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RENTEGODTGYRELSER

1. INDLEDNING: ANMODNING FRA KOMMISSIONEN TIL RADET

Efter Revisionsrettens seaerberetning nr. 3/99 (EFT C 217 af 29.7.1999) om "Kommissionens
forvaltning og kontrol af rentegodtgarelser” rejste EU's Ministerrad (dok. nr. 6224/1/00 rev.
1) «det generelle spgrgsmal om, hvorvidt det i dag stadig er rimeligt at give
rentegodtgarelser, isaer nar man tager omkostningerne ved effektive kontrolforanstaltninger
og det forhold, at der findes andre finansielle instrumenter, f.eks. lanegarantier, i
betragtning. P& denne baggrund har Radet anmodet Kommissionen om snarest muligt at
foreleegge en fuldsteendig rapport om, hvorvidt det generelt er hensigtsmaessigt at yde
rentegodtgarelser set pa baggrund af omkostningerne og den gkonomiske effektivitet og under
hensyntagen til alle relevante faktorer.

Denne beretning, som er udarbejdet efter mange kontakter med EIB, de nationale
myndigheder og Kommissionens forskellige tjenestegrene, som er ansvarlige for EF-
foranstaltninger, hvortil der anvendes rentesubsidier, bestar af to dele: i) en meddelelse fra
Kommissionen og ii) et arbejdspapir fra Kommissionens tjenestegrene som bilag.

| Kommissionens meddelelse undersgges spgrgsmalet ud fra et helhedssynspunkt, og der
udstikkes generelle retningslinjer for den fremtidige anvendelse af rentegodtggrelser.

Anden del, eller arbejdsdokumentet fra Kommissionens tjenestegrene, er mere empirisk. Her
beskrives de operationelle aspekter ved instrumentets iveerkseettelse og erfaringerne med
rentegodtgarelsesprogrammer inden for EU, ligesom der ggres bestraebelser for at foretage en
evaluering af rentegodtggrelsesprogrammer. Desuden kommer man ind pa spgrgsmalet om,
hvordan man kan vurdere, hvilket finansielt instrument der er bedst egnet i forhold til det mal,
der skal opnas.

2. DEL I: RENTETILSKUD, POSITIVE OG NEGATIVE VIRKNINGER
2.1. Begrundelse for offentlig indgriben

Rentegodtgarelser er frem for alt overfarsel af midler til fysiske eller juridiske personer. Som
enhver overfarsel er de almindeligvis begrundet i offentlighedens interesse, dels som
solidaritet (f.eks. for at stgtte boligpolitikken), dels som et industri- og sektorpolitisk
instrument (f.eks. for at tilskynde til investering i infrastruktur eller i forskning og udvikling,
som eksportstgtte osv.), dels begge dele (f.eks. som stgtte til regionalpolitikken). Det skal
bemaerkes, at hvis modtagerne er virksomheder, hgrer rentetilskuddene ind under definitionen
af statsstgtte, som er underlagt traktatens artikel 87, stk. 1.

Det skal neevnes, at de fordrejninger, som enhver offentlig intervention fremkalder, kan veere
begrundede (positive fordrejninger).

Med forbehold af reglerne om kontrol med statsstgtte kan intervention fra de offentlige
myndigheders side veere begrundet i fglgende tilfeelde:

a) Nar markedet ikke er i stand til at finansiere aktiviteter eller projekter, der ikke er
seerlig rentable, og som de offentlige myndigheder finder ngdvendige for borgernes
velfeerd. Eksempler: Transeuropeeiske net, F&U, landbrug, miljg osv. Dette
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indbefatter ogsa aktioner til fordel for mindre gunstigt stillede regioner og
virksomheder i vanskeligheder.

b) Nar der skal reageres pa pludselige udefrakommende begivenheder; dette geelder
f.eks. interventioner til fordel for lande/regioner, der rammes af naturkatastrofer osv.
eller negative eksterne virkninger.

Selv om disse principper berettiger til interventioner fra de offentlige myndigheders side,
siges der ikke noget om disse interventioners form: Rentesubsidier?, subventioner?,
garantier?, lan?, kapitalandele?, en kombination af disse elementer? Disse instrumenter er jo
forskellige af natur og ved deres virkninger; pa lignende made er de forskellige alt efter de
dermed forbundne omkostninger: budgetmeaessige, forvaltningsmeessige og kontrolmaessige.
Pa grund af disse specifikke traek skal valget af instrument eller interventionsform ske pa
baggrund af de forfulgte malsaetninger og de konkrete omstaendigheder, selv om man ofte
benytter flere instrumenter pa en gang.

SPECIFIKKE TRAK VED INSTRUMENTER TIL INVESTERINGSST@ATTE

* Direkte subventioner: Formal: projekter af generel offentlig interesse

* Rentegodtggarelser: Formal: forbedring af projekternes rentabilitet ved en
reduktion af finansieringsomkostningerne.
Eksempel : infrastruktur.

Formal: kreditadgang for hgjrisikoprojekter.
Eksempel: sma og mellemstore virksomheder under
oprettelse eller udvikling

* Lanegarantier:

Formal: risikodeling og fleksibilitet i forrentningen af

* 1 .
Kapitalandele: egenkapitalen

Formal: forbedrede overskudsperspektiver
Eksempel: handveerk, sma og mellemstore virksomheder,
udviklingsheemmede regioner

* Skattelettelser:

Under alle omsteendigheder er det absolut ngdvendigt, at man ved iveerkseettelsen af disse
interventioner har opfyldt visse betingelser med hensyn til kontrol, gennemsigtighed og
effektivitet i forhold de opstillede mal. Dette indebeerer en reekke forpligtelser for de
offentlige myndigheder, som medfgrer yderligere administrative omkostninger, som der skal
tages hensyn til, nar beslutningen treeffes. Man ma nemlig vide, at opfglgningen af disse
operationer er langvarig, da den varer ved i hele lanets lgbetid.

2.2. Rentegodtggrelser: Positive virkninger

» Den direkte virkning af rentegodtggrelser er en reduktion af
finansieringsomkostningerne; indirekte har de en gavnlig indvirkning pa
kreditefterspargslen, investeringerne og i sidste ende beskeeftigelsen. Pa grund af deres
specifikke karakter er de "ad hoc"-instrumenter for de offentlige myndigheder, hvis
malsaetning er at mindske omkostningerne, ggre finansieringen mere overkommelig og
fglgelig rade bod pa en utilstraekkelig rentabilitet. De har kun indirekte indflydelse pa



projektrisikoen, mens der er mere hensigtsmaessige instrumenter til at tage hgjde for
dette aspekt, f.eks. garantier eller risikokapital.

> Eftersom rentegodtgarelser er forbundet med lan, er fordelen ved dem i forhold til
andre interventionsformer, at der geelder de samme stramme betingelser som i
forbindelse med et banklan. Set ud fra dette synspunkt er risikoen for misbrug eller
uretmaessig anvendelse af offentlige midler mindre end for subventioner eller andre
former for stgtte.

» Rentegodtgarelser virker i ikke ubetydelig grad som en finansiel lgftestang. for
eksempel de 92,3 mio. EUR i subsidier under "SMV-faciliteten” knyttet til naesten 1
mia. EUR investeringskreditter. Fra et budgetmaessigt synspunkt drejer det sig derfor
om et forholdsvis gkonomisk veerktgj, ikke blot fordi en begreenset indsats af midler
ger det muligt at mobilisere betydelige finansieringer, men ogsa fordi
budgetforpligtelsen kan fordeles over en forholdsvis lang periode.

» Et af de karakteristiske treek ved instrumentet er, at subsidiegiveren allerede fra
begyndelsen med sikkerhed ved, hvad interventionen vil koste ham, hvilket ikke er
tilfeeldet for andre instrumenter som garantier eller kapitalandele.

» Selv om rentesubsidier er et mikrogkonomisk-politisk instrument, der er meget
forskelligt fra ~makrogkonomiske-politiske instrumenter som "rentesatsen”
(pengepolitik), falger de altid det samme manster: Et fald i laneomkostningerne har en
gunstig indvirkning pa den gkonomiske aktivitet, i farste raekke pa investeringerne og
dernzest pa beskeeftigelsen.

> Ved hjelp af modellen«Quesk, har vi kunnet vurdere indvirkningen pa
investeringerne og beskeeftigelsen af en generel rentesubsidiepolitik rettet mod alle
virksomheder (vores veerkigj gjorde det ikke muligt for os at foretage dette
gkonometriske skagn udelukkende inden for SMV-sektoren). Resultatet (se bilag V
«Forsgg pa en gkonometrisk simulation») er klart: Rentesubsidier i faste priser pa
0,5% formindsker kapitalomkostningerne med 7% ved periodens udgang og @ger
industriinvesteringerne med 5%.

» Disse skgn er tilstraekkelige "robuste” som argument over for den kritik fra visse
kredse, som bygger pa, at investoren modtager subsidier, men at hans beslutning om at
investere treeffes uafhaengigt af foranstaltningen («turbaneffektens).

> Instrumentet anvendes til forskellige formal: miljgprojekter, infrastrukturprojekter,
projekter pa det socialpolitiske omrade osv. Til denne type aktioner har vi ikke kunnet
foretage kvantitative skan over deres effektivitet; men der kan ikke herske megen tvivl
om, at rentegodtgarelser har en gunstig indvirkning pa disse investeringer: Man
behaver nemlig blot at se pa omfanget af de finansielle byrder i disse projekters
forretningsplaner .

2.3. Rentegodtggrelser: negative virkninger
De ugnskede virkninger af dette instrument er velkendte.

» Som ethvert offentligt instrument kan det ud fra et makrogkonomisk synspunkt fgre til
en ineffektiv allokering af ressourcer i den forstand, at finansiel effektivitet defineres
som en allokering af ressourcerne til investeringer med det hgjest forventede afkast.



Dette kan pa sin side have som konsekvens, at der gennemfgres mindre rentable
projekter eller iveerkseettes initiativer, som markedet ikke ville have finansieret osv.

» Desuden kan man af og til frygte andre mere specifikke konkurrenceforvridninger:
dels pa efterspargselssiden, fordi visse foranstaltninger ikke i tilstraekkelig grad
bringes til de interesserede parters kendskab, eller fordi de stillede betingelser er sa
komplekse, at ordningen ikke er letforstaelig for modtagerne, dels pa udbudssiden,
fordi visse finansielle institutioner forbeholder instrumentet for deres bedste kunder,
eller fordi de offentlige myndigheder overdrager instrumentet til en formidler med
fortrinsstilling og dermed udelukker konkurrenterne.

> Fra et operationelt synspunkt er der ogsa feelder ved dette instrument, som man
genfinder ved andre lignende instrumenter, undertiden i meget mere udstrakt grad:

a) Den fulde overdragelse af rentegodtggrelsen til de endelige modtagere mangler
til tider synlighed og gennemsigtighed, og der ikke altid garanti for, at den
finder sted.

b) Den «offentlige» kontrol med disse subsidier, som er en ufravigelig betingelse
for denne type udgifter, da det drejer sig om offentlige midler, er ikke altid let.
Af og til er det endog vanskeligt at efterprgve, om alle de stillede betingelser
for ydelse af subsidierne er opfyldt. Misbrug kan forekomme.

c) Desuden forgger disse kontrolforanstaltninger og forvaltningen af programmet
administrationsomkostningerne i ikke ubetydeligt omfang. Man skgnner f.eks.,
at efterfglgende dokumentkontrol med hensyn til de finansielle formidleres
korrekte gennemfarelse af operationerne kun kan foretages for 25/30 projekters
vedkommende. For visse programmer har man kunnet skgnne, at de samlede
omkostninger ved forvaltningen har veeret pa omkring 7-8% af bevillingerne til
rentegodtgarelser.

» Der skal mindes om, at rentegodtgarelser er betydeligt mindre tiltreekkende for
aktgrerne efter rentefaldet i Europa. Alligevel udger selv mindre rentesubsidier en
betydelig del af rentebyrden.

» Det skal endelig tilfgjes, at disse positive og negative virkninger af rentesubsidier ikke
udelukkende er knyttet til dette instrument, men ogsa geelder for andre instrumenter.



3. DEL II: INDHOSTEDE ERFARINGER

Instrumentet «rentegodtgarelser» anvendes lgbende i babktef)ational sammenhaer(gf

de multilaterale finansielle institutioner) og Bational sammenhaen@f medlemsstaterne)
samt C)EU-sammenhaendfed henblik pa denne beretning foretages der kun en summarisk
og orienterende analyse af A) og B).

3.1 Aktionerne pa internationalt niveau
Vi begreenser vores undersggelse til to tilfaelde: Verdensbankens og Europaradets initiativer.
3.1.1. Verdensbankens lan med rentegodtgarelser

Starstedelen af Verdensbankens lan til signatarstaterne varetages af IBRD (International Bank
for Reconstruction and Development) pa markedsvilkar, dvs. uden rentegodtgarelse. En
anden type lan fra Verdensbanken er beregnet direkte pa finansiering af projekter via Den
Internationale Finansieringsinstitution (IFC). Denne tilbyder kreditlinjer (uden rentesubsidier)
til lokale finansielle formidlere efter en rangfglge med fem punkter: infrastruktur, SMV,
styrkelse af de finansielle strukturer, informationsteknologi og sociale behov (uddannelse og
sundhed).

Lan med rentesubsidier til de fattigste lande ydes inden for rammerne af IDA-programmet
(Den Internationale Sammenslutning for @konomisk Udvikling), som forvaltes af IBRD.
Finansieringen sikres ved donationer fra de rigeste medlemsstater ifglge et program, der
ajourfares hvert tredje ar. Disse ressourcer samt tilbagebetalinger af tidligere lan ger det
muligt at yde lan til de mest gaeldsatte lande til 0-sats (+0,75% tilleeg) for en periode af 30-40
ar, hvori indgar en afdragsfri periode pa 16.ar

Evaluering

| regnskabsaret 2000 (som afsluttes den 30. juni) har Verdensbanken udlant 15,3 mia. USD,
heraf 10,9 mia. USD kommercielle lan og 4,4, mia. USD lan med rentegodtgarelse (dvs. 29%
af totalen). Det foregaende ar havde Verdensbankens aktiviteter veeret langt mere omfangsrige
(29 mia. USD i alt) pa grund af fglgerne af krisen i Asien. Verdensbankens egen vurdering af
sin udlansaktivitet i de fattigste lande er en funktion af, hvor stram den finansielle forvaltning
er i modtagerlandet. Ifglge Verdensbanken kan hver stgttedollar i de lande, der respekterer de
grundleeggende ligeveegte og frihandel, tredoble sin virkning som fglge af den tillid, som
stgtten kan give de private investorer. Man mener imidlertid, at 1 stgttedollar i gennemsnit
kan medfare en investering pa 1,5 USD. Disse sken geelder for samtlige statteformer under ét
fra denne institution og ikke blot rentesubsidier.

3.1.2. Europaradets erfaringer

Europaradets udlansaktivitet er henlagt til dets socialudviklingsfond, som i henhold til
vedtaegterne intervenerer i to ngjere beskrevne situationer: i) stgtte til vandrende arbejdstagere
(boliger, sanitaert udstyr og uddannelse osv.), i) rehabilitering af katastroferamte omrader.

Ved det farste oliechok i 1975 dbnede Verdensbanken et "tredje vindue", der placerede sig mellem de to
tidligere faciliteter, og som blev finansieret af OECD- og OPEC-landene, sa der kunne ydes lan med
rentegodtgarelse til medlemsstater i vanskeligheder som fglge af de stigende rentesatser. Erfaringerne
varede ikke leenge (1976-1977) som falge af donorernes tilbageholdenhed med at indskyde nye midler.

9



Hvad sidstnaevnte tilfeelde angar har fonden tidligere veeret involveret i initiativer svarende til

Kommissionens i katastroferamte omrader i Graekenland og lItalien. Der er tale om en

intervention af mindre omfang end Verdensbankens, i stgrrelsesordenen 2 mia. om Aaret,
hvilket svarer til 30-40 projekter om aret.

Fondens bevilling af lan pa gunstige betingelser bygger pa en koncentration af initiativerne i
regioner, hvor der er stgrst behov (for tiden landene i Central- og @steuropa (CE-landene)).
Finansieringen sker pa det internationale marked i de valutaer, der p.t. frembyder de mest
gunstige vilkar (triple A), hvilket giver en betydelig renteforskel i forhold til det lokale
marked, hvortil kommer en rentegodtgarelse pa 1,5-3% alt efter omstaendighederne.

Evaluering

Effektiviteten af denne aktion skal bedemmes pa baggrund af det sociale mandat, som
udviklingsfonden har faet. De medlemmer, der har undertegnet charteret, tillaegger
interventionerne stor betydning. De klare og let kontrollerbare malsaetninger sikrer, at disse
lan er politisk synlige og gkonomisk attraktive. Fondens interventioner er et signal, der gar
det muligt at stgtte den politik, der fares i modtagerlandet, hvilket letter tilstramningen af

privat kapital fra udlandet.

3.2. Medlemsstaterne: aktioner med rentegodtgarelser

» Et stort antal medlemsstater anvender rentesubsidier som instrument til forskellige
formal: det drejer sig undertiden om generelle ordninger til stgtte for produktive
investeringer for SMV'er, handveerk osv., undertiden om punktaktioner
(eksportfremme, innovation, statte til unge iveerksaettere osv.) eller aktioner af social
art (boligpolitik).

Disse rentegodtggrelsesordninger medfinansieres undertiden af strukturfondenes (EFRU og
EUGFL) programmer til fremme af den gkonomiske og sociale samhgrighed. De offentlige
myndigheder, som er ansvarlige for at gennemfgre de flerarige udviklingsprogrammer i de
statteberettigede omrader, forvalter selv rentegodtggrelserne og yder statte til de endelige
modtagere, eller de overlader forvaltningen af disse foranstaltninger til finansielle
institutioner pa grundlag af kontrakter.

Bilag Il beskriver ltaliens, Frankrigs, Det Forenede Kongeriges, Spaniens, Tysklands og
Sveriges aktioner (af operationelle grunde har vi mattet begreense antallet af undersggte
tilfeelde). Hvad de andre medlemsstater angar (Finland, Portugal osv.) finder man ogsa der en
ret udbredt anvendelse af rentegodtggrelser.

Til illustration af starrelsesordenen af denne aktivitet i medlemsstaterne kan man naevne nogle
eksempler:

- | Italien 1& antallet af rentegodtgarelser i perioden 1995-1999 pa omkring 0,7
mia. EUR om aret;

- i Tyskland formidlede den seerlige ERP-fond (som centraliserer forvaltningen
af rentegodtgarelser for staten) i 1999 et lanebelgb pa 6 mia. EUR, hvilket har
gjort det muligt at foretage investeringer til 15 mia. EUR i SMV'er;

- i Frankrig anvendes godtgarelsesordningen i gennemsnit pa et samlet
lAnevolumen péa 1,5 mia. EUR om aret og koster staten naesten 250 mio. EUR i
form af godtgarelser;
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- i Spanien naede de rentegodtggrelser, der forvaltes af ICO i forbindelse med
EFRU-programmer for SMV'er i perioden 1994-1999, op pa 194,6 mio. EUR
og knyttede sig til et lanevolumen pa 3,3 mia. EUR, hvilket har fart til
investeringer i stgrrelsesordenen 6,1 mia. EUR,;

- i Det Forenede Kongerige har SBLS (Small Business Loan Scheme), der er
forbeholdt SMV'er, ydet godtggrelser for et lanevolumen pa 70 mio. EUR;

- i Sverige, hvor godtggrelserne i vid udstreekning anvendes inden for
boligpolitikken, naede statens stgtte i form af godtgarelser kun op pa 80 mio.
EUR i 1999, et markant fald som fglge af en reform i 1993 og de faldende
rentesatser.

