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SUMMARY

Article 6 of the Council decision establishing the New Community
Instrument (NCI) provided for a report by the Commission to the Council

and to the ‘Parliament on the experience gained during its operation.

This report fulfills this requirement by describing the Lloans raiSed

and made up until 1.10.80,

Seventéen months' experience are then summarised and achievements
highlighted - the diversification of Community borrowers the significant
financiét support given energy and infrastructuré investment — together
with the difficulties éncountered. In the light of this information, it
is proposed to cantinue the NCI operations by maintaining the tranche

system and Lifting the cverall ceiling.

The attached draft Council decision incoporates the duly amended

- original decision (78/870/CEE).
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Introduction
As required under Article 6 of the Council Decision establishing the
New Community Instrument (NCI) (1), the Commission hereby presents a report -

to the Council and to the Parliament on the experience gained during the

operation of that Decision.

The report is accompanied by a proposal that the scheme should be renewed.

1. The origin of the NCI

The Commission proﬁosed5+h June 1977 that the New Community Instrument
for borrowing and lending be established as a means of backing up Community

measures attacking unemployment, the low level of investment and theilack of

. convergence in Member States' economic performances.

The new mechanism was based on the idea that it is in the interests of the
European Economic Community to use its creditworthiness on the international
markets to raise capital, in addition to that provided from other Community

sources of financing, for investment in certain key areas.

The Commission's proposal was endorsed by Parliament and the Economic and
Social Committee, and the Council approved the principle of the New Community
Instrument by empowering the Commission to borrow the equivalent of up to 1,000
million EUA in principle on behalf of the EEC. The loans were to be activated
tranche'by tranche and were to be used to finance investment projects which
would serve the Community's brﬁority objectives in the energy, industry and

infrastructure sectors.

On 14 May 1979, the Council authorized a first tranche of borrowings for

an amount not exceeding the equivaient of a capital sum of 500 million EUA to

be used for investment projects in the infrastructure and energy sectors (2).

.../I..

(1) Decision 78/870/EEC, 16 October 1978.
(2) Council Decision 79/486/EEC.



Infrastructure investment was to cover transport, telecommunications,

agricultural improvements, water supply works and environmental protection.

Energy investment was to contribute to greater self-sufficiency, security
and diversification of Community energy supplies, with particular attention.
being paid to energy conservation and to the development of alternative energy
sources.

The Balance of SO0M of ECU was authorized by the Council on 22.7.80 (1).
which has now also decided that it should be used for the same sectors and:
according to the same guidelines as for the first tranche but that exceptionally
among certain infrastructure projects certain projects which concern housing
and advance factories in priority regions can be considered for up to 20 % of

the tranche.

2 The operations carried out - situation at 1 October 1980

Since the Council Decision of 14 May 1979, the NCI has been. in operation
for 17 months. During this period, despite the delays in approving the second §
tranche, which interrupted the course of operations, contracts for the granting
of Loans totalling 391.9 million EUA have been signed and projects involv{ng
an additional total of 336,1 million EUA are at an advancedAstage of preparation.
The operations carried out in 1979 (a total of 277 million EUA in contracts
signed) are described in an annual report presented to the Council and Parliament

(2). Tables 1 and 2 appended hereto show all these operations together

in April
‘with those carried out between 1 January 1980 and 30 September 1980, giving a
total of 391.9 million EUA in lending contracts signed. The sectors are shown

below.

.I.I..I

(1) Council Decision 80/739/EEC.

(2) “First report on the borrowing and lending activities of the New Community
Instrument (NCI) = financial year 1979", which the Commission transmitted

to the Council and to Parliament on 16 April 1980 (Doc. COM(80) 192 final,
16 April 1980).
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Number of ‘
Launs Amount
Energy:
Alternative sources 6 : 163,9 -
Transportation 2 58,8
Exploitation of Community hydrocarb. 1 16,7
TOTAL 9 2394
Infrastructure:
Water 3 90,2
" Roads 1 - 19,4
Telephones 2 30,4
l—Industrial estates 1 12,5
TOTAL 0 152,5
The geographical breakdown is as follows :
Development
regions’ IOther
Ireland . 101,1 101,1 e D
Italy : 185,5 106,3 79,2
United Kingdom 105,3 105,3 0

_ The financing was provided out of boFrouingsvamounting to a total of
399,7 milltion EUA.

