the relnsurance pool.

3. Areas for further action

The Councit Is also invited to approve the following orlentations for

action to reinforce the above-mentioned proposal:

- The consultatlon procedure estabiished in 1973(1) should be
strengthened, notably by regular reports from Member States on the
amounts avallable for insurance cover and export financing to

particular countries.

-~ Reporting on creditworthiness of potential importers in central and
eastern Europe should be improved. The Commission will explore with the

authorities of these countries possible joint initiatives to this

effect.

~ Community ruies intended to facilitate Industrial cooperation in export

business, I.e. rules on subcontracting(?) and loint insurance(3)
should be strengthened.

(1) Counclil decision 73/391/EEC
(2) Council decision 82/854/EEC
(3) Councll directive 84/568/EEC



DIRECT INVESTMENT

Qbjectives

The flow of direct investment from enterprises in the Community to the
countries of central and eastern Europe should be increased in order to
help overcome their external financing difficulties, to bring new
technology and business know-how and to Increase productivity and
potential exports. Direct investment should also limit further
deterioration In the indebtedness of the countries concerned. This form of
financing does not increase country debt levels and, more than any other
form of support, it directly contributes to the emergence and development
of private sector initiatives. In this way, it can help bulld an
enterpreneurial culture adapted to production techniques, Industrial

standards and business practices in the Community.(1)

Inv nt tection

The tabie attached to this Communication indicates that the network of
investment protection agreements between the Member States and the
countries of central and eastern Europe is not yet complete. Hitherto, the
countries concerned may not have attached a high priority to concluding
agreements wlth Member States with which business contacts were relatively
limited. This, however, can create a vicious circle as cover may not be
obtalnable from state agencies or from private insurers in the absence of
such agreements. In the present, more open climate in which investment
from all sources is welcome, it should be possible to overcome this

probilem,

The Community should take fuli advantage of the fora provided by the
cooperation and future assocliation agreements to encourage the countries
concerned to complete thelr network of agreements with all Member States

wishing to conclude them.

(1)

In thls context see also the communication to the Councl!| and the European
Parliament on Industrial Cooperatlion with central and eastern Europe,
SEC (90) 1213, 11 July 1990



10

Existing faciiities to protect direct Investment, whether at the Member
State or multilateral level, are not always known to enterprises which
might have an interest in them. This Is particularly the case for small
and medium size enterprises (SMEs) not previously active in the markets in
question. The Community should, therefore, promote insurance and guarantee

schemes through contacts with their potential users.

Joint ventures

Although It Is becoming increasingly possible for Community enterprises to
become majority shareholders or outright owners of firms in central and
eastern Europe, the joint venture has particular advantages especlally for
smaller firms lacking experience in the country concerned. For this
‘reason, the Commission is developing a scheme to be implemented within the

PHARE framework, to support such enterprises in

- the lidentification of possible projects and potential partners

- the preliminaries to establishing a joint venture (feasibility
studies, seed money for pllot projects, the construction of
prototypes, etc.)

- capital requirements (support for financlal institutions which may
take shares In joint ventures)

- technical assistance.

r fin h

Schemes such as those referred to under (4) above can help build up
financlal Iinstitutlons and capital markets by .channeling resources through
financlial bodies in the host countries. More generally, Community
assistance shouid focus on the creation of modern banking and Iinsurance
services and on the development of stock markets through which equity can
be raised. In this way, the investment clImate can be improved by

providing potential business partners with the services they require.



Community businesses considering investment In the countries of central
and eastern Europe face uncertainty arising from the macroeconomic
environment. But they are also preoccupied by the uncertain state of
company law and relevant legislation concerning taxation, the repatriation
of proflt, property rights and the protection of intellectual property,
etc. The Community should provide technical assistance and training in

these areas in order to overcome legal obstaclies to direct investment.

7. 1mproved nformation on business opportunities

The Community has considerable experience iIn diffusing Information among
potential business partners, notably SMEs, about investment opportunities.
Urgent consideration should be gliven to the extension of these activities
to the countries of central! and eastern Europe. This concerns especially
fairs and exhibitlons, business weeks and data banks on firms seeking
partners, and support for chambers of commerce active in these areas.
Wherever possible, chambers of commerce from different Member States

should be encouraged to work together.

8. Sub-contracting

The countries of central and eastern Europe should be encouraged to adopt
the Community’s sub-contracting terminology. This will facilitate the

search for potential partners within particular sectors.

CONCLUS|ON

On this basis, the Commission invites the Councl! to
- approve the orientations contained in the present Communication

- adopt the attached draft regulation.
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Proposal for a
COUNCIL REGULATION (EEC)
concerning the establishment of a
reinsurance pool for export credits to
Central and Eastern European countries

THE COUNCIL OF THE EUROPEAN COMMUNITIES

Having regard to the Treaty establishing the European Economic Community, and
in particular Article 113 thereof,

Having regard to the proposal from the Commission,
Having regard to the opinfon of the European Parliament,

Whereas the Community Is assisting the process of economic reform in the
countrles of Central and Eastern Europe,

Whereas this implies the encouragement of capital and trade flows to the
countries concerned,

Whereas export credit insurance influences international trade flows and
therefore constitutes a powerful instrument of commercial policy,

Whereas dlfferences between the export credit insurance systems In the Member
States affect competition between operators In different Member States, and
prevent available resources from being used optimally,

Whereas export credit Iinsurance In the Coomunity has therefore to be organised
in such a way as to result, through economies of scale and an optimal
distribution of risks, In the fargest possible availabllity of insurance for
projects eligible for cover according to sound Insurance principles,

Whereas It Is necessary to base measures aimed at this resuft on the export
credit insurance schemes operating In the Member States on behalf or with the
support of the State, ’

Whereas It Iis appropriate to Improve cooperation between these schemes by
establishing a reinsurance pool which shall provide reinsurance for a
substantial part of the risks stemming from export transactions with the
countrlies in Central and Eastern Europe,

Whereas such a pool should be operated by the Commission In close cooperattion
with such credit insurance agencles in the Member States,

HAS ADOPTED THE FOLLOWING REGULATION
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Article 1

Export credit Insurance, reinsurance and guarantees for exports to countries
In Central and Eastern Europe(1) shall be provided according to the
modalities laid down In this Regulation.