> De vigtigste konstateringer, der kan foretages pa grundlag af vores undersggelser -
som hovedsagelig vedrgrer virksomhedssektoren - er fglgende:

a) De malseetninger, der forfglges med rentegodtggrelsespolitikken, er generelt
veldefinerede (kgb af udstyr, oprettelse af unge virksomheder osv.). De mindskede
finansieringsomkostninger har lettet de produktive investeringer og falgelig styrket
den produktive kapacitet og konkurrenceevnen, iseer i de regioner, der har faet
stgtten. Effektiviteten af de nationale aktioner og EU-aktionerne, som administreres
af medlemsstaterne, betragtes generelt som tilfredsstillende.

Desuden har medlemsstaterne opstillet administrative og operationelle rammer for at
sikre gennemsigtigheden. Der annonceres for disse foranstaltninger i medierne for at
informere potentielle modtagere. Det skal iseer bemeerkes, at forvaltningsmonopolet
eller fordelingen af rentegodtgarelserne via seerligt udvalgte finansielle formidlere
gradvis erstattes af et stadig mere generelt udbudssystem.

b) Medlemsstaternes politik med hensyn til rentesubsidier varierer, da de prgver at finde
den mest gkonomiske vej til at nd deres politiske mal. Nogle omstrukturerer deres
rentesubsidieprodukter for at tilpasse sig udviklingen inden for virksomhedssektoren
(Frankrig), nogle har pakker med lanevilkar (Sverige), nogle benytter knap nok
rentesubsidier (Det Forenede Kongerige), og nogle fortseetter med at benytte dem til
at forfglge deres politiske mal (Tyskland, Finland, Spanien).

3.3. EU-aktioner med rentegodtgarelser

Bilag | giver en sammenfattende beskrivelse af EU's interventioner eller programmer, hvor
der anvendes rentesubsidier, samt af betydningen af de iveerksatte midler.

Til forskel fra medlemsstaternes aktioner, der medfinansieres af EFRU's og EUGFL's
programmer, iveerkseettes EU's programmer direkte af Kommissionen, som ofte overlader
administrationen til EIB pa basis af en kontrakt.

3.3.1. Forsgg pa en klassificering

Til analyseformalet kan disse interventioner klassificeres i to grupper (se ogsa tabellen i det
falgende):

a) For interventioner, hvis formal er at rade bod pa markedets mangelfuldheder, kan det
konkrete formal vaere:
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i) af makrogkonomisk arsasom «Edinburgh-faciliteten», aktion til fordel for SMV'er
uden undtagelse, hvis mal er at skabe beskaeftigelse;

i) af mesogkonomisk arDels drejer det sig her om aktioner til fordel for eksempelvis
miligomradet (MEDA) eller infrastrukturomradet (transeuropeeiske net), hvis
projekter kombinerer en oplagt offentlig interesse med udsigt til en utilstraekkelig
finansiel rentabilitet. Og dels drejer det sig om interventioner inden for sektorer, der
er under omstilling (EKSF) og tilbagestaende regioner, hvor man finder en blanding
af sociale og udviklingsmaessige malsaetninger;

iii) af mikrogkonomisk artDet drejer sig her om EU-aktioner til fordel for innovative
virksomheder, nyetablerede virksomheder osv., hvor iveerkseetterrisikoen anses for at
veere for hgj for investorerne.

b) interventioner, der skal tage hgjde for eksterne chok, som det kan veere vanskelige at
forudse; i denne gruppe kan man skelne mellem:

i) interventioner, hvor malsaetningen scial eller solidaritetspreegeSom eksempel
kan naevnes operationer til fordel for regioner, der er ramt af naturkatastrofer: Dette
geelder ogsa aktioner til fordel for Madeira, Kalamata, det sydlige Italien, som Radet
giver bemyndigelse til med belgb pa henholdsvis 15,9 mio. EUR, 100 mio. EUR og 1
mia. EUR i form af 1an med tilhgrende rentegodtgerelse pa 3%, som udbetales til
EIB eller direkte til de regionale myndigheder, som det er tilfeeldet med Madeira;

1)) interventioner, der har emakrogkonomisk malsaetning.eks. kan naevnes: den
tidligere «facilitet under det europaeiske moneteere system» til fordel for lande, der
star over for udefrakommende vanskeligheder, som gar det sveert at forblive i
EMS'en. Dette kan f.eks. skyldes en kraftig olieprisstigning eller valutaspekulationer.
Denne aktionsform er kun bragt i anvendelse en gang (Italien og Irland i feellesskab),
og derefter blev faciliteten afskaffet.

Alt i alt er det ikke ubetydelige budgetmidler, der er stillet til radighed af EU i forbindelse
med dette instrument: naesten 3 mia. EUR. Tages der hensyn til, at subventionssatsen ligger
pa omkring 3%, giver dette tal en ide om starrelsen af de lan, der ligger bag disse subsidier
(lzftestangseffekten). Bilag | giver tallene for disse subsidier for hvert enkelt instrument. Der
skal i denne sammenfattende beskrivelse mindes om, at stgrstedelen af disse subsidier er
overfart til og administreret af EIB, som ogsa har stillet de hertil svarende lan til radighed.
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Rentegodtggrelser i forbindelse med EU-programmer

Godtggarelsernes De hertil
stgrrelse i EUR | svarende lans
Programmer Malsaetninger (periode) starrelse i
mio. EUR;
(samme
periode)

Markedets mangelfuldheder:

EKSF-omstilling (art. 56) Beskeeftigelse og laneadgart0 (1967-97) 6 655
for SMV'er

Transeuropeaeiske net (TEN) Transportinfrastruktur 171 (1995-99) i.0.

Edinburgh-faciliteten (SMV) Beskeeftigelse og laneadgar®g,3 (1994-96) 1 000
for SMV'er

Udviklingssamarbejde (AVS). Infrastruktur og laneadgangt96 (1986-99) 2 066
for SMV'er

@konomisk udvikling (MEDA og| Miljg (MEDA) og transport-| 190 (1995-1999)- 700

Slovenien) infrastruktur (Slovenien)

Phare-programmet (CEL) Laneadgang og privatisering i.o. i.0.

p.m. konomisk og social Laneadgang for SMV'er 3

samhgrighed (EFRU, EUGFL3)(

Disse aktioner, som medfinansieres af strukturfondene, er medtaget i denngdiabeiémoire (p.m,)

fordi de i realiteten iveerkseettes af medlemsstaterne.

For perioden 1994-99 blev der programlagt omkring 6 820 mio. EUR som medfinansiering i form af
subventioner, lan og rentegodtgarelgReort on Thematic Evaluation of Structural Fund Impacts on
SMEs -GD Regionalpolitik - 1999, s. 32). De definitive data vil fgrst foreligge efter programmernes
gennemfgrelse.
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Eksterne chok:
Naturkatastrofer (Italien, Genopbygning Madeira: 4,2 Madeira: 15,85
Graekenland, Kalamata, Madeira)
Greekenland: 27 Graekenland: 180
Italien: 211 Italien: 1 000.
(1982-92)
Det Europeeiske Moneteere System  Infrastruktur 1 000 (1979-83) 5000
Fred og forsoning i Irland Laneadgang for SMV'er og) 34,7 (1995 —97) 240
infrastruktur
Mindskelse af forskellene (EQS) Laneadgang for SMV'er agl34,2 (1994-99) 1500
infrastruktur
Genopbygning pa Balkan (FYROM Genoprettelse af den 39 (1998-2000) FYROM: 150
og Bosnien) produktive kapacitet og Bosnien: 100
transportinfrastruktur

3.3.2. EU-programmerne

Opgaven med at foretage en evaluering af dette instruments effektivitet i de forskellige
programmer, der er naevnt tidligere (beskrevet i bilag 1), er ikke let; belgbenes ringe stgrrelse,
vanskeligheden ved at beregne administrations- og kontroludgifterne pa trovaerdig made, det
forhold, at der undertiden mangler kvantificerbare malszetninger, de afledte virkninger af
interventionerne osv. gar ethvert kvantitativt skan af effektiviteten alt for usikkert.

Generelt gar analysekriterierne i farste del det imidlertid muligt at fastsla, at rentesubsidier er
et velegnet interventionsinstrument, eftersom:

- aktionen hovedsagelig sigter mod at rade bod pa en utilstraekkelig rentabilitet i
projektet og ikke at mindske risikoen

- aktionens malsaetning er klart defineret, hvilket mindsker de negative virkning, der er
beskrevet ovf., og effektiviteten gges

- der er mulighed og rimelig sikkerhed for efterfalgende kontrol og evaluering af
programmerne, ligesom gennemsigtigheden er sikret (overfarelse af det fulde belgb
af rentegodtgarelserne til de endelige modtagere).

Med samme argumentation kan man konstatere fglgende:

a) Hvad angar EU-interventionerne i gruppe 3.3.1 (solidaritetsaktioner) forekommer
rentegodtggrelserne pa sin plads, dels fordi disse aktioner pa den ene side er meget malrettede
og tager sigte pa investeringer - isaer i infrastruktur - med lav rentabilitet, dels fordi de
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negative virkninger (diskriminering, konkurrenceforvridning osv.) er ubetydéligenogle
tilfeelde bestar kontrolproblemet fortsat pa grund af det stigende antal intervenerende organer
og det hgje antal modtagere.

Samme argumentation kan ggres geeldende, nar det drejer sig om lan pa fordelagtige vilkar til
offentlige og private ivaerkseettere i AVS-landene, iseer nar det drejer sig om at finansiere
konkrete projekter. De fordelagtige vilkar kan ofte i dette tilfaelde tage form af dels en adskilt
bevilling til finansiering af specifik faglig bistand til den pageeldende investering, dels et
nedslag i satsen, hvilket skal bidrage til at lette afdragsbyrden. De fordelagtige vilkar, der
indremmes, er saledes ikke blot et spgrgsmal om en automatisk nedsaettelse af satsen og
bidrager til at realisere udviklingsmalsaetningerne.

b) Rentesubsidier til transportinfrastruktur (bortset fra telekommunikation og visse

energisektorer) og miljgprojekter er saerlig velegnede, iseer til projekter, hvor EU's interesse
ligger i forlaengelse af den nationale interesse (missing links). Faktisk drejer det sig pa den
ene side om konkrete projekter med utilstraekkelig rentabilitet, men af stor offentlig nytte, og

pa den anden side er kontrollen med offentlige midler forholdsvis let. Hertil kommer, at de

negative konkurrenceforvridende virkninger ikke blot er meget begreensede, men ofte er
realiseringen af disse store arbejder en vigtig faktor for at gagre det muligt for de gkonomiske
aktgrer at deltage fuldt ud i det indre marked.

C) Nar det drejer sig om virksomheder, der befinder i konkurrence med hinanden, er
maden at administrere rentegodtgarelserne pa forskellig, alt efter om virksomhederne befinder
sig i regioner, der modtager stgtte fra strukturfondene eller ej. Fgrstnaevnte er behandlet under
punkt 3.2. blandt de godtgarelser, der administreres af medlemsstaterne.

| de andre regioner ma man skelne mellem nyetablerede SMV'er og SMV'er, der har behov
for nye investeringer for at kunne udvide. Hvad angar nyetablerede virksomheder, seerlig
dem, der befinder inden for veekstsektorer, er problemet i mindre grad manglende rentabilitet
og snarere en hgj risiko for konkurs i den nystartede virksomheds farste faser; ofte er deres
laneadgang lukket, uanset hvilken rente de er parate til at Petdlen til gengaeld er
rentabilitetsgraderne for dem, der nar over dette punkt og befinder sig inden for
vaekstsektorer, ofte meget hgje. Under disse omsteendigheder er saledes oplagt, at l[an med
rentegodtggrelse i dette tilfeelde ikke er det bedst egnede instrument, da der, samtidig med at
laneafviklingen er underlagt strenge vilkar, er en stor sandsynlighed for, at disse subsidier er
overfladige. | sadanne tilfeelde findes der andre instrumenter, f.eks. garantier eller
risikokapital, der eventuelt kan vise sig at veere mere velegnede (selv om hvert af disse
instrumenter ogsa har sine egne begraensninger) samt horisontale foranstaltninger som
skattereformer og forenkling af de administrative procedurer.

d) Indremmelse af rentegodtggrelser til SMV'er pa bredt grundlag, f.eks. "Edinburgh-
faciliteten”, rejser nogle spgrgsmal. Ud over at programmets malsaetning (jobskabelse) er naet
med meget begraensede budgetomkostnfngedrarer den fgrste bemaerkning programmets
dimension. Da der er afsat alt for fa lanemidler, nar disse interventioner kun ud til et

Det skal imidlertid bemaerkes, at disse EU-aktioner, som jo har et solidaritetsformal, ikke kun skal
vurderes pa grundlag af en ren gkonomisk beregning.

Nyetablerede SMV'er skal investere kraftigt i produktion, distribution og markedsfaring og har ikke
noget overskud i de fagrste ar. Breakeven-punktet kan ligge fem &r ud i fremtiden eller endnu laengere
ude. Bankerne gar kun modbvilligt med til at forleenge finansieringen under sddanne omstaendigheder.
Det gennemsnitlige tilskud til hver ny arbejdsplads & pa kun 1716 EUR og var bestemt prisen veerd.
Kommissionens beretning KOM(2000) 376.
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begreenset antal virksomheder, og det efterstraebte makrogkonomiske mal (nedbringelse af
arbejdslgsheden) ligger uden for instrumentets reekkevidde. Der er derfor en vis manglende
overensstemmelse mellem malsaetning og instrument.

Da de finansielle kanaler, gennem hvilke den offentlige statte passerer, ngdvendigvis er meget
lange, er der fra et operationelt synspunkt ikke sikret fuldsteendig gennemsigtighed, men dette
treek geelder ogsa for andre programmer.

4. KONKLUSIONER OG ANBEFALINGER

» Rentegodtgarelser er et instrument, som i vid udstraekning anvendes i EU-programmer
med forskellige malsaetninger:

— Politiske: naturkatastrofer i EU-landene som udtryk for solidaritet;
rentegodtgarelser i COE-landene (forberedelse til udvidelsen; Balkan-landene
(stabilitet i omradet) eller AVS-landene (EU's tilstedeveerelse)

— @konomiske strukturproblemer, regionale forskelle; mangelfuldheder pa
markedet, stgtte til SMV'er, iveerkseettelse af infrastrukturprojekter,
konjunkturudlignende instrumenter: arbejdslgshed osv.

» Hovedkonklusionen i denne rapport er, at man ikke med bestemthed kan fastsla, om
«rentegodtgarelser» er et effektivt instrument eller ej; dette afhaenger bade af arten af
de malseetninger, der sgges naet ved aktionen, og den made, hvorpa subsidierne
administreres eller anvende®g tillige af muligheden for at udgve en stram kontrol
og endelig af de kanaler, igennem hvilke godtggrelserne fordeles samt kvaliteten af de
finansielle formidlere.

Den analyse, der er foretaget i beretningen, har ikke desto mindre gjort det muligt at
pavise en reekke grundleeggende tendenser hvad angar instrumentets positive eller
negative sider. Med alle de forbehold, der knytter sig til en forenkling, kan disse
positive eller negative sider kort resumeres som fglger:

Positive sider:

Lave budgetomkostninder

Loftestangseffekt (multiplikator)

Additionalitet

Bygger pa et generelt og almindeligt kendt grundlag (banklan)

Symbol pa solidariteten i EU

! Rentegodtggarelsesordningerne er meget forskellige, f.eks. ndr man sammenligner de transeuropaeiske
net og MEDA eller andre RELEX-programmer; i farstnaevnte tilfeelde betales og administreres de af
Kommissionen i overensstemmelse med dens egne kontrolkriterier, og i sidstnaevnte tilfeelde af EIB i
overensstemmelse med et andet arrangement.

8 Nar valget af instrument ligger hos medlemsstaterne med henblik pa gennemfgrelse af visse EU-
programmer (f.eks. EUGFL), har erfaringerne vist, at valget ikke var neutralt ud fra et finansielt
synspunkt, og iseer at dette valg ikke kunne fare til en minimering af budgetomkostningerne for EU.
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>

Negative sider:

— Risiko for ineffektiv fordeling af midlerne

Bureaukrati

Ikke ubetydelige administrationsomkostninger

Der er ikke altid sikkerhed for kontrol og gennemsigtighed

Risiko for diskriminering
— Svag synlighed

Administrations- og kontrolspgrgsmalet er af stor betydning. Eftersom

rentesubsidierne er knyttet til 1an i de fleste tilfeelde, varetages den overordnede
kontrol af EIB inden for rammerne af en konvention, der er undertegnet med

Kommissionen. | betragtning af antallet og arten af modtagere (SMV'er) er der ogsa
andre finansielle institutioner, der indgar i den kaede, der fordeler godtggrelserne,
hvilket ger opfglgningen og kontrollen med programmer til en yderst vanskelig

affeere. Det forekommer vanskeligt at komme uden om dette problem.

Der knytter sig ogsa nogle bemezerkninger til administrationsomkostningerne. Disse
omkostninger er ikke ubetydelige, nar det drejer sig om rentegodtgarelsesprogrammer eller
for den sags skyld andre programmer, som er mgntet pa tusindvis, ja titusindvis af sma
modtagere. Da det imidlertid drejer sig om kommercielle formidlere, og da der er konkurrence
mellem pengeinstitutterne, treekker dette i retning af en reduktion af disse omkostninger.
Desuden skal det belgb, som formidlerne modtager, i nogle tilfeelde betragtes som
utilstraekkelig i forhold til de palgbne omkostninger, isaer nar det drejer sig om formidlere,
som indretter sig p& at handtere sma subsidiefelgb

Endelig skal problematikken omkring administrationsomkostningerne ses i sammenhaeng med
den fordel, der er forbundet med anvendelsen af et omfattende net af banker, som ger det
muligt at iveerksaette EU-initiativer inden for rimelige tidsfrister.

>

Hvordan man kan vurdere, hvilket instrument der er mest velegnet i forhold til
mélsaetningen, behandles mere indg&ende i beretrithgeresumé af denne analyse
viser, at rentegodtgarelser er et egnet instrument til at rade bod pa mangelfuldhederne
i den finansielle sektor og til at stgtte projekter med lav rentabilitet i sserligt beskyttede
omrader (udviklingslande, statteomrader osv.). Rentegodtgarelser er ogsa et velegnet
instrument, nar projektet har indirekte positive virkninger (eksternaliteter), som det
ikke er muligt at afspejle i brugerprisen for den pageeldende ydelse (miljg,
transportforbindelser) og til at imgdegad eksterne chokvirkninger (naturkatastrofer
0SV.).

10

For eksempel padrog EIB, de nationale agenter og de finansielle formidlere sig en ikke ubetydelig
administrativ byrde i forbindelse med gennemfarelsen af SMV-faciliteten. | mange tilfeelde skabte

formidlerne nye interne procedurer for at kunne handtere ordningen og fremstillede reklamemateriale
for egen regning. Formidlerne fik gebyrer pa 1% af de udbetalte subsidier (SMV-faciliteten, femte

beretning).

Se arbejdsdokumentet fra Kommissionens tjenestegrene, bilag IV: "Teoretiske overvejelser".
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» Sammenligningen mellem instrumenter gar det heller ikke muligt at foretage nogen
generelle og entydige konklusioner.

Rentegodtggrelser og gavebistand, der udbetales direkte som et engangsbelgb, er naesten
identiské’. Gavebistand (aktualiseret godtggrelse, som udbetales som et diskonteret
engangsbelgb ved langivningen), tager ogsa sigte pa at mindske omkostningerne ved den
lante kapital. Men til forskel fra gavebistand er modtageren af en rentegodtggarelse underkastet
de overvagningsbetingelser, banken stiller i hele tilbagebetalingstiden. Denne overvagning
supplerer den overvagning, som det offentlige organ, der yder subventionen, udgver. Til
gengaeld er gavebistand enklere at administrere og mere genneMsigég indvirkningen

pa EU-budgettet er mere negativ (er koncentreret om det fagrste ar).