I../-.I
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3. The experience gained

Experience of the operation of the NCI is obviously brief: but perhaps

it is not too early to see what can be lLearnt from it.

The NCI on capital markets

’Firstty, the introduction of the NCI as another means by which the
Community raises money on the capital markets has proved a success. Community
loans floated under the NCI label have been well received, notably by institu-
tions required under their own regulations to observe ceilings on investments
for each category of borrower. Thus, despite tension and rising interest rates
on the national market in US dollars during the last quarter of lLast year, the
first Loan in that currency was placed on relatively favourable terms. The DM
and HFL loans and the following US dollar Loans were placed without any parti=

cular difficulty.

The placings of NCI loans has not ‘impeded issues under other Community %
borrowing machinery. The volume and frequency of their issues, notably those

of the ECSC and of the EIB have continued to increase rapidly. »

In 1979, the various instruments borrowing in the name of the Community
accounted for 12 % of the international capital market. Clearly, such borrowings,
reinforced by placings, play an important role in recycling as a whole. The
growth of the oil-producing countries' surpluses (which may be estimated at
Usg 115,000 million for 1980) and the efforts to adjust our energy and industrial
structures underline the usefulness of all the financial mechanisms which can

contribute to the orderly use of the capital available.

The NCI lendings

As regards loans granted, the effective or probable commitment of almost
three quarters of the total in only 17 months is in itself sufficient indication

that real demand exists.

.../...



In pract1ce, such demand has been met through the cof1nanc1ng by the NCI
of projects already covered by the EIE. Th1s reflects the fact that the fields
.covered by the NCI deliberately coincide with those covered by the EIB. In

* other words, by support1ng a category of projects given priority status for the

purposes of ad;ustment and employment within the framework of EIB activities,
" the NCI has increased. the Community® s contr1but10n to such projects. Th1s
additional support may be quantified. The EIB financed an average of some 38 % -
“of the total costs of all the projects which it assisted in 1979. The amount
of f1nanc1ng which it provided for projects that were cofinanced slightly exceeds
.this average and amounted to 39 %. . The NCI prov1ded an additional 14 % : in
other. words, the Community's support represents 53 % of the total cost.  In. the
case of 1nd1v1dual pro;ects, Commun1ty assistance may amount to as much as some
70 %

This additional stimulus was particularly marked in the case of investment
projects in Ireland and, in sectoral terms, in the case of loans granted in the
energy sector. Thus, the MNCI increased the flow of Community capital to countries,,
regions and sectors whose gfowth~and develepment represent priorifyvCommunity‘

objectives.

éeographical breakdown

. A total of 26 % 'of NCI financing went to six projects in Ireland, a large

share in view of the size of the country. In the United kingdom, a similar

. volume of financing was provided tmrough two Loans, one of‘whichb(for the hydro=
- electric power station at Dinorwic) alone accounted for 20 % of all NCI loans so
far granted. The remainder of the financing went to the Loans allocated to i
- projects in Italy, which account for 47 % of the total! Since Italy and Ireland
~have been designated as less présperous member sountriesieffectivety and fully .
part1c1pat1ng in the- Europedﬂ ‘Monetary System, all but two of the Loans granted
to. these countrwes carry a 3 % 1nterest subsidy financed out of the General
Bucdiget of the Commun1ty. These subs1d1es have turned out to have such a stimu=~
“lating effect, notably in Iretand that the programme of work and the conclus1on

of the contrac;s have been speeded up.

nma/n.oa 5



Sectoral breakdown

Assistance in the energy sector has been particularly conspicuous, «
accounting for 61 % of the total, and has thus been in Lline with the priority
which the Community attaches to the objective of achieving greater self-
sufficiency, security and diversification of energy supplies. Assistance in
financing power stations fired by fuels other than oil, the exploitation of
indigenous primary sources of energy such as peat and geothermal energy, diver=
sification of external supply by both type and origin = all these involve
investment that is essential if the present dependence on imported eneréy of
most of the Community countries is to be overcome. After only a few months; the
New Community Instrument has shown the impetus it can give to investment activity
in a top priority area such as the energy sector. It is to be hoped and indeed

expected that the momentum will continue in the future.

