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PROJECT FINANCING
BY THE EUROPEAN ECCNOMIC COMMUNITq
]
’ IN DEVELOPING COUNTRIES

The purpose of this note is to set out the main features éf the European
Economic Community's (EEC) financing facilities in the developiﬁg countries,
1nclud1ng the poss1b1l1t1esopenedfor project co~financing with public- and
pr1vate money.

1. Legal and financial framework

The EEC has -besides bilateral financial relations existing betwcen its
nin2 Member States and LDCs (1) = a network of trade and financia. relations

with almost all developing countries in the world, With respect *o financing, .

the EEC has two different means of funding : ‘ g

\ - = The European Investment Bank (EIB), an 1ndependan¥ institution
which raises furids on the market and lend them fcr pro;ect
“financing ;

=~ The European Development Fund {EDF) and the EEC.Budget; both
‘ administered by the EEC Commission, Brussels, (i.e. the EEC's
. executive body) and providing grants and soft loans for project
and non-project assistance (2).

These relations come under three different framework :

i ' ) * 7 > --o/’-o.

(1) See Llist of ELC MemSer States V . -

(2) Net disbursements from the EDF and fror the .ELC budget zmaunied to 1. 7
bn £ in 19¢0. Recent forecasts indicate net disbursercits uorth 2. 69 bn
% in 1981 and approximately 2.88 bn & 5 1952)
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1.1. The ACP-EEC Convention, an 1nternat1onal treaty signed between the

EEC and 61 countr1es in Africa, the Carlbbean and the Pac1f1c (1), khown
as the "Lomé Conventwon", is the most soph1st1catcd framework : it inclu-
des provisions for trade (free access to EEC markets, trade promotion),
finance (4.6 bn 8 for 1975-1980, 7.6 bn & for 1981-1985) (2), industrial
cooperation, common institutions,etc..... Funding includes a wide.range‘of
possibilities, from outright grants to World Bank-type loans, goming

“from the EDF and the EIB (3). This Convention is administered by the EEC
Commission (Brussels). ‘ 0

\

1.2. A set of separate agreements with South-Nediterranéan countries (4),

all set up on the same model, including trade (pfeferential access)%and‘
financial provisions (&90 mio 8 for 1977-1981, due td be renewed). The

.égreements are of an unlimited duration, while the financial protocols

are of a fivg-yéar duration, Funding includes grants and soft loans from

the EEC budget and wOr@d Bank=type Loans from EIB. The EEC Commission adminiﬁ-i

ters these agreements, .

1.3. Relations with other developing countries in Asia and Lafin America

‘are governed bywa variety of trade or trade and economic agreements (e.g. EEC-
ASEAN agreement, EEC-Andean Pact, EEC-Brazil, EEC-India). FUnd1ng of pro;ects ,
from the EEC budget is not included. in the agreements and is provided on a
year—to—year basis. It amounted to 184 mio 8§ in year 1980, prov1ded 'sol. !

in the form of grants, mainly for rural development pro;ects.

1.4. Notwithstanding the above three types of relations, the EEC is alsq -
providing other typeé of finance, mainly in commodity form (food aid).

Profeét funding on a case-by-case basis is also available in certain cases.
‘for coal and iron ore projects related to EEC's supplies. ‘ '

.../l.’.

(1) see list of ACP States in Annex 1

(2) 1975-1980 : Lomé I‘Convention ~ 1981-1985 : Lomé II Convention
(3) See chart of fwnanc1al resources in Annex 2 - o
(4) See stt of -countries in Annex 1.



2. Main features of EEC fimancing
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2.1. Relations under para. 1.1. and 1.2. are contractual in nature. They/
are based on an international treaty 51gned by governements and ratified,
of a five-year duration with ACP States or of an unlimited duration with
South-Mediterranean States.

\

" With respect to financing, this provides the recipient country with the

necessary<predictability5és the agreement speéify the amount of finance,

and reciprocally it provides the EEC (as well as its partners in a cofinan-
cing venture) with the security of a permanent relation whatever, for example,

the political changes that may occur.

Thus, EEC participation in a project constitutes an element of continuity
and stability in the lenders-borrower relation.

commodities and iron ore), a Sysmin facility (a rehabilitation scheme for

2.2. The ACP~EEC Loné Convention (1) provides for multi~purpose financing

€2) : nationally or regionally allocated programmes and projects financed
through grants .or special (soft) loans, an emergency facility (grants),
a Stabex fécititx (stabilization of exports earnings for agricultural

mining operations : soft loans), risk capital (temporary'capitat holdings

or conditional loans), EIB loans (World Bank type) with automatic interest
subsidy except in the oil sector, a specific EIB loan fécility for eneroy

and mining investment, This diversity of means allows the allocstion of ;5& |
best suitable -type of financing to each compartment of a project, including
co-financed projects (see para. 3.3. below). )