De mere garantipreegede instrumenter forekommer mere relevante end godtggrelserne, nar det
finansielle system er tilbageholdende som falge af den hgje projektrisiko, fordi der foreligger
asymmetriske oplysninger, eller nar projektets begreensede omfang ikke retfeerdigger
omkostninger ved evalueringen af projektrisikoen. | disse tilfeelde gor garantien det muligt for
SMV'erne at fa lettere lAneadgang, idet der sker en spredning af risikoen mellem et stort antal
debitorer. | visse tilfeelde kan garantierne imidlertid komme i konflikt med principperne om
korrekt forvaltning (selv om denne mulighed kan minimeres ved en grundig opfalgning og
kontrol af projektet).

Risikokapital er et mere fleksibelt instrument end banklan (da der ikke er krav om faste
rentebetalinger) og meget velegnet, da der sker en fordeling af risikoen i de veekstegnede
virksomheders opstartfase og i de tidlige driftsfaser. De oplagte fordele ved instrumentet
modvirkes af, at antallet af potentielle brugere (virksomheder) er meget begraenset, og af det
forhold, at den institutionelle investor (venturekapitaludbyder) ikke kan veere sikker pa at
kunne udtreede af projektet (lille og fragmenteret fondsmarked og regulatoriske
forhindringer).

Det siger sig selv, at visse fordele og ulemper ved rentegodtggrelser ogsa gar sig geeldende for
andre finansielle instrumenter.

» Der er visse betingelser, der skal veere opfyldt, for at rentegodtgarelsesinstrumentet
bevarer sin effektivitet.

— Statsstgttelovgivningen skal veere opfyldt, for at man kan undgd eventuelle
bivirkninger.

— Hvis der kan_skabes segte konkurrence mellem de finansielle formidlere, kan
administrationsomkostningerne nedbringes. Hvis der ikke er reel konkurrence
mellem formidlerne, kan det fgre til fordrejninger pa de finansielle markeder og
skabe risiko for, at den endelige modtager ikke far rentegodtggrelsen. Hvis dette
er en realistisk mulighed, bgr man undga at anvende instrumentet.

— Med hensyn til malsaetninger/modtagere ma man fgrst og fremmest sgrge for ga
mere malrettet til veerks (fordeling af rentegodtgarelser til virksomheder i
almindelighed giver anledning til kritik, undtagen nar det drejer sig om regioner,

11
12

Der er imidlertid forskellige virkninger pad modtagernes "cash flow".
Finansieringen af de transeuropaeiske net er et eksempel, idet der inden for denne kategori af projekter
ogsa er undtagelser til fordel for rentesubsidier (se pkt. 5.3 i bilag I).

13 Se handlingsplan for kapitalinvesteringer KOM (2000) 658 endelig.
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sektorer eller mere specifikke projekter). | gvrigt bar aktionen veere af begreenset
varighed.

— Programmerne bgr tildeles et budget, som gar det muligt at skabe en synlig effekt
og fa inddaekning for omkostningerne til iveerksaettelsen.

— Det bgr udtrykkeligt gares klart i kontrakter, at der vil blive foretaget offentlig
kontrol, men man bgar undga dobbeltkontrol. Omkostningerne ved kontrol bar ikke
std i misforhold til fordelene. Hvad de finansielle formidlere angar er der ingen
praktisk mulig made, hvorpd man kan sikre sig, i hvilkket omfang rentegodt-
garelsen i realiteten kommer den tilsigtede endelige modtager til gode, og i
hvilket omfang det er formidleren, der nyder fordelen. Dette er ikke et
misbrugsspgrgsmal, som kan lgses ved at indfare @get kontrol; det ligger i
rentegodtgerelsernes natur og skyldes den omstaendighed, at vilkarene for
individuelle lan ikke kan reguleres af Kommissionen.

— Rentegodtggrelserne skal ledsages_af enkle og klare bestemmelser. Man bar
undga komplicerede betingelser for gennemfarelse og kvantificering.

— Gennemfgrelsen af programmerne skal kunne gge veerdien af de nationale
aktioner (subsidiaritet).

— Opfelgning og evaluering bgr styrkes. Alle programmer bgr underkastes en
forudgaende evaluering, en midtvejsevaluering og en efterfglgende evaluering.

> Rentefaldéf og det forhold, at der er kommet andre finansieringstekniske

instrumenter til, betyder at rentegodtggrelsernes relative betydning i dag er blevet
mindre”. Man ber derfor fremme anvendelsen af supplerende eller alternative
instrumenter. Desuden kan en kombination af flere instrumenter vise sig at veere mere
fordelagtig end et enkelt eksklusivt finansielt instrument. Partnerskabet
(samfinansieringer osv.) mellem det offentlige og den private sektor bar ogsa styrkes.
Imidlertid skal det understreges, at rentegodtggrelsesinstrumentet benyttes i
forbindelse med banklan, som har veeret og fortsat er den vigtigste finansieringskilde
for produktive investeringer (det er en kendt sag, at de fleste SMV'er er
underkapitaliserede og i vid udstraekning er afhaengige af banklan).

For at kunne foretage en komplet vurdering af instrumentet er det ogsa ngdvendigt at
tage hensyn til alle de involveredes synspunkter, iseer de nationale formidlere og de
endelige modtagere.

Blandt de finansielle formidlere, som er de vigtigste aktgrer i fordelingskaeden, er
vurderingen af rentegodtgarelser i langt overvejende grad positiv af fglgende grunde:

14

15

Et fald i den nominelle rentesats betyder ikke ngdvendigvis et fald i samme starrelsesorden i
realrentesatsen.

Det er vigtigt at erkende, at rentesubsidier er ved at miste betydning som del af de samlede
lAnebetingelser. For iveerkseettere og nystartede virksomheder er det meget mere relevant at opna
langfristet finansiering (op til 20 &r) og en afdragsfri periode, som beskaerer kapitalomkostningerne i
den tidlige fase (op til 3 &r). For kommercielle banker, som kanaliserer seerlige lanetilbud og
kvasikapital til ivaerkseettere, er de indbyggede elementer af risikofordeling i sddanne laneordninger en
relevant faktor i begraensningen af den risiko, bankerne lgber. Adgangen til langfristet finansiering til en
rimelig pris, og ikke blot rentegodtggrelser, gor i dag ordningerne attraktive for iveerksaettere og
nystartede virksomheder i alle gkonomiens sektorer.
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* Instrumentets direkte virkning og enkelhed. Bankerne indrgmmer rentegodt-
gerelser til vikksomheder, som de har ydet Ian til. Dette er mere effektivt og mere
direkte end garantitiisagn, som kraever en mere kompliceret og risikabel
procedure.

» Den midlertidige og genkaldelige uddelegering med efterfglgende kontrol, som
ger det muligt for bankerne at patage sig en del af fordelingsomkostningerne
under optimale betingelser. Merveerdien bestar i en starre omkostningsspredning i
en globalt finansielt og kommercielt forhold.

Hvad den endelige modtager angar er det almindeligt kendt, at et banklan (og saledes
rentegodtgarelsen) foretreekkes frem for eksterne aktionaerers overtagelse af
kapitalandele som fglge af det delvise tab af kontrollen med ledelsen af
virksomheden, som optagelse af risikokapital indebaerer. For en reekke virksomheder,
som i procent udger en meget begraenset del af totalen i EU, er der imidlertid andre
finansieringstekniske instrumenter, der er lige sa tiltraeekkende. Som virksomhederne
finder ud af hen ad vejen, s& kunne SMV'erne helt opgive lanefinansiering til fordel
for mere sofistikerede alternativer.

» Af de neevnte grunde har rentegodtgarelserne tidligere spillet en vigtig rolle. Generelt
0og set i et historisk perspektiv kan man konkludere, at de positive aspekter af
rentegodtgarelserne har kompenseret for de negative sider. Spgrgsmalet om man skal
opgive dette instrument kan derfor ikke besvares med baggrund i de opnaede resultater
(de mal, der er sat, er globalt set ndet), men man ma snarere tages udgangspunkt i, om
der opstar et nyt finansielt milja.

Pa denne baggrund forekommer det hensigtsmaessigt for innovative virksomheder, som er
konfronteret med hgije risici, og som isaer befinder sig i opstartfasen, i hgjere grad at ga efter
finansielle instrumenter, der bygger pa garanti- eller risikokapitalsystemer, sa der i hagjere
grad tages hensyn til markedets mangelfuldheder.

| andre tilfeelde bgr der foretages en ngje afvejelse, fer man beslutter at opgive
rentegodtggrelsesinstrumentet til fordel for andre instrum&nt@ette gaelder i ganske seerlig
grad for programmer, der skal gennemfares i omrader, hvor der endnu ikke findes meget
udviklede finansielle markeder (udviklingslande, C@EL), eller i ugunstigt stillede regioner i
EU, eller til fordel for visse kategorier af projekter (miljg, transeuropaeiske net osv.), som
skaber eksternaliteter.

16 For eksempel nar tilfarsel af risikokapital kun ud til et meget begraenset antal virksomheder. Der blev
finansieret 3000 nyetablerede virksomheder ved hjeelp af risikokapital i EU i 1999, mens der i samme
periode var omkring 1,5 mio. SMV'er, der blev finansieret ved hjzelp af banklan.
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ANNEXES: COMMISSION WORKING PAPER ON INTEREST-RATE SUBSIDIES

5. ANNEX I: INTEREST- RATE SUBSIDIES: COMMUNITY PROGRAMMES
5.1. Summary table of programmes
Programme Objective

Market failures:

ECSC conversion (Art. 56)

Employment and access {
credit for SMEs

Trans-European Networks (TENS)

Transport infrastructure

Edinburgh facility (SMES)

Employment and access t(
credit

Development cooperation (ACP)

Infrastructures and acces
credit for SMEs

Economic development
(MEDA and Slovenia)

Environment and transport
infrastructure

Economic and social cohesion

Access to credit for SMEs

s to

(ERDF, EAGGF)
Phare programme (CEECS)

Access to credit and
privatisation

External shocks:

Natural disasters
(Italy, Greece, Kalamata, Madeira)

Reconstruction and
restoration of productive
capacity

Infrastructures

Access to credit for SMEs
and infrastructures

Access to credit for SMES

and infrastructure
Restoration of productive
activity

European Monetary System
Peace and reconciliation in Ireland

Reduction in disparities (EEA)

Reconstruction in the Balkans
(FYROM and Bosnia)

5.2. ECSC subsidised loans (Article 56: industrial conversion)
A. Description

The purpose of subsidised conversion loans (Article 56 of the ECSC Treaty) is to assist in the
economic conversion of regions affected by the decline of the coal and steel industries, by
making a financial contribution to job-creating investment. The first loans were disbursed in
1961.

Amount of subsidies

Initial subsidies granted between 1993 and 1997
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1993 €37 693 920 for 20 911 jobs created
1994 €26 275492 for 13 213 jobs created
1995 €21 614 248 for 11 138 jobs created
1996 €13 732288 for 7 249 jobs created

1997 €22 948 045 for 11 482 jobs created

Total : €122 263 993for 63 993 jobs created

Since the ECSC Treaty will expire in July 2002, the last loan instalments were disbursed in
May 1997, so that they can be repaid in May 2002, before the expiry of the Treaty.
Beneficiary industries/firms

Any firms located in an ECSC area, but particularly SMEs.
All industries are eligible, except those on a negative list, such as:
— the retail trade where the vendor does not process goods;

— hospitals;
— educational establishments;
— the steel industry, etc.

Criteria for granting interest-rate subsidies

— Investment
The amount invested must be at least twice the ECSC loan.
— Jobs

Jobs must be created not later than three years after disbursement of the loan (assessment
date).

They must be maintained for at least the following two years.

B. Operational aspects

Management

The initial amount of the interest-rate subsidy is calculated on the basis of the number of jobs
to be created and the loan amount requested.

The subsidy is paid in three equal instalments, on the following due dates:
1. First instalment: one year after disbursement of the loan.

2. Second instalment: three years and six months after disbursement of the loan, following
verification of the business report demonstrating that the objectives of carrying through the
investment and creating jobs (social clause) have been achieved.

3. Third instalment: five years after disbursement of the loan, following verification of the
business report demonstrating that the jobs created have been maintained.

Control and procedures

Project control is decided on as part of the annual missions schedule laid down by DG
ECFIN's Financial Operations Unit 01 (Budget and Financial Aspects).
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Depending on the case, the unit member is accompanied by members of other units or
institutions, such as:

— the European Court of Auditors;

the European Commission's Financial Control Directorate-General (DG Audit);

DG ECFIN's Evaluation and Internal Audit Unit;

— DG ECFIN's Project Management Unit.

Visits are made in the presence of an agent of the financial intermediary concerned by the
projects to be checked.

Control is carried out on the basis of official documents or declarations, such as:

— monthly returns of social security contributions;

— wages book;
— annual balance sheets confirmed by the auditors' report, etc.

C. Evaluation

A report exists for the period 1981-90, and a new study is planned for the period 1991-2000.
In answer to questions put to it on several occasions by the Court of Auditors and the
European Parliament, the Commission has provided general replies on the effectiveness of the
actions carried out.

The real impact on job creation of interest-rate subsidies paid by the Commission under
Article 56 of the ECSC Treaty can be measured quantitatively as follows:

— the ECSC disbursed 15 000 loans and sub-loans in the period between 1982 and 1997,
most of which were granted to small and medium-sized enterprises;

— these loans helped to create about 285000 new jobs at a budgetary cost of
ECU 490 million.

The ECSC has never claimed that these loans and interest-rate subsidies alone were
responsible for creating these 285 000 new jobs; rather, they formed part of a package of
measures at European, national and local level which stimulated job-creating investments.

According to information received from banks acting as the Commission's financial
intermediaries and from beneficiary enterprises, the loans and interest-rate subsidies received
under Article 56 of the ECSC Treaty for job creation have, in fact, played an important role in
the investment decisions of the enterprises concerned.

5.3. Trans-European Networks (TENS)
A. Description

From 1995-99, legal basis: Council Regulation (EC) No 2236/95 of 18 September 1995
laying down general rules for the granting of Community financial aid in the field of
trans-European networks.
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From 2000, legal basis: European Parliament and Council Regulation (EC) No 1655/1999 of
19 July 1999 amending Regulation (EC) No 2236/95 laying down general rules for the
granting of Community financial aid in the field of trans-European networks.

Amount of interest-rate subsidies committed in the last five budget yéarsapproximate):

1995: 25
1996: 18
1997: 37
1998: 20
1999: 71.

» Objectives

Interest-rate subsidies are intended to assist in the launch of transport infrastructure projects,
mainly by reducing the financial burden on implementing authorities in the pre-operational
phase. They reduce the interest costs, or financing costs in general, of a loan. Some large TEN
projects have been funded primarily by loans from public financing bodies (e.g. EIB, National
Debt Offices, etc.) or from the international banking system.

» Criteria for granting interest-rate subsidies

To ensure agreement on the administrative procedures to be followed in the use of
interest-rate subsidies, criteria were laid down by the Commission departments responsible
for transport, subjected to inter-departmental consultation and agreed by the TEN Financial
Assistance Committee in 1997.

Regulation (EC) No 2236/95 stipulated in Article 4(1)(b) that Community aid for projects
may take the form of subsidies of the interest on loans granted by the European Investment
Bank or other public or private financial bodies. In addition, a declaration attached to the
minutes of the Council meeting at which this Regulation was adopted gave some further
indication of the proposed use of this form of support; the Commission declared that the
amount of interest-rate subsidy from the Community budget allocated to a project in a given
year should always represent a fraction of the volume of interest payments actually borne by
that project during the year in question.

The rules for interest-rate support for TENs proposed by the Commission in 1997 made a
distinction between different types of promoter; in particular, between single-purpose
authorities, on the one hand, and multi-purpose aitiés, on the other.

Single-purpose authorities:

In the case of single-purpose authorities, all expenditure is effectively aimed at meeting the
objectives of the project which the Commission seeks to support. It therefore seemed
unnecessary and unjustifiable to demand that each individual loan taken out by the authority
should be assigned to a physical objective. In such cases, loans are generally raised to meet
overall liquidity needs and not to pay for individual actions at any event. Loans are swapped
in some cases according to the conditions on international currency markets.

In such cases, the following rules apply:

— interest-rate subsidies not to exceed five years, this being the general rule laid down in
Article 4(1)(b) of Regulation (EC) No 2236/95 (although loan repayment itself may need
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to be monitored over a longer period, depending on circumstances), and to be below actual
accumulated interest expenditure in each eligible period;

— interest-rate subsidies only for amounts of over ECU 1 million per year (for
cost-effectiveness reasons);

— support can be granted to either newly negotiated or existing loans;

— interest-rate subsidies would be paid after receipt of invoices showing that interest had
been paid, and progress reports showing the achievement of physical milestones, and
related payments, as set out in the relevant Commission decision and application form;

— interest-rate subsidies will be paid direct to the beneficiary, where possible;

— overall support under the Regulation will be below 10% of the total expenditure on the
project during the entire period of support (i.e. within the spirit of the TENs Financial
Regulation limits on the financing of construction). (This may give the Commission the
flexibility to pay interest-rate subsidies of over 10% of expenditure for specific years, e.g.
during the launch period, when financial costs may be especially high. This form of
“accelerated” payment will in a way mirror the normal advance payment of 40% for direct
grants.)

Multi-purpose authorities:

In the case of multi-purpose authorities, the above individual points still apply but it cannot be
said in these cases that any loan is eligible for interest-rate support. Clearly, the loan or loans
supported by the Commission must be earmarked for the specific projects (i.e. track sections,
equipment installations, etc.) which it wishes to support. In practice, this specific link is more
likely to exist when the loan has been taken out from an institution like the EIB, which itself
demands regular reports on the achievement of physical objectives.

B. Operational aspects
» Control

Essentially, the two key principles of control are the same as those applying for traditional
direct grant projects, i.e. (neasuring physical progressnd (ii) checking the eligibility of
expenditure and verifying the correctness of accaunts

For both types of project authority (see above), the Commission needs to ensure as a
condition of payment that proof of loan agreements and obligations, and the actual repayment
of financial costs, is accompanied by satisfactory physical and expenditure progress on
launching or continuing the project (according to the stage in its evolution). Payment of initial
tranches of interest-rate support and of the final tranche is contingent on progress towards and
achievement of the objectives respectively. Payments to contractors should be verified and
audited.

Lack of physical progress, or failure to launch, will mean that interest-rate subsidy payments
should be_withheld by the Commission, as would be the case with payment tranches in a
direct grant scenario.

Finally, the amount paid should be flexible, although linked to physical progress, and will not
exceed 95% of the amount of the interest-rate subsidy specified in the decision so as to allow

25



for an amount to be held back pending accounting controls and assessment of the achievement
of physical objectives set out in the decision.

» Visibility

The exact nature of this concept is hard to define. TEN projects supported by interest-rate
subsidies are essentially subject to the same general rules regarding physical progress as direct
grant projects and hence to associated requirements (e.g. for publicity to be given through
signboards, etc. showing the role of the European Union). Part of the purpose of control is to
ensure visible progress in this sense.

C. Evaluation

As part of the mid-term evaluation of the TEN-T budget interventions, which the Commission
departments responsible for transport commissioned and which was delivered by outside
experts in 1999, the efficiency of interest-rate subsidies ("interest rebates") as a financial
instrument was discussed. An extract from the evaluator's report follows:

"The instrument of interest rebates is seen as the second best solution and generally of more
value with high and volatile interest rates. Nowadays nominal interest rates are lower and in
some Member States some transport operators (such as railways) can receive high grants from
their governments and interest-free loans making the instrument of interest rebates even less
attractive.

In addition the duration of the interest rate subsidy is not always compatible with the loans
and project duration. The present limit of five years is considered as a serious constraint for
the development of this instrument.

However Member States do not reject the possibility of applying for interest rate rebates in
the future in the light of PPP approaches. Therefore, the Commission should better explain
and spread more information on the reasons and advantages for project promoters to apply for
this instrument. More information on the existing TEN-T projects benefiting from interest
rebates should be provided to other Member States.

Three projects have applied for this instrument to date : the @resund fixed link, the Belgian
HST, and Malpensa Airport. In these three cases, the choice of this form of intervention was
suggested by the Commission and the three projects received loans from the European
Investment Bank.