Since priority has so far been given to the infrastructure and energy
sectors, no lLoans have yet gone to industry, although it is included in the

basic Decision.
®

X

The Commission considers that it would be desirable to extend the scheme #
to include industry, so as to facilitate the structural adjustments at present
demanded of industry and in view of the scope for permanent job creation offered ~

by such investment.

Consequences on employment

Assistance in financing infrastructure and energy investment has an effect
on employment that is significant but hard to quantify. The capital goods and
the construction works create jobs over relatively long periods of between five
and eight years. The short=run employment impact of the investment projects which
the NCI and the EIB helped to finance in 1979 may be estimated at some 30,000
jobs during the first two years of the projects, decreasing thereafter.

...,.-.
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~ the 'NCI, a failing which could be serious ‘in the financing of industrial sector .

Administering the NIC

Experience so far has also revealed some: lack of'flexibility in administering:

operations but is already damaging for a significant number of infrastrutture and

 energy projects. The present practice - followed as a means of avoiding

operationél/deficits or surpluses -~ is to provide finance either in the form of.
"back=to-back" operations for large scale projects or in grouping together

several pro;ects which are too small to be financed individually. In the second
‘case the Loan contracts are concluded before the funds are borrowed, the Loan

contracts fixing, within certa1n l1m1ts, the currenc1es, and basic conditions,
including interest rates. Themarkets are then approached on the bas1s of these
terms. This means that when the contract for the loan to be granted is signed,

the borrower can be g1ven no assurance as to the ‘exact terms of the loans he

“will receive (although he does know the upper l1m1ts), or indeed as to whether

-he will be ‘actually able to obtain the loans.

»

This operational problem has nothing to do with the basic Decision setting

- up the NCI, since the Decision does not rule out the possibility of borrowing
the funds before 1nclus1on of the contracts relating to the loans to be granted.

The departments of the Comm1ss1on and of the Bank are at present examining

5 techn1cal procedures for a solution that would operate more smoothly while

remaining consistent with the bas1c Decision.

. The toans have been granted under the mandate given to the European

_Investment Bank pursuant to Article 5 of the basic Decision. In accordance

with this mandate, the Bank carries out transactions on behalf of, for and

.at -the risk of the'Community, Loan applications are deressed to the Bank

either directly or through the Commission or a Member State. After a Commission -

decision on the eligibility of each projecta the Bank, in accordance with the

procedures laid down in its Statute and its usual criteria, examines these

applications, decides whether and on what terms to grant the loans and administers -

them. Therfinancial,operations are verified both-by the financial control bodies

under the General Budget'and by the auditing bodies of the EIB in their‘own fields. |

The d1v1svon of Lasks hasfstood the test of exper1ence and has not impaired

the Comm1ss1on s capacaty to exercise its responsibilities in the policy guwdanre
of the NCI.

oua,una
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4. The outlook
The NCI was set up to provide additional Community support for efforts
being carried out to combai unemployment.and raise the level of investment. . ¥
The description of its operations given above shows how favourably this
initiative has been receivede. : 3

/Unfortunately, the economic outlook in the short term and in the medium
term suggests that investment, which is an essential driving force in resto- i
ring the health of the economy, must be encouraged. The process of adjusting i'
{
|

to the new energy situation has begun, but needs to be pushed further and

fagters

The Community cannot take upon itself the principal role in the task of

carrying out the necessary investment. That is the responsibility of the private

sector and of the national authorities, though in a number of areas the Commu-
nity can contribuite by acting as a coordinating agent or even by providing

budgetary assistance »

However, the Community can and must mobilise its borrowing capacity to

help in the financing of essential investment. The Community is able to obtaiﬁ

funds on extremely favourable terms and to pass these terms on to the final
"borrower, who thereby usually gainé a considerable net advantage. While certain
organisations within the Community are able to borrow on excellent terms,vinter-v
vention by Community authorities often improves the overall balance of their

financing plans.