2.3. Under the ACP-EEC Convention, part of the soft EDF money (3.4 bn §
out of 7.6 bn) is allocated on country-by-country ba31s and then pre—altocated
sector-wise ("programmed") at the beginning of the five-year period accor=

ding to the requests of each beneficiary country. Most of the remaining

(3.0.bn 8, including EIB loans, EDF risk capital, interest subsidies, funds P
. for regionalAprojects, facility for mining rehabilitation) is aitocated on.

a case-&y-casc basis, according to the merits of each 1ndiv1duaL project.
Funding has to be requested by the interested beneficiary countiy. -

!
|
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(1) This is ‘'valid, to'a more limited extent, for the South—dedw;errnnaan
countries.
(2) See chart in Aanox 2,
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2.4. Every single project is of course going through the project cycle :

identification, appraisal (1), financing egreement, supervision& Throughout

the pro;ect cycLe, the EEC is applying well-tested and long-estgblished
procedures for economic appraisal and fea51bil1ty, bidding, etc... The

EEC has highly specialized staff both at home (EEC Commission in Brussels,
EIB in Luxembourg) and abroad (EEC Commission's permanent offices : see
para. 2.5. below). ALl co=financiers can benefit from these procedures and
expertise, thus improving the qecuritz standard of their investnént. Exten=
sive information is given for projects available for financing through a
bi-monthly "operationnal summary" (2).

2.5. Moreover, the EEC Commission (as administrator of the Lomé Convention
and South-Mediterranean agreements) has a permanent office (called

"delegation") in each of the fund-recipient countries. This office, c0mposed

- of EEC nationals (a Delegate, an economist, several technical officers),
‘has among its duties : Liaison with the national administration, data-
collection, periormance of de;centralized functions of the projebt‘cycle (3,
etc... as well as providing with services 1nstitutions entering_a co-financing :
venture with the EEC, if and when requested. ‘ N "

. .
2.6, A new fcature included in the second Lomé Convention (198111985) is

the possibility of concluding, for any specific, EEC-financed project in
the mining or energy sector; an investment protection aareement between

the ACP State concerned and the EEC. This is indeperident from and additional
to both existing bilateral investment protection agreeménts and export
credits guarantee schemes. ’

Altogether, these features secure a very high standard for the EEC-financed ’
investment. In the case of co~financing, EEC funding is frequently associa~ q
ted with funds coming from EEC Member States, the World Bank Group and Arab
funds and banks, thus having on the project soundness a "multiplier effecﬁﬁ

of great interest for private co~financiers.

A
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X (1) The EEC also finances pre-fea51b1l1ty and fea51bility studies
p (2 Pubtished in “the Courier ACP—EEC” and *Lso included, in the WOrld Bank
monthly operational summary ‘ :

. (3) In particular with rcgarc to . internatioﬁ&“ bidding, technical supvrv1~
i . ‘swon, billing, cﬁc¢... . \ ‘ S
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3. Co-financing

3.1. As it is for the World Bank group, co-financing is now a permanent
feature of EEC project financing in developing countries. During the last
5 years, the EEC has entered 116 co-financing agreements with ppblid or -

private institutions worth 11.2 bn 8, of which EEC fingncial means (1)
accounf for 1.3 bn 8. Also present in these co-financing agreements are ‘
bilateral funds from EEC Member States (1.1 bn 8), the World Bank group
(1.1 bn 8), Arab development banks and funds (1.2 bn 8) (2).

3.2. Roughly half of these co-financed operations are development projects.
The remaining half concerned either industrial infrastructure (dams, power
stations, railways,...) or directly productive industrial developments (3{;

3.3. One of these cases is a relevant example : a cement plant jointly owned
by three African Governements. 30 % of the total projects cost was in the
form of equity capital, shared by the three §overnements and three private-
cement companies (direct investment). Part of the governemenf's shares ugs‘

Y provided by EEC risk capital. 70 % of the total cost represented external

finance : the pLant was financed through export credits and loans from

bilateral or mqltilateral financial institutions, such as the Yorld Bank

and the EIB ; related jnfrastructure (railway, harbour terminal, power,
housing) was financed primarily through soft loans from EDF and from bila=
teral aid programmesL Thus, the co~financing operation included 8 financial
institutions, 3 governements and 3 private companies, using 5 different
typesof financing. . , v

3.4. Under the second Lomé Convention (1981-1985), EEC co-financing is

bound to expand to an even larger degree. Among the reasons for this, are :

a) a greater diversification of financial means than was the case under

Lomé I (1975~1980), b) new provisions included in the Convention, aimed
specifically at fostering co-financing (4), ¢) new provisiqnsvand financial
facilities earmarked for energy and mining projects. In particylar, the latter,
jdea (c. above) will ehhaﬁce the possibilities of co-financing agreements

with private operators, merchant banks, investment companies.