* Interest rebates function well for the @resund connection but have otherwise not been
applied in Sweden. This type of support has been discussed as a possibility for the third
runway at Arlanda airport. The civil aviation administration did, however, not consider
them as a feasible solution as loans for the runway will have to be raised by the national
civil aviation administration proper, and not by the airport, which organisationally is only a
division within the administration.

* Interest rebates helped to complete the financial plan of the Belgian HST project and
launch the construction phase. As the Belgian Railways had to borrow the funds needed to
build the HST, the financial return of the project was highly influenced by the interest
charges. This instrument appeared to be the most adequate one in this particular case and at
that particular moment in time. It allowed Belgian Railways to be provided with EU aid
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that was not directly linked to the stretches of routes for which the Belgian requests were
originally made.

* The Malpensa 2000 project is an example of a project for which this kind of support can be
well suited. It was the Commission itself who suggested this solution, believing that it was
the most appropriate one for this project.

Some Member States suggested that the interest rate form of aid should be allocated to the
promoter as a lump sum rather than be related to a specific loan. Railway companies do not
always borrow money for a specific project, but loans are arranged to finance their global
investment programmes. If the interest rate subsidy form of aid is granted provided that it is
linked to a specific and well-defined loan scheme, then it can perturb its financial
management or impose increased auditing procedures.”

There are also advantages to interest-rate subsidies for TENs : they are good for private or
semi-private project authorities which have to face high financial costs in the years before

their project starts to yield revenue from tolls, etc. (this was certainly the case for the @resund

fixed-link project).

5.4. Interest-rate subsidies to help certain Member States to participate in the
European Monetary System

A. Description

At the end of December 1978 the Council adopted Regulation (EEC) No 3181/78 relating to

the European Monetary System (EMS). Previously, the Council had recognised the need to
support the less prosperous Member States in their efforts to participate in the EMS. Support
was to take the form of assistance in carrying out infrastructure programmes and projects
financed by the EIB and by the recently established NCI (Decision 78/870/EEC of October

1978).

The Regulation implementing this support was adopted in August 1979 (Regulation (EEC)
No 1736/79); it granted a 3% interest subsidy for loans relating to Commission-approved
programmes of up to one billion units of account a year for a period of five years. It was also
agreed that the discounted value of the subsidies to be entered in the general budget of the
Community should not exceed 200 million units of account a year for a period of five years.
At the same time, the Council designated Ireland and Italy as the Member States which were
eligible for these subsidies. The implicit subsidy for them was: 200 million units of account in
1979, 197 million in 1980, 193 million in 1981, 210 million in 1982 and 200 million in 1983.

In accordance with the above-mentioned Regulations, eligibility depends on the execution of
major infrastructure projects in Italy and Ireland that meet EIB and NCI operational criteria
and are capable of anchoring these countries' economies more firmly in the European
Monetary System. By financing individual projects of undisputed public utility, the aim was
therefore to pursue an overall (macroeconomic) objective in parallel with other instruments
with the same purpose. It will be remembered that at the time the oil crisis had destabilised
the industrialised countries' balances of payments and exchange rates and Community
solidarity had been mobilised on behalf of the weakest countries, i.e. Italy and Ireland, in the
form of Community borrowings (Article 108 of the Treaty). The interest-rate subsidies for
infrastructure projects thus reinforced measures to restore external equilibrium.

B. Operational aspects
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The subsidies were managed by the EIB, which both selected the projects and disbursed the
aid.

In view of the relatively large subsidy amounts decided by the Council, the EIB kept very
large-scale projects separate from those it usually managed so that they could be monitored
more easily. In some cases it selected tranches of programmes which had been started before
or were to be completed after the eligible period (1979-83) because of the scale of the projects
and the economic importance of the tranches in question.

The subsidies were paid to the project promoters only for the five-year period laid down by
the Council. Each half year, the EIB presented the Commission with a refund application
calculated on the basis of the subsidised amounts, updated at the beginning of each half year.
Italy thus received aid totalling ECU 669 million in respect of a loan volume of
ECU 3 336 million; the subsidies for Ireland totalled ECU 331 million in respect of a loan
volume of ECU 1 470 million. Control was exercised by the EIB and the Commission, in
cooperation with the central banks of the two countries concerned.

C. Evaluation

During its investigations, the Court of Auditors noted delays in the execution of the projects
and increases in costs as compared with the original estimates. These overspends were
covered by other sources of finance such as the ERDF and state aid.

These criticisms, relatively minor by comparison with the objectives, did not prevent the
Court from acknowledging that the objectives had been attained. It stated that these projects
had contributed to the development of the water supply and drainage infrastructure in Ireland
in the context of the expansion of industrial, agricultural, tourist and urban activity. The
Court's assessment of the extension of an aqueduct in Italy was more qualified because of the
delays caused by the 1980 earthquake but it did not call into question the key importance of
the work for the economy of the Mezzogiorno.

5.5. Edinburgh facility (SMESs)
Council Decision 94/217/EC of 19 April 1994
A. Description

» Description

The purpose of this programme was to help enterprises, in particular SMEs, to create jobs. It
was decided on in the early 1990s, a period of severe recession, fairly high unemployment and
interest rates, and deep pessimism on the part of various economic actors.

The programme is managed by the EIB on behalf of the Commission. In each Member State
the EIB dealt with a national agent that coordinated the network of financial intermediaries
which selected the individual projects.

The interest subsidy related to interest on a five-year loan financing a job-creating investment
project. The financial intermediaries carried out the financial analysis of the credit provided
by the EIB. The subsidy was based on the number of jobs created.
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The SME facility is a temporary “one shot” facility which, at the request of the Council, had
to be introduced very rapidly. The operational part, which began in 1995, was completed in
1997.

» Amount of subsidies
— Total amount of interest subsidies granted by the Council: ECU 100 million

The subsidy was tied to EIB loans of ECU 1 000 million to SMEs in the Community. On
8 June 1998 the amount distributed in interest subsidies totalled ECU 92 321 473.

At the end of 1997 subsidies paid totalled ECU 92.3 million. This amount corresponds to a
2% per year interest-rate reduction for a maximum of five years, which is equivalent overall
to 10% of the loan amount, or an average of ECU 3 000 per job created.

> Beneficiaries

— SMEs, in particular those with no more than 250 employees and a turnover not exceeding
ECU 20 million or assets not exceeding ECU 10 million;

— virtually all sectors of activity (some countries introduced exceptions);
— all Member States;

— The loans could not be combined with other subsidised loans granted by the EIB under
other agreements or with ECSC-subsidised loans.

» Criteria for granting interest-rate subsidies

In its application for subsidies, the SME had to state the amount of financing required from
the EIB, the capital cost of the investment and the number of jobs it planned to create; only
jobs created after 28 April 1994 were eligible.

In order to qualify for a definite subsidy payment, the beneficiary had to submit a sworn
statement concerning the actual net increase in the number of jobs and declaring that the
additional jobs had been in existence for more than six consecutive months prior to the date of
the declaration. If the number of jobs actually created was smaller, the proposed subsidies
were reduced accordingly.

B. Operational aspects
» Management

The EIB shared out the facility among the national agents and its network of intermediary
banks.

— The interest subsidy is generally paid in a single instalment (lump sum). In Germany it was
used to reduce the last repayment of the borrowing.

— Inits report the Court of Auditors criticised the fact that the rules were less clear in some
countries than in others.

> Control
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The national agents verified each beneficiary's entitlement to its respective subsidy on the
basis of the declarations made by the intermediaries and beneficiaries. As well as the usual
monitoring of its global loans, the EIB also made spot checks on the documentary evidence
presented in support of the requests for subsidy payments. In 1996, 1997 and 1998 the EIB
monitored the procedures applied by agents in eleven countries

In its Report No 6/2000 the Court of Auditors criticised the fact that the Commission did not
monitor this facility in detail, despite the cooperation agreement.

» Community visibility

— The financial intermediaries’ documentation generally referred to Community aid, at least
that of the EIB; this aspect was criticised by the Court of Auditors in its report.

» Accounting

— The accounting and presentation of the accounts were criticised by the Court of Auditors
and the Commission has undertaken to improve them.

C. Evaluation of the action

* Four reports have already been presented to the European Parliament, the last on 2
December 1997 (COM (1997) 645 final).

* The fifth report was being drafted at the same time as this report. It contains statistical tables
and is more complete than the previous ones.

5.6. Subsidised loans in the ACP countries
A. Description

Successive European Development Funds have supported the action of the EIB and of local
banks bygranting general interest-rate subsidiesn order to reduce the very high level of
interest rates and to provide access to credit for small commercial and craft firms in the
countries which are signatories to the Lomé Convention. Since the pressing need for finance
is, however, very extensive, subsidies have also been allocated for infrastructure and sewerage
works.

During the life of the most recent Conventions, the WTO expressed reservations about this
general practice and about the risk of distorting competition in relation to neighbouring
countries not eligible for EDF loans. It has so far been possible to circumvent this obstacle by
granting loans to public enterprises at market rates, with the State receiving the interest-rate
subsidy under a contract signed with the enterprise concerned.

Nevertheless, in the spirit of openness which will guide future international conventions, it
has appeared essential to review the system as a whole in order to boost direct aid while
reducing indirect aid tied to a loan spread over time. The new ACP-EC Partnership
Agreement signed at Cotonou on 23 June 2000, which will replace the Lomé Convention,
contains a new financial mechanism - the Investment Facility (IF) - that will make it possible
to finance essentially private-sector investment. Like the risk capital funds under the old
Convention, this Facility will be managed by the EIB. The main changes introduced by this
Facility as compared with the former risk capital funds can be summarised as follows: unlike
the risk capital funds, the Facility will function as a revolving fund, thus offering ACP
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countries a degree of security as to the finance available for private-sector development in the
short, medium and long term. In addition, the operations financed by the Facility (essentially
in the form of risk capital and loans) will be financed on conditions based on those of the
local financial market. However, the agreement provides that interest-rate subsidies could be
granted for certain specific operations, namely for:

(1) infrastructure projects in the least-advanced countries or in countries in a post-conflict
situation that are essential for private-sector development. In these cases, the interest
rate will be reduced by 3 percentage points, and

(2)  projects involving restructuring operations in connection with privatisation or projects
entailing substantial and clearly demonstrable social or environmental advantages. In
these cases, loans may carry interest-rate subsidies the amount and form of which will
be decided on the basis of the special features of the project and thus on a case-by-case
basis, in line with predefined criteria. For this type of operation, the interest-rate
reduction will not exceed 3 percentage points and will therefore be calculated on a
case-by-case basis in line with the criteria jointly laid down by the EIB, the
Commission and the Member States.

In all cases, the final interest rate on the loan will be no less than 50% of the reference rate, in
order to avoid situations in which the final rate would be close to 0% or even negative.

The specific criteria for granting interest-rate subsidies will form part of the Facility's policy
guidelines to be laid down jointly by the EIB and the Commission and submitted to the
Investment Facility Committee, which will include representatives of the Member States.

The interest-rate subsidy will be financed by the EDF's long-term development resources. The
funds necessary will not exceed 5% of the total amount allocated to finance investment by the
Investment Facility and by the EIB out of its own resources, i.e. s&20@ million.

B. Operational aspects

The EIB is currently managing the equivalent of 20.7% of the budget allocations of the
8th EDF, comprising€l 658 million in own resources (11.34% of the resources of the
Convention) andel 370 million in risk capital and interest-rate subsidies (19.36% of the
Fund). As regards operations, the EIB has so far signed over 660 operations in the ACP
countries, 190 out of its own resources and 470 out of EDF funds.

The activity of the new Investment Facility will be more targeted than in the past as far as
interest-rate subsidies are concerned, but without the automatic aspect which existed in the
past; it will still be possible for concessionary loans to be granted in some cases and on the
basis of predefined criteria (see above).

The financial allocation for the Facility will b€2.2 billion for the First Financial Protocol
(2000-05), which will be used to finance investment. To this will be added a further
€200 million or so to finance interesatesubsidies for projects financed both by the Facility
and by the EIB out of its own resources.

C. Evaluation

It is fairly difficult to make a general evaluation of the impact of subsidies in the context of
operations with 72 different ACP countries. Nevertheless, the purpose of the major changes
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concerning the Investment Facility is to correct the shortcomings of the past and to take into
account the more open direction of international trade (WTO rules).

» The new Facility will have to take care not to generate distortions on local capital markets
or to undermine local financial institutions. Instead, the financial resources provided
should enable these institutions to mobilise other sources of finance.

» The Facility must not disrupt or conflict with national and regional financial and monetary
policies or with policies advocated by international institutions.

* Unlike the public sector in the heavily indebted ACP countries, the private sector does not
seem to consider the subsidy to be a determining factor in investment decisions, unlike
other criteria, viz. provision of medium- and long-term financial resources, rapid
disbursement, loans in local currency, etc.

» Concessionary loans may, however, be beneficial in the cases mentioned above since they
encourage economic development and support investors in situations where the political
and economic risks are particularly high.

5.7. Interest-rate subsidies linked to EIB loans in the Mediterranean
A. Description
> Protocols

From 1978 to 1992 EIB loans formed part of the cycle of five-year financial protocols that
constituted an overall legal framework for financial and technical cooperation between the
European Community and each Mediterranean country and territory; each protocol fixed a
financial allocation indicating the origin of credits and the nature of the finance.

The beneficiary countries were then able to use the budget funds to subsidise all EIB loans by
up to two percentage points, whatever the sector (infrastructure, water, industry, etc. ). The
total amount of budget commitments for these interest-rate subsidiegd:dsnillion

» Environmental protection: from 1992

In 1992, under the Renewed Mediterranean Policy, the EIB was instructed to implement a
specific financing programme for projects to protect the environment; the corresponding
Financial Regulation (outside the protocol) provided for an interest subsidy of three
percentage points on these projects.

Subsequently, the Barcelona Declaration, adopted on 28 November 1995 at the
Euro-Mediterranean Conference of Foreign Ministers, established the Euro-Mediterranean
partnership, a joint initiative of the 15 members of the EU and 12 Mediterranean partners. The
Council Regulation of 23 July 1996 laid down the financial and technical measures (MEDA)
to accompany the reform of economic and social structures of the Mediterranean partners. It
provides for a 3% interest-rate subsidy on EIB loans in the field of the environment.

In accordance with these provisions, interest-rate subsidiedlintgta&€255 million were
granted from 1992 to 1999 to 11 Mediterranean countries and territories and mobilised for
37 different projects. These projects concerned the treatment of waste water in order to reduce
pollution in coastal rivers and in the Mediterranean, the reduction of industrial pollution and
the treatment of solid waste.
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» Financial and technical cooperation with the Palestinian territories

The July 1994 Regulation laying down the provisions for this cooperation was amended in
December 1998, by providing in particular for the possibility of subsidising the loans granted

by the EIB to these territories at the rate of three percentage points. Two subsidies totalling
€8.6 million were decided in 1999. These subsidies are not restricted to the environment but
cover the priority economic and social areas specified in the 1994 Regulation.

B. Operational aspects
» Area of intervention

The areas of intervention, which were extended under the protocol system, were restricted to
the environment from 1992; the environment has therefore become the main eligibility
criterion for the budget grant in the form of interest-rate subsidy, with the exception of the
EIB loans granted to the Palestinian territories.

» Management

The EIB selects and prepares projects, draws up the financing proposal and then seeks both
the opinion of the "Article 14 Committee” (MEDA), consisting of the representatives of the
Member States, and the Commission's opinion. On the basis of this consultation, the EIB asks
the Commission to take a decision to fund the granting of an interest-rate subsidy. Following
an internal consultation process, the Commission submits to the MED Committee a draft
decision authorising or, where appropriate, refusing the funding. The Commission decision is
forwarded to the EIB; if the decision is favourable, the EIB may grant the subsidised loan.

The EIB and the Commission jointly see to the financial management of interest-rate
subsidies on the basis of a management agreement signed between them.

No problem of repayment of EIB loans by the Mediterranean partners has been indicated.

In its Report 1/98 on the management of the protocols, the Court of Auditors referred to
dormant commitments or commitments in excess of the needs of the operations concerned;
the Commission replied that it had introduced a regular information system and that it had
reexamined the dormant commitments as part of a periodic review.

C. Evaluation
» MEDA evaluations carried out in 1998 and 1999

In November 1998 the evaluation by external consultants of certain aspects of EU
development aid for the Mediterranean region showed that coordination between the EIB and
the Commission was working well and was the subject of regular consultations but that it
could be improved by incorporating the EIB activities linked to the granting of budget funds
into the national indicative programmes at an earlier stage.

In February 1999 the evaluation of the MEDA provisions carried out under Article 15(6) of
the MEDA Regulation recommended that the procedure for deciding interest-rate subsidies
should be simplified, alone the lines of the other operations managed by the Commission.

» Proposal for amending the MEDA Regulation
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In its recent proposal to amend the MEDA Regulation (COM (1999) 494 final), the
Commission stressed the need to streamline coordination with the EIB, i.e. in the preparation
of strategies and at the programming stage; as far as interest-rate subsidies specifically are
concerned, the Commission has followed the recommendation made in the evaluation and has
proposed lightening the decision-making procedure by providing that, as interest-rate
subsidies would be covered by approved national financing plans, they would not need to be
submitted separately to the MED Committee; the "Article 14 Committee" approval procedure
would require no modification.

The subsidy rate applied to each payment would be equal to half the interest rate relating to
the payment in question, but in no case higher than the nominal rate of 3%.

The Commission proposal maintains the area in which interest-rate subsidies would apply, i.e.
the environment; given the scarcity of water resources, the growing degradation of natural
resources and the dense urbanisation of the region, the environment will become an even
more important issue for all the countries bordering on the Mediterranean. Interest-rate
subsidies constitute an incentive mechanism which has effectively enabled the Mediterranean
partners to embark on specific environmental action programmes; the exception for the
Palestinian territories is justified by the very special situation there in the context of the peace
process.

» Evaluation of EIB activities in connection with the financing of the Community
budget

An evaluation of the financial assistance to the Mediterranean countries managed by the EIB
on behalf of the EC was launched at the beginning of this year; it covers the interest-rate
subsidy and risk capital mechanisms. It will review the period 1979-99 and contain an
analysis of the performance and impact of interest-rate subsidies and of the mechanisms and
procedures; it will conclude by addressing recommendations to the Commission and the EIB.
The results of this evaluation are expected shortly.

5.8. ERDF Programme
A. Description

Interest-rate subsidies part-financed by the Structural Funds, essentially the European
Regional Development Fund, are managed not by the Commission but by the national and
regional authorities in Member States charged with implementing multiannual regional
development programmes within specific eligible areas.

B. Operational aspects

— SMEs in the less-developed areas of the EU face particular problems in terms of the cost of
credit: although base interest rates charged by financial institutions are uniform and set
nationally, a margin of additional interest is charged by banks to reflect the risks of a
particular lending operation, these being higher for SMEs than for larger enterprises and
often higher still for SMEs located in the less-developed regions.

— Applications for loans are vetted and granted in the normal manner by lending institutions,
which agree the terms of the financing with the SME. The interest-rate subsidy is covered
by a separate agreement and is paid to the SME during the term of the loan by the lending
institution. The total financial cost to the SME is therefore the commercial interest rate
paid to the lending institution, minus the interest-rate subsidy received from the managing
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authority under a regional development programme measure (such as a global grant)
part-financed by the Commission.

C. Evaluation

In regional development terms, the interest cost of the finance required for an investment is
reduced, enabling SMEs to invest and thereby to increase their production capacity and
competitiveness. The subsidy is covered by a separate agreement from the loan agreement,
thus ensuring a swift decision by the lending institution and reducing the administrative
burden on the SME.

Interest-rate subsidies available under the Structural Funds are considered to be on an equal
footing in terms of effectiveness with the several other forms of grant applied by the Funds. A
number of lessons arising out of experience with interest-rate subsidies during the previous
programming period are now being put into practice in the Commission's guidelines for the
period 2000-06, in particular the need for an initial diagnosis of SME requirements, the need
for prior consultation with intermediaries on the design of such schemes so as to avoid an
unnecessary administrative burden on the banks and their information systems, and the fact
that the targeting of interest-rate subsidies on particular SME sectors has generally enhanced
their impact.