Such action by the Community in fact serves two of its current priority

objectives :

- through an appropriate geographical distribution of the funds rased it can
facilitate the convergence of the economic performances of the member states,

and in particular help new members to comply with Community requirements,

Cevafaes
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- through a judicious borrowing policy it can enable the Community to participate
in recycling the oil-exporting countries' surpluses. In this context, the
examination in particular of the possibility of denominating Community loans :
in ECUs,accarding to the propqsals of the monetary committee which were approved ; .

by the Council,; should be pursued.

‘ These considerations demqns@rate the need for the NCI,action to be continued.
It should nevertheless»retéin one of its main characteristics : the concentration
on a relatively limited number of projects having a high economic prioritye. This
is already exemplified by the concentration of NCI action in priorify sectors,
in accordance with the Decisions applying the first aﬁd second tranches. While
it would be desirable for the NCI to have a role in the industrial sector too,
where investment problems.are considerable, this should not entail reducing
its assistance to the sectors initially chosen (energy and‘infrastructure),
notably b& increasing its support for the Community's structural policies.
For this purposg, the tranche mechanism should be strengthened by assigning
a given volume of NCI activity more specifically to clearly dgfined functional

objectives. If the precise field of intervention remains to be determined in

the course of the discussions on each tranche; it would be appropriate also to

lay down in the basic decision the possibility of opening simultaneous and suc-

cessive tranchess

It is necessary, by means of anannual report, to continue to provide the
Parliament and the Council with regular and full information on the activity
and the financial management\of the instrument. Furthermore, the NCI is obviously
one of the borrowing/lending instruments fully covered by the Commission's pro-
posals that such activities should be included in the Budget.

In any case, its activities are subject to the usual financial control
of the budgetary authority and of the Court of Auditors, not to mention the

separate audits carried ou on EIB operationse

’Proposal

In the light of experience and given the outlook regarding the New
Community Instrument, the Commission proposes that the basic Decision of

cosfocs
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16 October 1978 be renewed in accordance with the draft Council Decision .
annexed to this report. As drafted, the Decision would énsure that the
action already initiated is pursued, expanded and given greater operational
flexibility. This is the object of the draft Decision attacheds

It is based on the initial Decision, with the following significant

changes :

(a) there is no longer any overall ceiling on the loans which the Commission

is empowered to raise;

(b) the system of borrowing in tranches is made slightly more flexible so as
to allow eventually simultaneous tranches..
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(sitﬁatio:i at 30.9.80)
i\T - Date ‘ Vlifatur"e‘ | Maturis Noﬁlina.l i e v M.i llions.EgA : i
@ ‘ ty ‘interest | Issue Currency | of which| of which A |  of which
(years) rate% price’ (mio.) | "~ USD iy o BFL
1 1.1 22.10.79  |public issue 15 7 7/8 DM 225 90,4 ‘ 90,4 |
2.1 15.11.79 |public issue 20 11,60 | ussi2s 89,4 89,4 3 i
'3, | 6.2.80 -lprivate issue | 15 8,30 oM 41 16,2 16,2 =5
‘4.1 20.2.80 | privateissue 15-- L1038 |Hiso | 146 ; A 14.4 ¢ i
5. 2‘1;2&80- : 'publ‘ig igsue ‘15> © 11,75  fusga0 - ; 15;4, 15,4 : e
6. | 21.4.80 [public issue | 10 9,45 oM 279 11,- -
7.} 14.5.80° |public issue 15 | 11,00 usg 75 57,6 . 57,6
8. 15.5.80 [oprivate issue | 10 .| 14,00 {uss 8 6,1 S
9.} 3.6.80 |private issue | 15 | 11 7/8  |'HfL 40 14,4 ' R IWE
10. | 22.7.80 |[publioc issue ' | 15 | 11,0 uss 70 48,9 48,9 %
11. | 15.9.80 |[private issue L 40 8,3/8 | OM 22 ' _ 8,7 8,7 |,
12. | 15.9.80 |private issue 1 15 8,3/8 DM 33 13,= o 13- v
13, | 18.9.80 |private issue | 15 | 13,00 | uss'20’ 14,2 14,2 :
ToT AL - - - 399,7 231,6 ' 139,3" 13,8
100 % 57,9 34,3 o 8
ﬁ