(1) EDF/EEC Budget and/or EIB

£2) Sce detailed statistics in Annex 3

(3) e.q. agro=~industries (sugar mills, processing, ...), tourism, mining
operations (iron ore, tar sands), production of cemen}, aluminium,
plastics, textiles. : :

(4) Articles 54, 58, 76, 9C to 100,,125, 23 of the Convention,



- Annex 1

EEC Member. States (as of January 1st, 1981) (10)

Belgium Ireland
denmark _ Italy
France Luxembourg
Germany Netherlands

Greece United Kingdom

ACP States (61)

.

Africa (43) Bénin Madagascar
- - Botswana Malawi

Burundi - Mali
Cameroun Mauritanie
Cape Verde Mauritius
Centrafrique Niger .
Comores : Nigeria
Congo Rwanda
¢ote d'Ivoire Sao Tome Principe
Djibouti Sénégal
Ethiopia Seychelles
Gabon Sierra Leone
Gambia Somalia
Ghana . Sudan
Guinea-Bissau Swaziland
Guinea Equatorial Tanzania
Guinée ) Tchad
Haute-volta ~ Togo
Kenya - Uganda
Lesotho laire
Liberia lambia

h Zimbabwe

Caribbean (10) Bahamas Jamaica
_ Barbados St Lucia
Dominica .St Vincent
Grenada Suriname
Guyana Trinidad and Tobago
Pacific (7) Fiji Tonga
: Kiribati TJuvalu

Papua New Guinea Vanuatu (x)
Salomon Islands Western Samoa

South Mediterranean States (8)

Algeria : Morocco ~ Israél

Egypt , Syria ' ' .
Jordan ‘ Tunisia ) , -
Lebanon ’ ‘ -

(*) in the process of accession

1
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(%) For 59 ACP States. An amount of 35 million
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; IISK CAPLTALY , eua has been added due to the accession of
o E : T 280 (3) _—— .~ . limbabwe on Nov. 4, 1980. .
-(see notes on next page)
o | INT. 3U33. )
. 1790 (L) .
: ' CIZRGERCY — e -
WVENTION SRANT .
C?DV NTIC | EDF , GRANTS 205 (5 ) .
5227 4542 2928 = , _ e
- 3THeR GRANTf REGIOVAL : o ,
) 255% (5 ' 600 (1) ¢} - ’
. o T .
0
SP. LOANS 52. LOANS a NMATIONAL - .
5974 564 (7) 2462 (12)
i . ‘
TRANSFERS | {STAZEX
Sse - LS55 (D)
: 3P. LOANS sysuIin -
229 © 230 (9) 3
o }
- 0
x
EEC BUDGET GRAINTS - . ) X o
189 -} & o . . i -
origin of- .tyne of ‘ use of resources »
3 resources resozrces . . ’ . T A



EDF : Europeen Development Fund . 7 : ‘EIB : European Investrment Bank
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: (1) 200 Mio Eua

EI8 loans ithout interest subsidies)w h1ch cen be devo;ed to projects in mining and ene*gy, on a case-:, -
case basis, in accordance u*th Article 18 of the Bank's statute. '
EI2 loans (with a 3 % interest rate subsidy except for investment in the oil sector, cf. note 4).
Risk capital, out of E©DF resour es and administrsted by the EIB. Takes the forn of, inter alia,
accuisiticn of terporary minority canital notdings, ccnditional loans or subordinated loans.

Interest subsidies out of EDF resources alLow1ng for a 3 % rebste on the rate of interest of EIB loans .
(cf. note 2)

EDF resources earmarked for emeroency aid.. X

£DF grants available either for re c1onal projects or national projects. ' e

£DF special loans (40 years duration, 10 years grace period, 1 % interest) ava1lable -either for regaonal‘
projects or national pro;ects

EDF resources eadrmarked for Sgabpx coerations : grants in the case of the 35 least developed ACP -
countries, interest-free loans for other ACP countries.

ZDF resources earmarked for Sysmin cperations (System for: rehabilitation of mining investment) :
conditions are 40 'ygars duration, 10 years grace period, 1 %4 interest. '

EEC budhet resources (outside Loré Convention} earﬂarked for administrative costs (i.e. costs Of
Commission delegations in ACP countries).
Resources (grants and special lozns) to te devoted. to. "reg1onal" projects orpPragrammes involving
2 or more ACP countries.

resources (grants ancd special loans) availzble for "national programmes”, i.e. administrated under
an "indicative programme" set up by the EEC and each ALP State at the beginning of the Conventicn's
five year period. : : :

(2) 485 Bio Eua
€3) 280 iic Eua

(4) 170 Mio Eua

~€5) 200 Mio Eua:
(6)2558 fiio Eua
(7) S04 Mio Eua

os os bo

(3) Sso Mio Eua

(X3

' (9) 230 Mio Eua

€10). 180 Hio Eua

(11) 600 Hio EUA

(122462 Hio Eua

ITNVESTIENT IM MINING SECTOR @

- resources under (9) are specifically, devoted to the mining sector .
- resources uncder (1) are specifically devoted to the mining.and energy sectors
- resources under (2), (3), (4), (11) and (12) could be devoted to the mining sector
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