Article 29(4)'" of the new Council Regulation laying down general provisions on the
Structural Fund$ explicitly encourages managing authorities to use forms of finance other
than direct assistance, including interest-rate subsidies, by permitting an additional 10% for
the maximum rate of contribution, in accordance with Article 28(3).

5.9. EAGGF Programme
A. Description of the action
— Amount of subsidies (statistics for the last five years):

Since the Agriculture Directorate-General does not grant interest-rate subsidies
directly but only refunds the subsidies granted by the Member States for agricultural
structures (see also the answers to point B below) and since Member States often
combine different forms of investment aid (capital grants, interest-rate subsidies,
guarantees for loans contracted, etc.) for the same aid scheme, the EAGGF Guidance
Section does not possess any analytical statistics relating to the form of aid which it
has helped to finance.

Nevertheless, by way of an example to indicate an order of magnitude, France
declared for 1999 alone an amount@44 million in interest-rate subsidies incurred

in 1998, while each year the EAGGF Guidance Section refunds Member States'
expenditure at variable rates set by the rules (25% to 60%) on the basis of various
parameters such as the type of aid scheme, the status of the beneficiary or its

location.
— Objectives
1 Article 29 (4) (a) and (b) (iii).
18 Council Regulation (EC) No 1260/1999 of 21 June 1999.
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Interest-rate subsidies have so far been granted mainly in connection with the
implementation of Objective 5a of the reform of the Structural Funds, namely the

granting of official aid for investments made in agricultural holdings, and setting-up

aid to young farmers (Articles 7, 10 and 11 of Regulation (EC) No 950/97).

The system of interest-rate subsidies has been extended for the new programming
period 2000-06 (see Article 28(3) of Regulation (EC) No 1260/99 or Article 8(2) of
Regulation (EC) No 1257/99).

— Criteria for granting subsidies

Numerous criteria and restrictive conditions have been laid down by Council
Regulation (EC) No 950/97 in connection, for instance, with the economic conditions
of the agricultural holding, the status of the farmer (practising farming as his main
occupation, occupational skill, etc.) or with the type of production (no aid for surplus
production).

B. Operational aspects
— Management: procedures for payment of subsidies

Within the fields of intervention of the EAGGF Guidance Section, it is up to the
Member States to opt for the financial instrument they deem appropriate
(interest-rate subsidies, grants, etc. or a combination of these instruments) in order to
implement the aid scheme provided for in a multiannual programme of assistance
decided on by the Commission.

Official aid is co-financed by the EAGGF Guidance Section and the Member States.
The Community rules or the programme fix the rate of Community financial
intervention. Payment by the EAGGF Guidance Section is made on the basis of a
system of advances, followed by refund of the annual expenditure which each
Member State declares to the EAGGF and which it has already financed in advance
(system in force until 1999) or in the form of down payments/intermediate
payments/payment of programme balance (system in force from 2000).

When Member States are responsible for choosing the financial instrument for
implementing certain Community programmes, experience has shown that this
choice has not been neutral from a financial point of view and in particular that it has
been unlikely to minimise budget costs for the Community.

If there was genuine competitive bidding between financial bodies, the cost of
managing these aid schemes could be partially reduced, but it should be remembered
that the Commission disagrees with most of the Member States on the question of
applying the public procurement Directives to financial services.

— Control: who is responsible and what are the procedures?

Under Council Regulation (EC) No 1260/99 (for instance, Article 38(1)),
Member States take responsibility in the first instance for the financial control of
programmes. The Commission, as part of its responsibility for the implementation of
the general budget of the European Communities, ensures that Member States have
smoothly functioning management and control systems so that Community funds are
efficiently and correctly used (Article 38(2)).
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The staff of the EAGGF Guidance Section regularly carry out on-the-spot checks,
including sample checks, in the Member States.

— Visibility

C.

As stated above, it is not up to the Commission to opt for any particular financial
instrument to implement its programmes within the spheres of intervention of the
EAGGF Guidance Section since this is a matter for the Member States (subsidiarity
principle). Consequently, the question of desirability of choosing the system of
interest-rate subsidies as such does not arise when it is a matter of implementing
rules laid down by the Council.

Evaluation

— Do evaluation reports exist?

5.10.

Evaluations are obligatory under the rules, but they chiefly cover the operational
content of the programmes. However, there is as yet no properly targeted evaluation
in terms of the type of financial instrument (e.g. the system of interest-rate
subsidies).

Nevertheless, this lack of evaluation does not mean that there is no visibility as
regards the system of interest-rate subsidies in this area. On the contrary, the
on-the-spot checks we have carried out in the Member States have sometimes
prompted hefty criticism of the economy of such a system for the Community
budget, and in particular its cost effectiveness. The risk is that the Member States, in
their subsidy statement, charge part of the cost of administering the scheme to the
EAGGF Guidance Section by taking advantage of the reference rates, which diverge
significantly from market interest rates.

Interest-rate subsidies in the central and eastern European countries - Phare
budget

Description

Historically, Community funds have provided two types of interest-rate subsidies for

the central and eastern European countries: Slovenia benefited from the continuation
of EIB subsidised loans to the former Yugoslavia, and the Phare programme has
provided interest-rate subsidies for loans to SMEs in the applicant countries.

From September 1993 to 1997 Slovenia benefited from a financial protocol with an
EIB allocation of €150 million accompanied by interest-rate subsidies from the
Community budget o€20 million for transport projects in the public interest.

An amount of€47 million was spent on repairing the main rail network in 1993; two
loans totallinge41 million were signed in 1994.

A loan of €32 million was granted in 1995 in support of the existing motorway
project, with a furthe€30 million being released in 1996 for the continuation of the
project.

Subsequently, Slovenia reverted to the ordinary law applicable to the applicant
countries, with pre-accession EIB loans which no longer included interest-rate
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subsidies but some of which enjoyed the Community budget guarantee. To a very
large extent, these loans were made in the telecommunications sector.

Management

Under financing provided by the Phare programme, interest-rate subsidies have been
granted for loans to SMEs. These operations were carried out mainly in the early- or
mid-1990s. Since inflation was high at the time, the beneficiary countries co-financed
these operations (at very low rates) with banks which were to lend at the market rate.
Of the total amount of the loan, the final beneficiary thus received a loan at a very
advantageous rate. Once the operation had been carried out, it repaid both its bank and
the State which had obtained the Phare funds and thus had funds available for
allocation elsewhere.

Micro-loans were also granted at preferential rates to small firms under the Phare
programme. They were often distributed by non-bank institutions.

Evaluation

According to various sources, these operations do not seem to have worked to the
total satisfaction of the various players involved. There were repayment defaults.
This can perhaps be explained in part by the difficulties that persisted while these
operations were being carried out. It was also often difficult to find partners to
disburse the loans. These operations were frequently organised in parallel with grants
of guarantees, e.g. in the Czech Republic and Poland; the least encouraging
experience was in Bulgaria.

The conclusions which can today be drawn from the provision of interest-rate
subsidies for loans to SMEs are the following:

The banking environment, coupled with the level of inflation, the weak involvement
of the beneficiary States and the absence of specific policy objectives, adversely
affected policy implementation, with it being impossible to obtain convincing results
in several countries.

However, relatively satisfactory results were obtained in Hungary because of the
greater maturity of the banking system, the attitude of SMEs, and support of the
Finance Ministry (possibility of co-financing, existence of an agency for SMEs) and

of SME associations (which were members of the agency's board of management).

A satisfactory rate of disbursement through the banking system depends less on the
level of subsidy to the SME and more on other factors. The most important factors
would appear to be the margin that can be earned by the bank compared to alternatives
(e.g. using deposits), whether the risk is shared with or borne entirely by the bank, and
who is responsible for exchange-risk losses.

See point 5.16 above for the FYROM and for Bosnia and Herzegovina.

19

Final synthesis report of the evaluation of Phare-financed programmes in support of SMEs
(February 2000; pp. 46-48)
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5.11. Exceptional aid for the regions of Italy devastated by the earthquake of 1980
A. Description (Council Decision 81/19 of 20 January 1981

The purpose of this action was to finance investments for the reconstruction of the means of
production and the economic and social infrastructure in the areas affected by the earthquake
of November 1980 which hit the Italian regions of Campania and Basilicata.

The Commission was empowered to contract loans in order to provide finance under the New
Community Instrument (NCI). The amount of such loans could not exceed a principal
equivalent to ECU 1 billion, subject to deduction of any operations of the same nature carried
out by the EIB from its own resources.

Amount of the interest-rate subsidies

The budget of ECU 1 billion in loans authorised by the Council was covered up to an amount
of ECU 613 million by NCI loans and up to an amount of ECU 353 million out of EIB own
resources. In both cases, the loans carried an interest-rate subsidy of 3% per annum for a
maximum of twelve years. The total amount in subsidies charged to the Community budget in
respect of the NCI and EIB loans was ECU 240 million.

Objectives

To remedy the damage caused by the earthquake quickly and effectively by financing the
investments required for the reconstruction of the means of production and the economic and
social infrastructure.

Beneficiaries

Contractors of loans granted under the Council Decision on the basis of projects presented by
the Italian authorities.

B. Operational aspects

Management

The Council had decided that the programme would be managed by the EIB on behalf of the
Commission. An agreement was signed between the Italian Treasury, the Commission and the
EIB on the procedures to be followed. Under this agreement, the loans were granted to state
bodies, regional authorities, credit institutions and other bodies designated by the Italian
Treasury.

Control

The agreement between the Treasury Minister, the Commission and the EIB specified that
applications for subsidised loans were to be forwarded by the Italian Treasury with its

favourable opinion; the loans were to be used exclusively to finance investment projects in
accordance with the Council Decision.

The Court of Auditors pointed out that EIB checks were inadequate and that the Commission
carried out no checks at all. In its replies, the Commission stated that the projects were
eligible in accordance with the criteria laid down in the Decision and had been examined
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individually by the Commission in accordance with the procedure under Article 21 of the
Bank's Statute.

C. Evaluation
Usefulness

The Italian authorities reported the estimated cost of the damage to be ECU 13 596 million.
The Community contribution of ECU 1 billion accounted for just over 7% of that amount.

The breakdown of the loans per sector is as follows (in ECU million):

NCI EIB
- Public services (electricity, telecommunications and water) 81,8 168.2
- Roads, railways 136.2] 66.6
- Schools, universities 69.2
- Housing 156.0
- Public buildings and defence 104.3
- Industry 65.7 117.7
Total 613.2 | 352.5

Reconstruction of the damaged infrastructure and means of production was achieved by
projects presented by the Italian authorities and declared eligible by the Commission in
accordance with the Council Decision and the tripartite agreement.

However, in its reports, the Court of Auditors criticised:
— the time taken to complete the work, and
— the lower-than forecast number of jobs created.

Regarding the time taken to complete the work, there were various reasons for the delays:
changes to the original projects, difficulties linked to expropriations, legal and administrative
problems that arose in connection with the implementation of complex projects in difficult
circumstances. Regarding job creation, the Commission indicated in its replies that this
criterion was secondary to the main objective (reconstruction).

Cost-effectiveness analysis

No cost-effectiveness analysis was carried out. The reason for choosing interest-rate subsidies
is the leverage effect: at a modest cost to the budget, they help to generate a high level of
investment.

Did the beneficiaries gain from the financial advantages conferred by the interest-rate
subsidies?

Almost all the projects were public-sector projects (water, railways, roads, public buildings,
etc.). The effect of the subsidies was therefore to reduce the cost to the public authorities'
budget.

Evaluation reports
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The Bank produced progress reports on the work and summary reports by project and by
group or economic sector (see above table). A general evaluation of the NCI was done
internally by the Commission and sent to the Court of Auditors in 1994. Representatives of
the Commission and the Bank were present at several on-site inspections by the Court of
Auditors.

5.12.  Exceptional aid to the regions of Greece devastated by the earthquake of 1981
A. Description (Council Decision 81/1013 of 14 December 1981)

The interest-rate subsidies concerned were intended for the reconstruction of the means of
production and the economic and social infrastructure, including housing, in the affected
regions.

Under the New Community Instrument (NCI), the Commission was empowered to contract
borrowings of ECU 80 million on the capital market for financing loans in the affected
regions. The loans carried an interest-rate subsidy of 3% per annum for a maximum of
twelve years. The same subsidy was granted to recipients of EIB loans made for the same
purposes.

The subsidies were granted in respect of projects in the western parts of Athens and Piraeus,
in the towns of Corinth, Loutrakio, Megara, Thive, Kiato and Preveza and in 140 other
localities.

The projects were presented by the Greek authorities. The EIB participated in the selection
procedure.

B. Operational aspects

Borrowings were contracted by the Commission (NCI) and the EIB. The latter managed the
loans according to the requirements of a cooperation agreement with the Commission and its
usual loan criteria.

C. Evaluation

The subsidies, covering more than a third of the amount of the loans, considerably reduced the
financing costs for the State and/or the local authorities and final beneficiaries at a time when
budgetary circumstances were difficult.

Some ECU 27 million in subsidies helped the Greek authorities to finance the individual
projects concerned.

No cost-effectiveness analysis was carried out. The reason for choosing interest-rate subsidies
is the leverage effect: at a modest cost to the budget, they help to generate a high level of
investment.

The EIB is monitoring implementation of the projects; if there are delays in implementation
and/or technical changes to the projects, the EIB is informed and participates in checks.

5.13.  Exceptional aid for the reconstruction of Kalamata (Greece)

A. Description (Council Decision of 7 November 1988 (OJ of 15 November 1988)
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On a proposal from the Commission based on Article 235 of the Treaty, the Council decided
to grant exceptional aid to the population affected by the earthquake of September 1986 in the
Kalamata region of Greece.

The loans were granted by the EIB out of its own resources within the authorised limit,
equivalent to a capital value of ECU 100 million.

The rate of the subsidy was set at 3% per annum for a maximum of twelve years. The
objective was to finance the reconstruction of infrastructure, buildings and homes damaged by
the earthquake and to help re-create the economic conditions that prevailed in the region, of
which Kalamata is the main town, prior to the earthquake.

B. Operational aspects
The ECU 100 million in EIB loans was divided into two instalments:
— ECU 80 million paid to the Ministry for National Economic Affairs (MEN), and

— ECU 20 million allocated to the Deposits and Loans Fund (DLF) for global loans to be
on-lent to the organisations directly responsible for carrying out the Work.

In the first case, the subsidies were paid direct by the Commission to the EIB, enabling it to
reduce its interest rate. In the second, the Commission paid the subsidy direct to the DLF,
which then passed it on to the final beneficiaries.

The practical arrangements were set out in the EIB-Commission agreement of 30 March 1990
and in the Commission-DLF agreement. A financing contract was also signed between the
EIB and the DLF on 24 October 1989 for an amount of ECU 7 250 000. The Commission
paid to the EIB on each interest payment date the amount in each currency equivalent to the
difference between the interest to be paid in that currency by the borrower and the interest
which should have been paid on that date if the normal interest rate being subsidised had been
increased by 3 percentage points a year.

The EIB monitored project implementation and administered the loans. Monitoring was
undertaken in accordance with its usual procedures.

C. Evaluation
Did the beneficiaries gain from the financial advantages conferred by the subsidies?

This was clearly the case as regards the MEN tranche since the State was the only final
beneficiary of the subsidy. A cost-effectiveness analysis was not carried out. The reason for
choosing an interest subsidy is the leverage effect: at a modest cost to the budget, it helps to
generate a high level of investment.

The EIB is monitoring project implementation. If there are delays in implementation and/or
technical changes to the projects, the EIB is informed and takes part in checks.

20 Part of the ECU 20 million was transferred from the DLF tranche to the MEN tranche because of the

latter's higher absorption rate.
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5.14.  Aid for the reconstruction of Madeira after the cyclone in 1993
A. Description (Council Decision 95/250/EC of 29 June 1995

Subsidies of three percentage points for a maximum period of twelve years were disbursed on
loans granted by the EIB out of its own resources up to a total capital value equivalent to
ECU 15.85 million. They total ECU 4 294 309 over the life of the loans.

Objectives: loans for the reconstruction of areas devastated by the cyclone which hit Madeira
in October 1993, in order to mitigate its impact on the economic and social well-being of the
population affected, etc.

Sectors:from 1993 onwards, road infrastructure, improvement and repair of riverbanks, water
distribution, hydroelectric plant and social housing.

Criteria for granting the subsidies: projects proposed by the Autonomous Region of Madeira.
B. Operational aspects
The subsidies were paid on each interest due date.

For control purposes, the Autonomous Region of Madeira is required to present twice yearly,
before 30 April and 30 October, a report to the EIB on the progress of the projects until their
completion. The most recent report confirms that the regional authorities have met all their
contractual obligations. The authorities had to report to the Commission on project
implementation before 31 December 1997 and 31 December 2000.

Visibility is guaranteed at project sites by means of signboards indicating clearly that
Community aid has been provided.

C. Evaluation

Representatives of the Commission visited Madeira at the end of October 1998 and produced
an evaluation report (COM (1999) 286 final of 11 June 1999).

5.15. The Special Support Programme for Peace and Reconciliation in Northern
Ireland and the Border Counties

A. Description

This is part of sub-programme 5 "Productive investment and industrial development” under
the Special Support Programme for Peace and Reconciliation in Northern Ireland and the
Border Counties of the Republic of Ireland (Community Initiative 1995-99).

The interest-rate subsidies during the last five years totalled:
— €29 000 000 for Northern Ireland;
— €5 667 000 for the border counties of Ireland.

Objectives of the initiative: "to create a positive investment climate throughout the area by

making available an interest-rate subsidy for capital investment projects which will contribute

to economic development, growth and employment (especially in the most deprived areas)
and thereby foster reconciliation”.
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» Which are the sectors/firms/projects that benefit?

Project investment in industry and related services, in tourism, in large and small urban
centres and in rural areas.

The scheme prioritises smaller companies (particularly those with fewer than fifty employees)
and projects that help to create/safeguard employment, promote industrial competitiveness
and innovation, develop new markets, make a significant contribution to tourism
development, demonstrate a particular linkage to the peace environment, benefit deprived
areas (in Northern Ireland) or involve the development of non-displacing or innovative
indigenous start-ups in services related to industry (in the border counties).

> Criteria for granting interest-rate subsidies

The criteria for granting the subsidies are the same as conditions under the EIB global loan
scheme. The same exclusions/restrictions apply to specified sectors of industry.

Given the large number of applications, there has been a focus on manufacturing, processing
and accommodation-related tourism projects, with priority given to smaller companies (in
Northern Ireland).

Eligible project costs comprise new investment in fixed assets and stocks (maintenance
expenditure and normal vehicle replacement are specifically excluded). The cost range for
projects is betweef40 000 ande12 million; qualifying loans are limited t&3 million in
Northern Ireland an€1 million in the border counties.

Loans were approved by intermediary banks up to 31 March 1997 in the form of term loans,
leasing agreements or hire-purchase agreements. The term must not be less than five years
and can be up to fifteen years, with repayment of principal in equal instalments commencing
not later than two years after the first disbursement.

B. Operational aspects

Applications are submitted by intermediary banks to the scheme's appointed agents.
Recommendations are made to the EIB by the agents, with the consent of the lead
departments (DED in Northern Ireland; Department of Finance in the border counties).
Decisions by the EIB are communicated to the intermediary banks, which inform the
borrowers.

The subsidy available under the scheme is calculated at 4% per annum on qualifying loans
over a five-year period.

Two database-management systems were set up by the agents for monitoring purposes.
Regular progress reports are sent to the Programme Monitoring Committee.
C. Evaluation

The review carried out by the EIB in 1997 concluded that "the general reaction to the scheme
in both Northern Ireland and the border counties has been very positive”.

» Can the rate of achievement of the objectives be guantified?
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There were no specified targets attached to the scheme.

» Cost-effectiveness analysis

Eligible capital investment projects for which applications were made to the scheme far
exceeded the amount of subsidies available, necessitating early closure of the scheme. The
intermediary banks have indicated that their lending to the eligible sectors in Northern Ireland
has increased by between 30% and 40% in relation to what was expected to be advanced
during 1995/96.