NCI - Tranche

TR YE 2
I: Breakdowm of lending contracts sigmed

(situation at 30.9.80)

Bkl oF | Ok af P signed f;:e_ Brea):dmt bir ;ountry Contribution to costnin %
j ] nite ) CI +
Project contract ﬁ:ﬁ?gz national |million|rest| Italy | .o ook Ireland| NCI EIB s
TUA currency | EUA sub-
; sidy
1, Aqueduct, Pertusillo III 17.9.79 266 Lit 45 000 39,6 | x 39,6 15 42 57
(cassA) [ :
2, Lothian Water 17.9.79 16 "'ln. 18,3 1. 25,9 25,9 22 44 66
3. Dublin Vater ‘ 17.9.79 99 |BIr 16,5] 24,7 26,7 25 45 70
4o Irish Telephones 17.9.79 67 EIr 12,- 17,9 X 17,9 27 41 68
5e Irish Roads 17.9.29 100 EIr 13,-| 19,4 | x 19,4 19 49 . 68
6, Industrial estate, Syracusq : * :
1v (CAssA) 18.7.80 61 |Lit 15 000l 12,5 | x 12,5 21 29 50
T. SIP, Apulia 19.9.80 175 |Lit.15 00d 12,5 12,5 7 49 56
. Infrastructure | 884 152,5 64,6 | 25,9 62,0
8. Dinorwic hydroelectric ' '
power station (CEGB) 117.9.79 669 e so,-| 79,4 79,6 12 27 39
9. Aghada power station(ESB) | :
’ o 2 B 5 4,7 24,7 25 45 70
20, Alto Gesso hydpeelastric’ |1/ = """ 00 -3z L18, ety 4 .
power station (ENEL) ? : T 4.9 34.9 10 & 51
11, Geoth;rma.l Stk bkab 1o 14.12.79 336 Lit-40 000y 34, X o
{E¥EL — it 12 000 10,5 1 50
12, Peat produs:tion(BO 14.12.79 58 Lit 12 00 10,5 | x 0,5 18 68
NA BONA I- v 5 : ‘55 8 3s
13. Peat briqu§ttes (BORD 28.4.80 71 |BIr 3,7 $:5 1 ’ 27
NA MONA II T = 8,9 2 5 4
14, System for monitoring the @845 .80 e 3 o ol W ’ 2 5 4
production and transmis-  _ Y _ %
- sion of electricity(ENEL) i 149 1 11 46 57
T S s gl el L Lit 20 0000 17,1 | x 7.1
line, Sicily and Calabria 9 47
section (ENT) 18.’7.80 445 Lit 50 000} 41,7 | x 41,7 38
i o B A 19.9.80 | 90 it 20000 16,7 [ x | 16,7 19 50 69
B. Energy 1.946 239,4 120,9 | 79,4 39,1
Totals A + B i 2.830 391,9 185,5 | 105,3 . | 101, 14 39 S
i T LR
Ge
% el S il - - \ § ~




_lestrlbuted and are all too low;

£ 24 v ;. Proposal for a

= o GUUNCIL DECISION

empowering the Commission +o coniract loans for -the purpose

of promoting investment with the Community

\THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Haﬁihg regard to the Treaty estahlishing

~ the Buropean Economic Community, and in
_particular Article 235 thereof,

'Hav1ng regard to the proposal from the

Comm1581on,

Having regard to the Opinion of the Europeah

‘Parliamentl,

‘Having regard to the Opinion of the Economic

irnd Soolal Comm1“ctee2v X : 130

' H}ﬁreas economic act1v1ty9 empioyment and

~investment in the Communlty are unevenly

Whereas,y in order to stimulaie sconomic
activity and support common policies,

‘the financing soheme set up ‘under Council

Decision’ 78/870/BEC with a view to making

an additional contribution to inves tment

promotlon in $he Community should be

 pur§ued and strengthened, alongside existing

Community financial institutions and bodies,

whose scope whould be widened;