Article 2

In cases where

(1)

(2)

(3)

(4)

(a) an export credlt insurance agency In a Member State (hereinafter
called "agency") grants Insurance or reinsurance or provides
guarantees for export credits with a duration longer than two
years concerning contracts for exports of goods or services, and

(b) the insurance or reinsurance or the provision of guarantees is
carried out on behalf of the Member State or with Its support,

40 % of all risks resulting from such operations for the agency shall be
redistributed proportionnally to such agencies in all Member States
according to a formula to be established in accordance with the procedure
tald down In Article § paragraph 3 and shall be reinsured jointly by all
these agencies (European Pool for Export Credit Insurance, the "Pool").

Article 3

Agencies shall apply for approval of relnsurance as soon as insurance,
relnsurance or the provision of guarantees on behalf or with the support
of the Member State where the agency Is established, is considered for
transactions described in Article 2. The app!ication shall be adressed to
the Commission and to such agencies In all other Member States.

An application for reinsurance in accordance with paragraph 1 shall be
considered to be approved uniess the Commission notifies the agency
concerned, within fifteen working days from receiving the application,that
this raises serlous doubts as to its compatibility with the Community’'s
common commercial policy or sound insurance principles. Before declding to
raise the objections, the Commission may request the observations of the
agencies or the competent authorities of the Member states on the
application concerned. Likewise, the agencies or the competent authorities
of the Member States may also submit to the Commission, at their own
intitiative, observations or objections on the application concerned.In
such a case, the final decision on the application in question shall be
taken in accordance with the procedure laid down In article 5, paragraph
2.

The agency shall refrain from Insuring, reinsuring or guaranteeing the
portion of the risks not accepted for reinsurance in accordance with the
procedure provided for In paragraph 2.

The detailed rules of procedure to implement this articlie, the information
that the application should contaln as well as the cases where reinsurance
according to article 2 can be granted without be prior approval as set ou
in paragraph 2 of this article shall be determined in accordance with the
procedure lald down In article 5, paragraph 3.

Bulgaria, Czechoslowaklia, Hungary, Poland, Romanla, Yugoslavia.



Article 4

The agency shall continue to perform all tasks of risk management in relation
to the risks for which reinsurance has been approved in accordance with the
procedure of article 3, paragraph 2, unless It is otherwise decided in
specific cases according to the procedure laid down In articlie 5, paragraph 3.

. .

1. The Commission shall be assisted by a committee composed of the
representatives of the Member States and chalred by the representative of
the Commission.

2. The representative of the Commisslon shall submit to the committee a draft
of the measures to be taken. The committee shall deliver iIts opinlon on
the draft within a time Iimit which the chairman may lay down according to
the urgency of the matter. The oplnion shall be delivered by the majority’
laid down in in Article 148 (2) of the Treaty in the case of decisions
which the Councli! is required to adopt on a proposal from the Commission.
The votes of the representatives of the Member States within the committee
shall be weighted in the manner set out in that Article. The chairman
shall not vote.

The Commission shall adopt measures which shall apply immediately.
However, |f these measures are not in accordance with the opinion of the
committee, they shall be communicated by the Commission to the Council
forthwith. In that event

The Commission may defer application of the measures which it has decided
for a period of not more than one month from the date of such
communication ;

The Council acting by a qualified majority may take a different decision
within the time limit referred to in the previous paragraph.

3. The representative of the Commission shall submit to the committee a draft
of the measures to be taken. The committee shall deliver its opinion on
the draft within a time |Imit which the chairman may lay down according to
the urgency of the matter. The opinion shail be delivered by the majority
laid down in Article 148 (2) of the Treaty in the case of decisions which
the Counclil is required to adopt on a proposal from the Commission. The
votes of the representatives of the Member States within the committee
shall be weighted in the manner set out in that Article. The chairman
shall not vote.

The Commisslon shall adopt the measures envisaged if they are in
accordance with the opinion of the committee.

If the measures envisaged are not in accordance with the opinion of the
committee, or If no oplnion is delivered, the Commission shall, without
delay, submit to the Councl!| a proposal relating to the measures to be
taken. The Counclil shall act by a qualified majority.

If, on the expiry of a period of three months from the date of referral to
the Council, the Council has not acted, the propsed measures shall be
adopted by the Commission.
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Article 6

This regulation shall not prejudice the automatic Inclusion of certain
subcontracts In export credit Insurance cover by export credit agencies of the
Member States pursuant to Counci!| Decision 82/854/EEC(1), nor the reciproca!
obligations of export credit insurance organizations of the Member States
acting on behalf of the Member State or with its support, or of public
departments acting in place of such organizations, In the case of joint
guarantees for a contract involving one or more subcontracts in one or more
Member States of the European Communities pursuant to Council directive
84/568/EEC(2),

Articie 7

This regulation shall enter into force on the 30th day following its
publicatlion in the Official Journal of the European Communities. It shall
apply from 1 July 1991.

This regulation shall be binding In Its entirely and directiy appiicable in
all Member States.

(1) OJ L 357, 18.12.1982, p.20
(2) OJ L 314, 4.12.1984, p.24