The estimated increase in employment attributable to the approved projects is over 7 700 new
jobs in Northern Ireland and 1 170 in the border counties.

> Are there any evaluation reports?

The EIB reviewed the scheme with Wilson Gillespie and Company.
The ECA audited the scheme in 1947.

5.16. Interest-rate subsidies under the Financial Mechanism of the European
Economic Area

A. Description

A Financial Mechanism to assist development projects in Greece, Ireland, Northern Ireland,
Portugal and certain regions of Spain (Objective 1 regions, as defined in 1988) was set up on
1 January 1994 (Articles 115 and 116 of the EEA Agreement, and Protocol 38).

To start with, the Mechanism was financed only by the EFTA member countries. From
1 January 1995, when Austria, Finland and Sweden joined the EU, the contributions of these
three countries to the Financial Mechanism were paid out of the EU budget.

Up to 31 December 1998 the Financial Mechanism provided funds to the recipient regions
primarily in the form of interest-rate subsidies of 2% per annum on loans of a total volume of
ECU 1.5 billion granted by the EIB.

Since then, the EIB has continued to manage the project portfolios and will do so until the
loans are repaid.

» Annual subsidy amounts

1999: EUR 9 398 033
1998: ECU 30 260 769
1997: ECU 60 964 034
1996: ECU 23 226 896
1995: ECU 7 314 073
1994: ECU 3 005 709

» Objectives

21
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To strengthen economic cohesion and promote the development of the regions of the
European Economic Area (EEA).

> Which sectors benefit?

Priority was given to projects that placed emphasis on the environment (including urban
development), transport (including infrastructure), education or training.

B. Operational aspects
» Management

The subsidies are linked to loans or tranches of loans from the EIB, which administers the
entire mechanism. They are paid at the same time as the associated EIB loan or tranche.

» Control and procedures

The subsidy applications were evaluated by the EIB. These evaluations were sent to the
Commission for its opinion and to the Financial Mechanism Committee (appointed by the
EFTA member countries and the Commission) for a decision.

Under Article 8 of the Cooperation Agreement of 30 June 1992 concluded between the EFTA
member countries and the EIB, financial control of the operations is carried out in accordance
with the audit and discharge procedures set out in the Bank's Statute for all its operations.

The European Court of Auditors is preparing an audit of projects part-financed by the
Financial Mechanism.

» Visibility

Under the operational guidelines of 10 June 1997 approved by the Financial Mechanism
Committee and the EIB, promoters are asked to give appropriate publicity to projects

receiving loans subsidised by the Financial Mechanism in such a way as to make recipients
and the general public aware of its assistance with project implementation (commemorative
plagues in the case of infrastructure works).

C. Evaluation
» Usefulness

In so far as the borrower benefits fully from the financial advantage conferred by the
interest-rate subsidies paid by it, the Mechanism acts as an incentive for promoters to carry
out projects in the sectors covered.

» Do beneficiaries gain fully from the financial advantages conferred by the subsidies?

— In the case of subsidies linked to a direct EIB loan, the only intermediary between the
Mechanism and the borrower is the EIB. The subsidies are paid direct by the EIB to the
borrower, after deduction of the margins laid down in the EFTA-EIB cooperation
agreement.

— In the case of subsidies linked to a global EIB loan, it is more difficult to verify the
financial advantage conferred on the beneficiaries. The matter is among those being
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addressed as part of an audit currently being carried out by the Financial Mechanism
Committee.

» Can the rate of achievement of the objectives be quantified?

Every year the EIB produces a general progress report on the implementation of the projects
receiving assistance under the Mechanism.

» Cost-effectiveness analysis

The EIB carried out an overakx anteevaluation of each project proposed prior to the
Financial Mechanism Committee's taking a decision.

» Are there any evaluation reports?

A Commission report on the implementation of operations financed by the Mechanism is sent
each year to the Council, Parliament, the Economic and Social Committee and the Committee
of the Regions.

5.17. Interest-rate subsidies for projects in the western Balkans
A. Description

For the countries of the western Balkans, interest-rate subsidies are granted for EIB loans in
respect of projects in two countries: FYROM, and Bosnia and Herzegovina.

To date, the Commission has granted subsidies amountig€gQ@amillion in respect of two
EIB loans to FYROM totallingc150 million.

In the case of Bosnia and Herzegovina, the Commission has decided to gg@nhidion
interest-rate subsidy on a first EIB loan to the country. This represents a partial interest-rate
subsidy in respect of this first loan, which tota#60 million. A further subsidy of
€5.27 million will be required to cover the entire amount. This will probably be granted in
2001. In addition, if the EIB grants further subsidised loans to the count&40fmillion
(bringing the total of such loans €100 million), the Commission will be required to grant a
further interest-rate subsidy. On past experience this will require a subsidy of the order of
€8 million that will need to be disbursed in 2001.

The legal bases for subsidies for projects in FYROM are the cooperation agreement and the
transport agreement, which mentions infrastructure projects of mutual interest as being
eligible for Community funding. For Bosnia and Herzegovina, the legal basis is the Council
decision granting the Community guarantee to the EIB for loans to that country.

B. Management

The interest-rate subsidy is disbursed after the decision by the Board of Directors to grant the
loan.

It is committed when the loan is signed. It is paid as a lump sum at the time of payment of
each instalment of the loan, on the basis of a calculation of its present value. The visibility of
the Community contribution is very poor. It is difficult to ensure consistency between the

project cycle, managed by the EIB, and the requirements of managing the Community budget.
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C. Evaluation

The instrument's usefulness is relative in that the capacity of the countries concerned to
borrow on commercial terms is very limited. This limitation aside, the interest-rate subsidies
on EIB loans for transport infrastructure projects in the Balkans, and especially in the
republics set up following the break-up of Yugoslavia, have proved very useful to the

development of projects of mutual interest to the Community and the beneficiary countries.

The Community's particular interest derives from the international transit role these countries
have and its importance for the smooth functioning of the single market and for connecting
the Community to the applicant countries of southern and eastern Europe. The transport
agreements in force with Slovenia and FYROM form a specific legal basis for Community
financial assistance, including in the form of interest-rate subsidies.

However, the pattern of cooperation followed in Albania, i.e. parallel financing of
(infrastructure) subprogrammes, produces the same financial result without the drawbacks
mentioned above.

The granting of an interest-rate subsidy or direct co-financing may, however, be envisaged on
a case-by-case basis where the EIB has a comparative advantage as implementing agent. In
such a case, it is important, notably in order to ensure satisfactory visibility of Community
assistance, that the two institutions cooperate closely in vetting projects, which should also
correspond to Community priorities.

Evaluation is carried out by the EIB in its regular activity reports.

6. ANNEX II: ANALYSIS OF OPERATIONAL ASPECTS

For each of the programmes examined, specific attention has been paid to the operational
aspects of interest-rate subsidies. A number of general observations now follow.

6.1. Management and control

Interest-rate subsidies have always been linked to mechanisms introduced in very specific
circumstances, such as the deep recession in the early 1990s to support job creation, structural
adjustment and the launch of transport projects. In most cases, the facilities have been
administered by the EIB on behalf of the Commission, while the subsidy mechanisms have
been laid down in a cooperation agreement between the Commission and the EIB.

For smaller loans, and SME loans in particular, financial intermediaries have carried out the
project appraisal on the basis of criteria previously agreed upon with the EIB, which has
subsequently given its approval.

The agents have ensured that approved subsidy applications are registered and processed on a
"first come, first serve” basis. They have also been responsible for processing and checking
the evidence which beneficiaries have been asked to submit in relation to the criteria set out in
the Council decisions. They have therefore played an important role in ensuring that potential
beneficiaries are treated in a uniform manner and that all administrative procedures linked to
verification of applications and payment of the subsidies have been handled in a consistent
fashion.
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In most cases, in order to qualify for a subsidy, the beneficiary has had to declare in a sworn
statement that the conditions laid down in the decision (job creation, etc.) have been met.

Where the nature of the programme so permits, projects are selected from approved national
programmes so as to reinforce the monitoring and control obligations of financial
intermediaries and local authorities. Member States, the EIB or financial intermediaries are
responsible first and foremost for the proper functioning of the management and control
systems.

Adding to the different levels of intervention complicates monitoring and control. The
reconstruction aid programmes for earthquake damage (where even the regional and local
authorities are involved) are one example of a complex monitoring and control instrument.

In most programmes, given the number and nature of beneficiaries (SMEs, etc.) and the low
level of subsidy, it is difficult to image a system other than that based primarily on the
delegation of powers to, and the responsibility of, the EIB, the agents and the intermediaries.
The Council has indicated that further control by other Community institutions would be
superfluous.

6.2.  Visibility

Projects financed by soft loans are subject, in general, to the rules regarding technical
progress and thus to associated requirements (e.g. signboard publicity) highlighting the role of
the European Union.

As for the documentary aspects, the Community origin of interest-rate subsidies is clearly
spelt out in the financing contracts signed between financial intermediaries and beneficiaries.
However, in a number of programmes (e.g. SME facility), the origin of the subsidies may be
lost sight of because of the degree of dispersion among the banking networks concerned and
the proliferation of national and regional aid managed by certain financial intermediaries.

Visibility can also be tested, to the extent that the borrower benefits fully from the financial
advantage conferred by interest-rate subsidies. Subsidies linked to a direct EIB loan are paid
direct by the EIB to the borrower. In the case of subsidies linked to a global loan or forming
part of an overall grant, it is more difficult to verify that the financial advantage has been
passed on. Nevertheless, competition between banks should ensure that this advantage is
passed on in full to final beneficiaries.

6.3. Evaluation of Community programmes
6.3.1. Reconstruction programmes

In the case of exceptional aid granted in the wake of natural disasters, the prime objective of
restoring the means of production and permitting a return to normal living conditions has been
achieved within satisfactory periods and on satisfactory terms, bearing in mind the difficulties

caused by the earthquakes (Italy and Greece) and by the cyclone that devastated Madeira.

Mention should be made of cases where fewer jobs than expected have been created, where
additional costs have been incurred and where there have been delays in carrying out the work
(e.g. reconstruction following the earthquake in Italy). Assessing the impact on employment
calls for very detailed analyses that take account of how jobs created and/or safeguarded are
measured and of the effects of technological change.
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NCI/EIB financing operations were not the only ones to encounter additional costs and
delays, and the lack of additional resources and delays in resolving administrative or legal
problems are, in a way, attributable to the national, regional or local authorities (in some
cases, the national legislation governing public works contracts laid down special conditions
that differed from those contained in EIB loan contracts). It is evident that adding to the
different tiers of decision-making gives rise to delays and to monitoring, management and
control difficulties.

Below are a number of observations regarding the effectiveness of programmes:

— As regards budgetary costs, none of the guarantees entered in the budget have as yet been
called. The budgetary impact has, therefore, been confined to the amount of the
interest-rate subsidies themselves.

— The basic rate charged by the EIB was invariably below the rates applied by commercial
banks in the regions affected. The life of EIB loans was also longer and the repayment
conditions more favourable (grace period). These advantageous terms relative to the
conditions generally imposed by commercial banks for similar operations helped in the
long term to diversify the resources generally available to the region (and to develop
capital markets).

— Community assistance for public infrastructures has had a positive effect on the volume of
production in the private sector (the GDP multiplier is particularly high in assisted regions)
as a result of the overall demand triggered by the projects and the increase in productivity
resulting from lower costs (e.g. the installation of more modern equipment than that which
had been destroyed).

— Although difficult to quantify, the impact of the reconstruction work following natural
disasters has, in all cases, been a factor in the recovery of the devastated regions (roads,
communications, energy, water supplies, environment, etc.). The work has also led to job
creation (direct and indirect).

— Alongside infrastructures, the loans have also served to finance housing reconstruction
(e.g. Kalamata and Madeira), also necessary in order to restore normal living conditions. It
must be mentioned here that, in the normal course of events, the EIB does not finance
housing construction. In these cases, however, the Council decisions made express
reference to the reconstruction of housing exclusively for those whose homes had been
seriously damaged.

— Together with the favourable conditions for loans granted by the EIB, interest-rate
subsidies have helped speed up the reconstruction work without imposing an excessive
burden on national budgets.

6.3.2. Other programmes

Irrespective of the aid schemes introduced by Member States, greater recourse has been had to
these programmes in structural action areas and this has boosted job creation. Below are a
number of points for consideration:

— Subsidised-loan programmes have exploited the synergies between bank loans and
budgetary resources. They have in some cases led to, and in others reinforced, close
cooperation between the EIB and the banks or financial intermediaries, imparting a
significant multiplier effect to Community assistance.
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— For the most part, SMEs (and hence productive investment) have benefited from these
programmes. It goes without saying that SMEs account for the bulk of jobs created in the
European Union.

— In all cases, the amounts available have been used up quite quickly. Since the budgetary
funds earmarked for the programmes are not renewable (understandably so since the
measures had a limited objective), it has not been possible to improve cost effectiveness.
Therefore, an insufficient rate of return was obtained as regards efforts to implement an
administrative management package (as well as the learning curve of intermediaries and
clients).

— Most interest-rate subsidies are tied to EIB loans, which were subject to a ceiling
equivalent to 70% or 75% of the amount of investment. Taking all programmes into
account, the share financed by the EIB was lower on average. Since the remainder was
financed by intermediary banks or other financial institutions, this shows that the
Community contribution had an additionality effect.

Impact of interest-rate subsidies within Community and national programmes: examplegin €m)

Edinburgh Madeira (Portugal) | EEA Germany
facility Reconstruction mechanism ERP programme
Of devastated areas| Spain Environment and
energy saving
1. Amount of subsidies (1)| 92.3 4.3 17.6 37.3
2. Amount of subsidised 923.0 15.8 162.4 1699.6
loans (2)
3. Investment (3) 3800 45.0 330.7 3853.2
4. Leverage effect
a) investment/loan ratio 4.1 2.8 2.0 2.3
(3)(2)
b) investment/subsidy ratiq 41.1 104 18.8 103.3
(3)(1)

To sum up, the economic advantages of these programmes have been:
1. For the beneficiary:
Direct effects

— Reduction in the interest-rate burden: It is evident that the most immediate and visible
effect has been a fall in the price of money, this being the benchmark (other things being
equal) for the different alternatives. A lower price makes the entrepreneur's decision easier:

— reducing uncertainties and bringing forward the project's payback period;
— making it possible to increase available cash flow.

Indirect effects
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Since interest-rate subsidies are tied to longer-term projects and are conditional on a
prior examination of project eligibility and monitoring, they have made it possible:

— to improve the financial structure of liabilities and to transform short-term debts
into longer-term debts;

— to create a new banking relationship culture (particularly in the less-developed
regions).

Such monitoring obliges the enterprise to improve the programming and follow-up of
the more demanding projects, all to the advantage of the project itself.

2. For the intermediary:

— Since these loans cost less, intermediaries are able to expand operations and gain
access to new clients.

— If the subsidy applies to the reduction in the principal, this allows banks to reduce
their risks but also the need for own funds (Cooke ratio).

— The projects are better studied and programmed by the entrepreneur; this
generally results in a much lower failure rate.

Most intermediary banks take a positive view of interest-rate subsidies. Below is a summary
of the arguments:

» Competition between the banking networks involved, lending know-how and capacity,
prudential solvency and responsibility on the part of the financial institutions ensure that
the system functions properly.

» Direct effect and simplicity

The intermediary allocates the interest-rate subsidy direct to its client, passing on the
credit and cash-flow risk. This is more effective and more direct than a guarantee,
which does not entail credit and requires a more complicated and more unreliable
procedure.

» Delegation with a posteriori control creates value added

It is the temporary and revocable delegation of responsibility that allows competing
banking networks to assume part of the cost of allocating interest-rate subsidies
under optimum conditions by incorporating it into existing, tried-and-tested systems
and into the overall service provided to the enterprise. The value added stems from
the dilution and transformation of the cost within an overall financial and
commercial relationship.

6.4. Compliance with the competition rules

Like measures taking other forms, interest-rate subsidies caught by Article 87(1) are, in
principle, incompatible with the common market. This provision states that, save as otherwise
provided for in the Treaty, any aid granted by a Member State or through state resources in
any form whatsoever which distorts or threatens to distort competition by favouring certain

undertakings or the production of certain goods is, in so far as it affects trade between
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Member States, incompatible with the common market. However, the principle of
incompatibility does not amount to a full-scale prohibition. Articles 87(2) and 87(3) of the
Treaty specify a number of cases in which state aid could be considered acceptable
("exemptions").

The existence of these exemptions also justifies the vetting of planned state aid measures by
the Commission, as provided for in Article 88 of the Treaty. This article stipulates that
Member States must notify to the Commission any plan to grant state aid before putting such
plan into effect. It also gives the Commission discretionary power to decide whether the
proposed aid measure qualifies for exemption or whether the "State concerned shall abolish or
alter such aid".

The most important exemption clauses are those of Article 87(3)(a) and (c):

— Article 87(3)(a) covers "aid to promote the economic development of areas where the
standard of living is abnormally low or where there is serious underemployment";

— Article 87(3)(c) refers to "aid to facilitate the development of certain economic activities or
certain economic areas, where such aid does not adversely affect trading conditions
contrary to the common interest".

In exercising its discretionary powers, the Commission has developed specific approaches
depending on the size of the firm, its location, the industry concerned, the purpose of the aid,
etc.

As its power is discretionary, the Commission has sought to publicise its approach in order to
ensure that its discretion is exercised with proper openness and that authorities and businesses
are clear about their legal position. To do so, it has published the criteria it applies when
deciding whether aid measures notified to it qualify for exemption. These publications have
taken the form of regulations, communications, notices, frameworks, guidelines and letters to
Member States. In many cases they define "eligible costs" (i.e. types of expenditure which can
attract aid) and "permissible intensities" (i.e. the proportion of these costs which can be met
by aid).

It is a principle of, for example, Structural Fund operations that the use of Community
resources must also be consistent with Community competition rules.

In general, though with some exceptions, the state aid rules do not specify the form of an aid
measure. Different forms of aid (grant, interest-rate subsidy, guarantee) are analysed for their
"net grant equivalent” for the application of the state aid rules. Considerations of state aid
policy are therefore not a critical factor in the comparison of interest-rate subsidies with other
forms of aid.

As a rule, the Commission considers only the borrower to be the beneficiary of state aid in the
form of an interest-rate subsidy, provided that mechanisms are in place to ensure that the
subsidy is fully passed on in reduced interest payments. This is the case even though (as
shown in Section 6.3 above) there may also be advantages for the lender.

6.5. Final remarks

— Interest-rate subsidies are not a determining factor in investors' decisions. However, they
do provide arincentive in that they reduce enterprises' financial charges and thus promote
access to credit.
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Interest-rate subsidies are an effective mechanism for mobilising additional funds
(additionality). At a modest cost to the budget, they have helped to generate a high volume
of investments (leverage effect). They are tied to, and accompany, long-term financing,
thereby fostering investments which create stable jobs. In some cases, there are synergies
with national programmes and/or other financial engineering instruments.

A European framework can provide significant efficiency gains as compared with a
national approach. The participation of private banks in programmes involving interest-rate
subsidies is one way of publicising Community initiatives.

When interest rates are channelled via financial intermediaries which operate in a
competitive market, problems of market distortion could arise if full and free access by
these intermediaries to management of the instrument cannot be guaranteed. In cases
where financial intermediaries operate in a non-market environment, fully transparent
terms and conditions (e.g. interest rate to be paid by the final beneficiary) help to ensure
that the interest subsidy is transferred to the final beneficiary.

An alternative to interest subsidies would be direct grants (with the grant being equal to the
net present value of an interest subsidy). The advantage of using a direct grant lies in
increased transparency and administrative simplicity. Howetliaere is less risk of abuse
when interest-rate subsidies are tied to bank loans.

There are shortcomings in programme implementation, particularly as regards control.
Nevertheless, the burden of control must not outweigh its benefits.