Whereas Community action to this end would

have a real spill-over impact and

’financial impact far beyond its appa-
rent size, thus promotlng the\oonvera
gence of member countries’ economlc

trends;

Whereas plentiful flnance can he found ‘f
on the capltal markets which could be
’tapped to finance 1nvestments w1th1n :

the Community; ‘ e .;

Whereas the Community has a credi~ -
worthiness in its own right which‘must
be used to best advantage to reinforce

Buropean support er the said 1nvest~.

- ments and to support policies decided

on at Community levels

- Whereas the Buropean Investment Bank
has stated that it is w1111ng to
contrxhqtn +to the 1mp1ementailon of

~+this scheme,

HAS DECIDED AS FOLLOWS :

“Article 1

The Commission .is heréby-empewered'

\<ﬁ



to contract,; on behalf of the Eurqpean
Bconomic Community, -loans whose proceeds
shall be 'lent to finance investment
projects which contribute to the
greater convergence and integration

of the economic policies of the Member

Statese.

These projects shall be such that they
serve the Community's priority objec~
tives in the energy,; industry and in-
frastructure sectors, taking account
inter alia of the regional impact
of the projects and the need to
" combat unemployment.
This mechanism may be used on its own
or in conjunction with other Community

financing instrumentse.

Article 2

Loans shall be activated in tranches

The Council, acting by qualified majority

on a proposal from the Commission, and af-
ter consulting European Parliament, shall

Llay down the guidelines for the eligi-

bility of projects.

The Commission shall decide whether or not
projects are eligible in accordance with

the guidelines thus laid downe

The Commission shall borrow on the capital
markets within the limits of the

tranches authorized.

(A
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A single bbrrowing may be used to

finence loans for different objectives,

Article 3

Connected borrowing and lending.trans—-" :

actions shall be denominated in the

currencies of the borrowing transactions, =

Lending terms as regards the reimburse-
ment of the principal and the rate and
payment of interest shall be so fixed
ag to cover the costs and expeﬁses
incurred in concluding and performing
both the borrowing and lending side of

the transactionse

Article 4

: y
The terms of loans to be raised shall
be negotiated by the Commission in the
best interests of the Community having
regard to the conditions on capital
markets and in accordance with the re-—
quirements as to duration androther
financial aspects set out in the loans
applications for loans to be granted.
Funds borrowed shall be deposited with -
the Buropean Investment Bank to be in-

vested on a temporary basis if necessary

ooe/oen >
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: Artidle 5 »‘ et ‘ | el Tktiele T
A mandaté shall be given to the Bank 1o ; The financial control and audit‘éf
. grant loans in pursuance of this Decisione = hakhe Commission's accounts shall e
The Bahk'shall cafry out transactions e ocarried.out in aceordance with the
under this mandate on behalf of, for and ‘Financial Regulation @pplicable t0
‘4t fhe risk of the Community. Loan  the General Budget of the BEuropean-
: requesté'shall be forwarded to the Bank .. Communitiese '

either dlreotly or through the Comm1sslon

or a Member State. After a Commission . | IR S
“decision on the eligibility of each pro- R f . s S -

ject pursuant to Article 2 the Bank shall,

 Done at = eessse
in accordance with the procedures laid down
in its Statute and its usual criteria, A
'Aexamlne these requests, decide-whether :
and on what terms to grant the loans, i S ' For the Council

and_adm;n;ster the@. The President

The mandate given to the Bank shall be

‘gmbodled in a oooperatlon agreement

',“wéetween the Commission and the Banke

Article 6

. The Commission shall annually inform the

, Counc11 and Parliament of recelpts and ; ,

. expenses resulting from borrow1ng and - : e , : L
lend1ng transactionsas

In the light of this information, the
Coun011 may carry out an assessment of
the general operation of the mechanlsm

set up by this Decisione
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