Interest-rate subsidies must be accompanied by simple, clear provisions regarding

implementing conditions and procedures. Complicated conditions regarding outturn and
guantification should be avoided.
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7. ANNEX 1ll:  INTEREST-RATE SUBSIDIES: EXPERIENCE IN
MEMBER STATES

7.1.  ltaly
A. Description

In Italy there are currently over 80 laws designed to support business investment (capital
grants and interest-rate subsidies, often combined), only half of which were activated in 1999.
Of these, only half a dozen may be considered to be significant because of their widespread
application.

The system is based on highly targeted programmes with the following ohgctives

— Law No 1329 of 1965, better known as the Sabatini Law, aimed at encouraging SMEs to
acquire productive plant and machinery with no sectoral bias (industry, distributive trades,
services, agriculture, craft industry). At first, the purchase of machinery was encouraged by
a financing scheme based on bills of exchange. This scheme, advantageous for all parties,
was later improved by the granting of an interest-rate subsidy at the time the debt was paid
off, calculated on the basis of a reference rate fixed by the government (slightly below the
market rate), together with a reduction ranging from 50% in non-assisted regions to 100%
in Objective 1 regions, with all the arrangements being published periodically in the press
to ensure complete transparency.

— Law No 598/94, aimed at encouraging investment by innovative SMEs or in the
environment. In December 1999 the reduction in the reference rate fixed by the
government (6.15%) ranged from 1.40 percentage points for medium-sized firms to 4.9
percentage points for small firms located in Objective 1 areas.

— Law No 317/81, aimed at encouraging the formation of producer groupings in industry, the
distributive trades and the craft sector. The reduction in the reference rate ranges from 40%
in non-assisted regions to 70% in Objective 1 and Objective 2 areas.

— Law No 46/82, aimed at supporting applied research and technological innovation, both in
SMEs and in large firms, with a sliding scale of reductions.

— Law No 341/95, aimed at consolidating the debt of SMEs in Objective 1 regions and
covering all sectors. The medium-term loan granted in this connection, with the support of
a guarantee fund, is eligible for a maximum reduction of 4.5 percentage points, provided
that the equivalent discounted grant equivalent does not exceed 40% of the loan.

— Law No 227/77, aimed at promoting export credit for industrial and commercial firms. The
rate applicable in the country of exportation is reduced by 4.75 percentage points.

B. Operational aspects

The managementof the credit lines relating to these facilities is usually entrusted to a lead
bank (Mediocredito Centrale for SMEs, IMI for large firms, etc.) which allocates them among
the other banks on an ongoing basis, ensuring as far as possible distribution in eligible areas
of the country. The final recipient bank assumes all the risks of the operation, including the
follow-up and recovery of any unpaid debts.
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Generally speakingzhecksare carried out at three levels: (i) by the local bank, according to

its own procedures; (ii) by the lead bank on a more general basis in order to demonstrate to
the authorities that the system is functioning properly and that the economic objectives are
being met; (iii) by the competent Ministry (e.g. Industry, Treasury, Agriculture), on the basis
of documents and on-the-spot surveys. Naturally, such checks, which are necessary
throughout the period in which the loan is being paid off (around ten years), impose a heavy
administrative burden, especially on the Industry Ministry, which is responsible for a larger
number of smaller-scale (SMEs) and riskier operations.

The visibility of the instruments, conditions and objectives is strictly ensured, both in the

wording of loan contracts and in the promotion of specific instruments, with the implementing

arrangements being published regularly in the press. This allows each firm to calculate
accurately the financial advantage it can expect; in the event of a dispute, the financial
intermediary risks criminal proceedings

C. Evaluation

Theusefulness of the instruments evaluated at regular intervals on the basis of surveys and
guestionnaires sent to beneficiaries.

The surveys conducted by Mediocredito Centrale over the period 1992-94 among a sample of
SMEs comprising firms which did and firms which did not benefit from the scheme described
in point A produced the following results:

— 95% of firms eligible actually carried out new investment during the relevant period, while
80% of firms not eligible did sathe propensity to investwas therefore definitely boosted,
albeit to a modest degree, by interest-rate subsidies.

— Comparison of theconomic and financial situationof the two groups of firms shows a
more marked improvement in the beneficiary companies as regards turnover, labour
productivity, labour costs, net result and return on investments.

— In terms ofjob creation, it would appear that 87% of the SMEs which availed themselves
of the scheme have created new jobs, compared with 77% of those which have not.
Particularly as regards the Sabatini Law (purchase of productive plant and machinery) and
Law No 317/81 (producer groupings) it was observed that over the three-year period the
former led to an increase in recruitment of 0.8% (despite being "capital-intensive" in
scope) and the latter to an increase of 5.5%.

— With regard to the medium-term consolidation of SME debt (Law No 341/95), the
SanPaolo-IMI Institute found that, of ITL 3 000 billion of loans with a subsidy and a
guarantee of 60% from the guarantee fund, only 1% were not repaid, resulting in an
improvement in the quality of debt.

7.2. France
A. Description

Since 1946 interest-rate subsidies in France have been used almost exclusively in two sectors:
craft industries and agriculture. In both cases, they pursue several objectives: for example,
setting up in business of young farmers, development/modernisation of farms, and
compliance by farms with environmental standards. In recent years, for strictly limited
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amounts and for a strictly limited period, the government has occasionally had recourse to
interest-rate subsidies in order to restore forests destroyed by the winter storms in 1999.

Public assistance, which was available on a generous scale at first, has tended to decline over
time, with the result that the craft sector was recently excluded. By 1999 the FRF 15 billion to
20 billion of subsidised loans granted each year in the 1970s had declined to between only
FRF 10 billion and FRF 12 billion, and this exclusively for the agricultural sector, together
with a public grant (subsidy) of the order of FRF 2 billion per year, including
FRF 700 million from the EAGGF. This trend is attributable to the fall in interest rates, but
also to the narrower targeting of farms. The criteria for granting an interest-rate subsidy are
laid down in great detail by law, by the Rural Code and by ministerial decrees (age of the
farmer, size of the enterprise, type of production, quantities produced, etc.) For most loans,
the beneficiary must carry out a multiannual investment programme approved by the
administration; the applicant must, therefore, be assisted by a management consultant or by
the administration in drawing up and implementing the programme.

B. Operational aspects

The system of interest-rate subsidies in France developed in three main phases. From 1946 to
1978 (credit controls), the State provided both the capital and the subsidy. In practice, it made
available to financing bodies specialised in specific sectors (i.e. Crédit Agricole for the
agricultural sector, the "banques populaires" and Crédit Coopératif for the other sectors) credit
raised on the market (at an interest rate of 10% at the time). These bodies were charged with
vetting the projects and financing them with an interest-rate subsidy of around 4-6% . With
growing demands on the budget, the State decided in the 1980s to redirect its efforts towards
the loan categories with the highest rate of subsidy, in particular establishment and
modernisation. In the early 1990s these two categories accounted for around 75 % of annual
subsidised loans disbursed. However, the arrangements for granting subsidies remained more
or less unchanged compared with the previous period.

Since 1983 the budget allocation for the agricultural subsidy has fallen sharply, in part
because of the increase in EAGGF refunds with respect to establishment and modernisation
aid, but mostly because of the increase in the cost of bank financing since 1986. In 1990 the
distribution of subsidised loans in the agricultural sector, previously entrusted to Crédit
Agricole, was opened up to various banking networks, once accredited by the State. Since
1995 successive improvements aimed at opening up access (for farms run as joint-stock
companies, for example) were made to the system of subsidised loans at the same time as the
subsidy rates were lowered. As for the financial management arrangements, subsidies are, in
general, paid out quarterly by the Ministry of Agriculture and Fisheries to a public body
(CNASEA) which each month reimburses the financial intermediaries for expenditure
calculated on the basis of loan repayment requirements. Once the files have been vetted by
decentralised departments, each bank is responsible for financial accounting on the basis of a
central computer system which filters files vetted by the various bank branches throughout the
country, according to the contractual conditions laid down.

Monitoring and checks are carried out at three levels: by the public authorities (Ministry of
Finance or Agriculture) on a representative sample selected each year and via ex post and
on-the-spot documentary checks, by the bank's head office on supporting documents and by
subsidiaries. Visibility of the measure and provision of information to potential beneficiaries
are ensured by administrative departments, by bank branch officials and by trade associations
that advise applicants, help them present their projects and filter or redirect applications to the
most appropriate source of financing.
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C. Evaluation

During the period of credit controls, when there was therefore a shortage of fresh capital, the
scheme had a major impact on investment by small agricultural and craft enterprises and,
conversely, imposed a very heavy burden on the state budget, given the very advantageous
conditions offered.

During the phase of liberalisation and simultaneous tightening of the allocation criteria, the
scheme remained highly effective, especially in the agricultural sector, when it came to
increasing the capitalisation of small farms and boosting their productivity. Its success was
due in part to the back-up and information provided by the trade organisations to their
members, which made it possible to optimise the scheme's impact. The scheme is judged to
have been very effective in the sector in promoting unprecedented modernisation and giving
an important boost to the establishment of young farmers.

According to some financial intermediaries, the tightening of the allocation criteria, on the
one hand, and the fall in interest rates, the cost of the computer changeover to the year 2000
and the introduction of the euro, on the other, have seriously complicated the management of
interest-rate subsidies and made the authorisation procedures a less attractive proposition for
lead banks.

In the craft sector, the State is moving towards abolishing the system of subsidies to
craftworkers and replacing it with a system of public guarantees. This trend is dictated by the
constraints imposed by the EU on Member States' budgetary discipline. By means of the
guarantee, the Treasury therefore aims to reduce the rationing of credit to small craft
businesses and thus allow an increase in more risky financing that would not have been
possible on market conditions. Given the present cost of money, the reduction in the cost of
credit brought about by the subsidy no longer appears to be a priority objective in this sector.

Official opinions appear to diverge considerably. Some point to the bureaucracy of the
system, in particular as regards checks, the outdated nature of the instrument given the current
level of interest rates, and the need to improve computer tools in order to reduce management
costs. Others, however, stress the proven effectiveness of interest-rate subsidies as regards
agricultural investment, with subsidies being considered to be an instrument well suited to the
capitalisation levels in the sector (average investment of FRF 1 million, i.e. around
EUR 150 000), and the rate of success of projects, which is regarded as satisfactory.

More generally, interest-rate subsidies are considered a highly appropriate instrument for
carrying out investments which have low profitability but are necessary to meet statutory
standards. This is the case, for example, when SMEs have to meet pollution standards or
when an unforeseeable event, such as a natural disaster, disrupts normal economic activity or
when, even in normal circumstances, the return on investment in forestry is satisfactory but
very long-term.

7.3. Germany
A. Description

In Germany the measures taken by the federal administration to encourage economic
development (in the case of SMES) traditionally take the form of loans managed primarily
through the special European Recovery Programme Fund (ERP). However, subsidised loans
are also granted by the Lander.
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In 1999 the special ERP Fund helped to strengthen SMEs through loafi;ygosme
DEM 11.5 billion to investment projects with a total value of DEM 30 billion. In the main,
this assistance has been in the form of repayable loans, with facilities such as:

* an extended repayment period (up to twenty years);

* a grace period (up to five years);

* a preferential rate;

* possibility of early repayment at any time (without penalty).

The loans are granted mainly through the enterprise's own bank, with the result that all credit
institutions are involved in these operations. As they are responsible for repaying the loans to
the Fund, the borrower must provide the usual guarantees required for any bank loan (e.g.
claim on property, collateral or surety).

The ERP equity loan scheme ("Eigenkapitalhilfe” or EKH) is an exception. A subsidy under
this scheme does not consist in granting a lower fixed rate valid for the life of the loan, but in
fixing a progressive rate from the first to the sixth year, followed by a stable rate up to the
tenth year. In addition, in the case of a twenty-year loan, the grace period is ten years. For this
type of assistance, a traditional bank guarantee is not required, which means that the credit is
granted in the form of a personal loan. Here too, however, the profitability of investment
projects is monitored by the credit institutions participating in the overall financing.

German credit institutions are involved in the overall financing of SME investment projects
via all the forms of credit available under the ERP because, on the one hand, subsidiarity is
verified (self-financing capacity) and, on the other, investment projects can be financed only
in part by this type of credit. Thus, from the outset, they are directly or indirectly associated
with the financing of businesses. It is then easier for them to grant "growth" financing
directly.

Interest-rate subsidies are not calculated in the form of a fixed spread relative to the market
rate in Germany. The rates granted under the programmes vary in line with market
developments. Thus, the normal rate for a ten-year ERP loan with a two-year grace period is
currently 5.88% in western Germany. Since the reference rate (fixed by the Commission) for
calculating the amount of subsidy is currently 5.70%, the subsidy in this case is nil. By
comparison, in the eastern Lander an ERP loan with the same terms is currently granted at an
effective rate of 5.36%.

The beneficiaries of the ERP programmes are mainly young entrepreneurs running SMES;
there are no regional limits or sectoral preferences (only sensitive sectors in the EU are
excluded).

Financing under the special ERP Fund may therefore be granted without discrimination to a
wide range of firms. Under the circumstances, promotion of economic development involves
support for:

— business start-ups via equity assistance and launch funding;
— the expansion and modernisation of existing firms in assisted regions;

— R&D in respect of new products and processes up to the marketing stage;
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— the creation of more apprenticeship places;

— investments linked to environmental protection (waste water treatment, recycling of waste,
air quality protection, energy saving and use of renewable sources of energy).

B. Operational aspects

The procedures are quite straightforward. The special ERP Fund sets the criteria for allocating
funds for the various programmes and makes repayable funds available to its two institutions,
the Kreditanstalt fur Wiederaufbau (KfW) and the Deutsche Ausgleichsbank (DtA).
Applications for subsidised loans under the various support programmes are submitted by
firms to their own bank, which examines them and forwards them to the two institutions.

These ensure that the funds are transferred and used for the stated objectives. To do this, they
rely on the usual criteria and principles of sound banking management. The special ERP Fund
is also subject to the general budgetary rules in Germany, which means that the overall use of
resources is regularly monitored by the Federal Court of Auditors.

The special ERP Fund promotes economic development under transparent conditions, its
procedures being published for the information of the businesses concerned. Credit
institutions are kept informed by the two institutions via bank circulars and regular
conferences reviewing practical matters and planned changes in procedure.

C. Evaluation

The granting in Germany of loans subsidised to a greater or lesser extent has proved its worth
in recent years. This form of financing has witnessed a revival of a sort since unification in
1990. At the time, the main aim was to create in the new Lander a hitherto virtually
non-existent network of small and medium-sized businesses. Thanks to the ERP programmes,
the authorities have managed to provide these new small businesses that had little equity and a
limited self-financing capacity but also offered viable projects with the means to finance those
projects.

The granting of subsidised but repayable loans is an "economic” way for the State to promote
small businesses, enabling them to overcome the difficulties of gaining access to capital
markets and at the same time allowing them to help themselves.

The interest-rate subsidies granted by the special ERP Fund are of direct benefit to businesses.
The rate offered to the final borrower by his own bank is imposed by the Fund, and the bank
receives the corresponding funds for on-lending.

The special ERP Find and the two institutions associated with its programmes carry out
regular (internal) cost-effectiveness analyses. External expert reports are also commissioned
at less reqgular intervals. For instance, a check on the effectiveness of state measures to
stimulate the economy via the ERP programmes was carried out in 1995. At the moment, an
independent economic research institute is also conducting a detailed evaluation of the ERP
programmes aimed at stimulating the economy.

7.4. Spain

A. Description
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Interest-rate subsidies and repayable advances without interest (i.e. fully subsidised) are
economic policy instruments for promoting productive investment that are widely used in
Spain by the State and its agencies, both financial (Instituto de Credito Oficial - ICO) and
technological (CDTI), and by the Comunidades Autonomas (the regions have complete
budgetary autonomy and some fiscal autonomy) at regional level.

There is no general law governing the use and allocation of subsidies. However, subsidies are
granted under specific schemes or programmes for a limited period.

* Programmes implemented by the State

There is a wide variety of programmes, and we will therefore refer only to a few by way of
example. The most recent is the programme for expanding technological research and
innovation (PROFIT). Assistance is in the form of :

— repayable aid of up to 75% of the cost of the project, with zero interest for projects with a
low technological risk; repayment periods vary according to the characteristics of the
projects but do not exceed fifteen years.

— subsidies for projects with a high technological risk; the rate of aid varies between 25%
and 60% of the cost of the project, depending on its characteristics.

SMEs and projects in assisted regions qualify for the most advantageous rates of aid.

Under no circumstances can assistance exceed the limits laid down by the Community rules
on the cumulation of aid (state aid).

Aid may be distributed through partner institutions (e.g. the Centro de Desarrollo Tecnoldgico
Industrial), which undertake (i) to check that the beneficiaries comply with the conditions laid
down, (ii) to transfer the funds, (iii) to monitor the projects and (iv) to check that the funds are
used for the stated objectives.

* Programmes implemented by the "Comunidades Autonomas"

All the "Comunidades Autonomas" have set up programmes to support small and
medium-sized enterprises.

For example, the "Comunidad de Andalucia”, through the Instituto de Fomento, grants
subsidies for long-term loaffssigned by private banks or by the EIB under a cooperation
agreement. The subsidies come out of their own budget but also partly out of the ERDF
budget. The terms of the loans (interest rate, repayment period) applied by the banks are those
applied to their best customers. The rate of subsidy is 3.5% (on average). The beneficiaries
are small and medium-sized businesses. An additional subsidy of 2% is granted to loans
guaranteed by a mutual guarantee company.

* Programmes implemented by other public institutions.

Instituto de Crédito Oficial (ICO)

= Loans are for seven years with a two-year grace period. Interest may be at a fixed or variable rate.
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The ICO is a financial institution whose assets are held by the State. It is therefore a publicly
owned bank and a financial agent of the State.

The ICO has implemented interest-rate subsidy programmes using subsidies from Spanish
State funds and Community funds. The programmes are specific in nature and of limited
duration. These are some examples:

— "PYME 2000": Interest-rate subsidies on loans to finance investment by SMEs.
The loans may cover up to 70% of the project, and the repayment period is seven
years. The subsidy is provided by the ERDF and by the ICO.

— "Creacion de empleo"(Copenhagen facility): With funding from the EIB,
subsidies per job created come out of the Community budget.

— "Internacionalizacion de la empresa espafiola": This programme aims to promote
projects abroad. The subsidies come out of the State budget.

— EEA Financial Mechanism: Interest-rate subsidies for investment in the
environmental and renewable energy sectors in particular. The ICO receives a
global loan from the EIB and uses this to grant subsidised loans. The ICO funds
may also be added to the EIB loans (in this case, the ICO loans are not
subsidised).

* Centro para el Desarrollo Tecnolégico Industrial (CDTI)

The CDTI is a public institution responsible for promoting investment and technological
development and innovation. It finances projects either from its own resources or jointly with
other bodies (e.g. ICO, ERDF) at low or zero interest rates. In some cases, it also shares the
risk of the operation (i.e. it does not ask for guarantees); 45% of projects financed are SMEs
with fewer than fifty employees. The CDTI is the Spanish representative for European Union
programmes (e.g. Eureka). Its most important activities are:

— Financing of R&D projects: Five-year loans from own resources and from the
ICO; interest-rate subsidies of 1.25%

— Eureka projects
* 60% of CDTI financing over eight years at zero interest
» 25% of subsidies financed by the State budget or the "Comunidades Autonomas"
— Projects abroad: CDTI loans over eight years at zero interest
B. Operational aspects

Comunidad de Andalucia

The application procedures are straightforward (form and a brief file on the firm).

Where the funds are not used for the stated objectives, the firm must repay the loan and the
proportional share of the subsidy plus statutory interest.
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For operations of a certain size, on-the-spot inspections are carried out. For the rest, spot
checks are made. In all cases, SMEs must submit documents justifying the investment.

As regards the rules on aid cumulation, the application form states that potential beneficiaries
must declare any existing or future aid.

In all cases, loans are limited to 70% of the investment. The rate of subsidy varies between
2.15 and 3 percentage points. All economic sectors are eligible (except agriculture, fisheries
and the wholesale trade).

1ICO
The ICO ensures that the conditions laid down by the B&rQinimisules) are met.

Payment procedures differ from one programme to another. In some cases, the subsidy serves
to reduce the loan principal. In others, it is paid to the beneficiary, who must then pay the full
interest rate without deduction.

The intermediary banks monitor compliance with eligibility conditions (almost all sectors are
eligible). The beneficiary submits a sworn statement on the use of the financing, which is
verified by documents or by spot checks carried out by the intermediary bank. Given the large
number of operations and the small size of the loans (around EUR 70 000), stricter controls
would be difficult to implement. In any case, the ICO has carried out inspections for
operations amounting to more than EUR 600 000. For the EEA Financial Mechanism,
controls are also carried out by the EEA Committee.

Subsidised loans are allocated on a "first come, first served" basis. All available funds have
been used.

Visibility is ensured as the origin of the funds is stated in the loan contract.
CDTI

Financing applications are examined and a decision taken within two or three months.
Payments are made as the project progresses. There is therefore a prior check on the proper
use of the funds.

C. Evaluation

ICO

The aim of most of the programmes (PYME 2000, etc.) was to lower interest rates in order to
encourage investment. Clearly, this has been achieved. The ICO has made certain that the
intermediary banks do not levy commission or extra charges on the final beneficiaries, who
have therefore received the full amount of the subsidy. Payment to these banks for their

services was, in fact, clearly established separately. Job creation, which is the criterion for
eligibility, has also been ascertained.

The theoretical maximum ceiling for loans (70% of the investment) has not been used in most
cases, which suggests that the subsidised loans have had a multiplier effect as they have
attracted additional funds.
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According to the ICO, the failure rate for subsidised loan operations is much lower than the
average for other operations. This may be due to better preparation and follow-up.

CDTI

According to the CDTI, the programmes are considered to be very successful in terms of cost
effectiveness. Long-term financing and subsidies reduce the uncertainty attaching to
innovative and technological projects and can improve the structure of the firm's liabilities
(long-term financing). Moreover, project monitoring by the CDTI necessitates better planning
by the entrepreneur, and this is beneficial for the project.

7.5. Sweden
A. Description

In Sweden interest-rate subsidies are currently used as a policy instrument within the SME
and housing sectofd.In terms of budget expenditure, housing subsidies are by far the most
important policy instrument and this chapter will therefore deal only with the subsidy
programmes for that sector.

By the budget year 1992/93, the annual cost of interest-rate subsidies had escalated to more
than SEK 30 billion (around ECU 3.5 billion). The increased cost of the programme, due in
part to a large increase in interest rates, and the resulting strain on the overall budget led to a
reform of the programme in 1993. The reform meant that the subsidy element was reduced
significantly during a transitional period. Previous generous programmes which targeted both
single- and multiple-family dwellings and which included unlimited interest subsidies above a
set interest rate were replaced by a programme targeting multiple-family housing only and
with a reduced subsidy.

The reduction of government expenditure on the reformed subsidy programme can be seen
from the table below. It should be noted that declining interest rates in the late 1990s also
contributed to the sharp reduction in government expenditure on the programme.

Government expenditure - interest-rate subsidies for housing

Year 199296 | 1997 1998 1999 2000 2001 2002
(average)

Subsidy (in| 31.1 | 20.8 11.1 7.4 4%4 2.210 1.91°

SEK billion)

Source: Ministry of Finance.

The current programme offers a government contribution of 30% towards the "estimated"
interest-rate costs for the construction or conversion and modernisation of multiple-family
housing. The recipient of the subsidy is the registered owner of the property and may be a
private individual, a company, a housing association or some other legal entity.

Subsidy payments according to the above formula are made in perpetuity and regardless of
how the project has been financ&d.

= Interest-rate subsidies for export credits have effectively been phased out as the consensus rates agreed

within the OECD for export credits now equal market rates.

24 Forecast.
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B. Operational aspects

The Swedish Board of Housing, Building and Planning (Boverket), a central government

agency, has overall responsibility for implementing the programme, which is administered
mainly by the regional authorities (lansstyrelserna). Boverket issues regulations concerning
the implementation of the programme, provides information and offers training on how to

implement the programme to the regional authoritfel.also serves as the highest instance

for appeals.

In its supervisory role, Boverket ensures on an ongoing basis that the regional authorities
implement the programme according to the relevant legislation and according to its
instructions. For internal control purposes, both Boverket and the regional authorities conduct
their own internal audit units and, as government bodies, they are also subject to regular
audits of their activities by the National Audit Office. Boverket’s internal auditors also
regularly visit the regional authorities in order to conduct detailed checks on the
administration of the programme.

Prime responsibility for ensuring that the rules are being applied falls to the regional
authorities, which vet and approve applications and authorise subsidy payments. The risks of
irregularities in connection with the programme are limited thanks to a few basic controls
built into the programme:

— The basis on which subsidies are calculated is determined by reference to standardised
construction costs specified in the regulations governing the progréfmme.

— Subsidy applications have to include a construction plan and a building permit. This
ensures that approval is given only to projects that comply with the rules of the
programme.

— A check by independent inspectors approved and authorised by the regional authorities that
the building work has been carried out according to plan is undertaken before the subsidy
is paid out.

An indication of the cost of administering the programme is given in a study of policies in the
housing sectéf undertaken in 1996. During 1994/95 Boverket's administration of the
interest-rate subsidies cost some SEK 56 million, of which SEK 30 million concerned EDP
systems and postage. At regional level it was estimated that the regional authorities spent a
further SEK 58 million. During 1994/95 the number of subsidy recipients totalled 273 000
and the number of payments exceeded 1 000 000. Together, the administrative costs
amounted to around 0.35% of total subsidies paid in 1994/95.

C. Evaluation

There is no mechanism in place for evaluating the programme. As part of its ongoing review
of overall policies in the housing sector, the government may, of course, initiate an evaluation
or study of the programme as it sees fit.

25
26
27

Certain exceptions to this rule exist for housing associations.

With the exception of payment execution, which is handled by Boverket.

In the case of conversions/modernisations, where the subsidies are calculated on the basis of actual
costs, the beneficiary has to select the lowest of three independent estimates. This is also verified by the
regional authorities' experts.

28 SOU 1996:156.
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The National Board of Auditors, which is the highest audit body in Sweden, may, in addition

to its annual audits of government activities, undertake "specific performance audits". To
date, no such audit has been undertaken with regard to the interest-rate subsidy programme in
the housing sector.

7.6. United Kingdom
A. Description

No interest-rate subsidy programmes are currently being operated by the UK government. The
last such programme was the Small Business Loan Scheme (SBLS) in Scotland. It was
launched in November 1994 as a two-year pilot project but was subsequently extended for a
third year.

The programme was developed by Scottish Enterprise (a non-departmental government
agency responsible for economic development in Scotland), Highlands and Islands
Enterprises (which subsequently withdrew) and four Scottish clearing banks with a view to

providing a source of stable, long-term finance for new and expanding businesses. The
scheme was approved by the Board of Scottish Enterprise and the Treasury.

Under the scheme SMEs could obtain loans with a capped interest rate through the
participating banks. The interest-rate cap was set in relation to the Bank of England base rate
plus one percentage point at the time the loan was made. Each bank would add its own credit
margin as normal, in order to maintain competitiveness between banks in lending to
customers. SMEs would therefore have access to medium- and long-term loans and interest
rates could rise by only one percentage point above the rate applicable at the outset. Should
interest rates rise any further, Scottish Enterprise rather than the SMEs themselves would
cover the additional loan interest payable to the banks. The scheme was therefore intended to
give companies an element of certainty in terms of knowing the maximum payment required,
while at the same time allowing them to benefit from any reductions in interest rates over the
loan period.

The programme applied only to SMEs and for loans of between UKL 20,000 and UKL
500,000000 with terms of up to seven years. Certain eligibility restrictions with regard to the
sector in which the applicant SME operated and to the use of loan proceeds were built into the
programme. In volume terms, the SBLS was a relatively small programme. Towards the end
of the programm@ 264 loans had been taken out. The total value of those loans was around
UKL 44 million, with the cost of the caps purchased (i.e. the subsidy element) totalling some
UKL 2.4 million.

B. Operational aspects

While the overall management of the SBLS was undertaken centrally by Scottish Enterprise,
its network of local enterprise companies and the participating banks played an important role
in the operation and delivery of the scheme. All three parties were involved in vetting
applications. Scottish Enterprise and the local enterprise companies focused on assessing
eligibility, while the banks assessed the viability of proposals.

29 That is to say, November 1997, when a report "Evaluation of the Small Business Loan Scheme" was

compiled by DTZ Pieda Consultants.
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In general terms, companies entered the SBLS "system" through contact with their own
banks. The banks appraised the project on a standard commercial basis. If SBLS seemed an
appropriate funding route, then the bank would begin to process the company’s application.
The application would then be passed to the relevant local enterprise company for an
assessment of eligibility. Once the application was "accredited" by Scottish Enterprise, the
loan finance agreement was finalised and the company joined the programme.

Scottish Enterprise had access rights to the firms which joined the programme in order to
collect information and access accounts and business plans relating to the SBLS loan. The
banks monitored the ongoing progress of the loans, reporting as required to Scottish
Enterprise, which undertook its own monitoring and analysis of the scheme.

C. Evaluation

In November 1997 an evaluation of the SBLS was undertaken by an outside constftancy.
With regard to management and delivery, the consultants reported that they were impressed
with the day-to-day management and administration of the scheme by Scottish Enterprise.
The scheme was said to be very tightly controlled and an excellent database monitoring cap
activity had been developed as well as good communication channels and arrangements with
the banks. However, some of the banks considered the level of administration required for cap
"repayments” burdensome. Control aspects of the SBLS were not assessed in the study.

The study’s overall conclusions concerning the scheme were as follows:

» The SBLS had attempted to address a genuine problem of medium/long-term finance for
SMEs. However the main issues of market failure did not lay with the banks but were
related to the perceptions, attitudes and knowledge of small firms.

» The SBLS was too blunt an instrument to tackle that problem effectively. A high
proportion of assisted cases were not additional and there was a need to minimise
deadweight assistance through improved targeting, marketing and screening. In addition,
there may have been room for closer integration with the business development activities
of the local enterprise companies — it was a question not just of selling the scheme but also
of working with companies to improve their financial and business performance.

* Itis sensible and practical that efforts to encourage small firms to make more effective use
of finance should operate through the commercial lenders. However, it is essential that
future initiatives are targeted effectively on small firms with little experience of finance.
Some form of incentive to use loan finance may be necessary and the cap may be an
effective instrument in this regard. However, this is essentially a matter of expediency and
there is no specific market failure which calls for the subsidisation of capped loans per se.

The Small Business Loan Scheme in Scotland was not extended after 1997 and no other
scheme is currently planned to replace it.

30 "Evaluation of the Small Business Loan Scheme", a report by DTZ Pieda Consulting, November 1997.
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8. ANNEX IV: THE USE OF SUBSIDIES IN THE CONTEXT OF EU POLICIES
WITH SPECIAL REFERENCE TO SOFT LOANS: THEORETICAL
CONSIDERATIONS

8.1. Introduction

At first sight, the issue of recourse to soft loans instead of other forms of subsidy gives rise to
two contradictory interpretations. The first maintains that different forms of subsidy are
essentially equivalent in their effect as regards a similar objective, while the second maintains
that each instrument should have a single objective because an instrument’s characteristics,
and hence its suitability for a given objective, vary. This annex attempts to demonstrate that
this contradiction is apparent rather than real.

When examining the suitability of recourse to soft loans compared with other types of
subsidy, three different levels of analysis need to be borne in mind. At the most general level,
the issue of recourse to subsidies as an instrument of economic policy has to be addressed. In
particular, the different types of justification for providing subsidies may have an impact on
the choice of instrument. At an intermediate level, the appropriateness of a given instrument
can be evaluated only in the context of the specific individual project. In turn, this requires
that the type of expenditure eligible for subsidy and the different possibilities for financing
such expenditure by the recipient be known. Finally, each instrument will have its own
advantages and drawbacks at the implementation stage when viewed from the point of view
of the public authorities, any intermediary responsible for administering the scheme and the
recipient.

The conclusion reached is that it is not possible on theoretical grounds either to condone or to
reject the use of soft loans as an instrument for subsidising economic activity. In particular
there is no single instrument that can replace soft loans in all circumstances. If certain
developments point to less use of this instrument in the future, this should not be taken to
mean that it would ever be inappropriate to have recourse to soft loans.

8.2. On the use of subsidies in general

Soft loans (more properly, interest-rate subsidies) are a form of subsidy and must be treated as
such. It follows that they are subject to the same general considerations as other subsidies.
The subsidy element on the loan is the difference in price that the borrower would pay to a
commercial lender in the absence of subsidy and the price actually paid. This will usually be
expressed as a reduction in the rate of interest paid.

From a macro-economic point of view, public subsidies to enterprises should be treated as
transfers. Accounting for over 2% of GDP in the EU as whole, they are far from negligible
although they represent only a tenth of public transfers to households. Certain characteristics
of subsidies make them particularly harmful from the point of view of economic efficiency.
The most harmful effects concern their impact on resource allocation and on competition
between enterprises.

At the highest level of abstraction, it can be argued that all taxes are levied directly or
indirectly on the market economy in the terminology of European national income accounts.
The market economy is composed essentially of enterprises, public or private, whether for
profit or not for profit (such as producer cooperatives and mutuals). Since enterprises are both
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the source of the means to provide subsidies and the recipients of subsidies themselves,
transfers to enterprises should properly be seen therefore as transfers between enterprises via
the tax system. Because this exercise is essentially non-transparent, the potential for
misallocation of resources and unforeseen side effects is rather high. Little information on the
whole cycle of taxation and subsidisation is available but it can be conjectured that the
direction of transfer is most likely to be from small and medium-sized enterprises to large
ones by virtue of the superior organisational possibilities and greater access to
decision-makers enjoyed by large enterprises.

A number of other objections to recourse to subsidies may be mentioned. They raise public
expenditure and therefore either the level of taxation or public deficits, both of which can
have a negative effect on growth. They distort market signals particularly in periods of high
inflation, when restrictive monetary policies are often required in order to achieve
macro-economic stability. As such, they may undermine the effectiveness of general
instruments of economic policy.

From the point of view of EU integration, the principal concern with regard to the harmful
effect of subsidies for enterprises has always been a concern with competition, particularly
with regard to their effect on trade between Member States. For this reason, such subsidies are
in principle prohibited where they are likely to affect intra-EU trade. Since the state aid
provisions of the Treaty apply to subsidies provided by Member States, it may be objected
that the subsidies provided by the EU, which are the subject of this report, are not affected by
competition considerations. However, this would ignore the need for coherence between the
actions undertaken by the EU and those undertaken by Member States.

A number of texts indeed make this point, e.g. the Commission communication to the
Member States on the links between regional and competition policy “Reinforcing
concentration and mutual consistenéy'The linkage between EU and national subsidies is
explicitly made in other areas, such as the Community framework for state aid for research
and development (point 1.3).The guidelines on aid for SMEs go further; see point 4.2.1,
where they state that “The aid ceiling will apply regardless of whether the aid is provided
entirely from domestic sources or is part-financed by the Community from the Structural
Funds, and more especially the European Regional Development Fund (ERDfe)itectly,

this places a limit on the aid intensity also of EU subsidies. The basic Structural Funds
Regulation 1260/1999 requires that “operations financed by the Funds or receiving assistance
from the EIB or from another financial instrument shall be in conformity with the provisions
of the Treaty, with instruments adopted under it and with Community policies and actions,
including the rules on competition, on the award of public contracts, on environmental
protection and improvement and on the elimination of inequalities and the promotion of
equality between men and women.”

In practice, the corpus of legislation, decisions and practice of EU policy with regard to state
aid provides a sound basis also for evaluating the pertinence of recourse to subsidies at EU
level®* Indeed, to ignore this aspect by applying different criteria or giving differing
justifications for similar types of subsidy at EU level to those applied by EU competition

81 0J C 90, 26.3.1998, p. 3.
32 0J C 45, 17.2.1996, p. 5.
33 0J C 213, 25.7.1996, p. 4.

3 For the purposes of this annex, the terms “state aid” and “subsidies” will be used interchangeably, even

though certain subsidies which do not affect intra-EU trade, such as subsidies for local services, are not
considered as state aid under the EU’s competition policy.
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policy at national level might justifiably be criticised on the grounds of consistency and
equality of treatment between the actions undertaken by differing levels of authority.

As a general rule, subsidies find their justification as a means of compensating for an
externality that market forces are unable to integrate into the final end-user price for a product
in the normal operation of competition or for resolving another market failure. Such general
considerations must be applied on a category-specific basis if they are to be operational. For
the purposes of this annex, a number of the EU provisions governing state aid are relevant,
particularly the horizontal frameworks or guidelines for research and development,
environmental protection, small and medium-sized enterprises, employment and training as
well as the notice applying to state aid in the form of guarantees, the guidelines on national
regional aid and the multisectoral framework on regional aid for large investment prijects.
They illustrate why, although in principle not an efficient instrument of economic policy,
subsidies to enterprises may be justified in particular instances.

A second, more practical consideration with regard to subsidies relates to the distinction
between subsidies and public investment, which is not always easy to make. This concerns
certain forms of investment in infrastructure (which may be financed, built or operated on
either a public or a private basis) but more particularly intangible investment. Here, certain
expenditures may be denominated as public investment or even consumption, but an
equivalent result may be obtained through providing subsidies to enterprises. A typical
example concerns training where vocational training may take place in publicly financed and
operated establishments or in enterprises with public financing. In the first case, the
expenditure would not normally be considered as a subsidy, but in the second it would fall
within the remit of the appropriate Commission framework on state aids for training. In such
cases, the decision by public authorities to provide a service directly or through subsidies to
enterprises may be based essentially on criteria of efficiency of supply

Of course, the fact that Member States are authorised under certain conditions to provide
subsidies to enterprises does not oblige the EU to follow them. Indeed, in view of the
persistently high level of such subsidies and the desire to reduce them, it would be preferable
for the Commission to set an example by having only sparing recourse to subsidies in its own
policies. Many areas remain outside the EU's remit or fall within it only to a limited extent. In
such cases, it would be quite normal for the Commission to refrain from proposing subsidies
even though Member States are providing them. It would also be legitimate for the EU to
refrain from subsidisation where the necessary results were already being achieved by action
by or within Member States.

Nevertheless, there are certain cases in which the Commission could be led to provide
subsidies, even where Member States either do not or cannot provide them. One of these cases
concerns infrastructure where the major beneficiary or beneficiaries were situated mainly or
partly in other Member States. The Member State in whose territory the infrastructure was
located might decide that the use made of the infrastructure by its own citizens or enterprises
did not warrant the public expenditure involved. In this case, an EU subsidy could be justified

in order for the wider benefit to be felt. It represents in a sense a particular form of externality
based on the fact that users and administrative territories do not coincide. Article 87(3)(b)
EEC (previously Article 92) implicitly provides for this case where it permits aid for
promoting the implementation of an important project of European interest. If subsidies

% The guidelines on state aid for environmental protection are particularly useful for the analysis of

externalities, and the framework on training aid for the analysis of other market failures.
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provided by Member States for such a project are admissible, it should follow a fortiori that
EU subsidies for such projects also represent a valid case for intervention. Trans-European
networks constitute a typical applicatidh.

The Treaties have also placed on the EU specific responsibilities in certain areas, such as
economic and social cohesion, which may require recourse to subsidies. These may
complement the efforts of Member States or may, in certain circumstances, be required
independently of them, particularly where the application of the additionality principle would
place an undue burden on the public finances of a Member State. Similar considerations apply
to extra-EU interventions, e.g. in the field of development policy with the European
Development Fund or for specific interventions linked to foreign and security policy, as in the
Balkans. To the extent that it is more efficient for the EU to act with one voice and to avoid
dispersal of resources ("saupoudrage"), recourse to subsidies at EU level without recourse to
complementary sources from Member States may well be justified in certain cases.

Even where the major responsibility in a policy area lies with Member States, there can be
aspects which either are not covered by national schemes or are better dealt with by EU
subsidies. For instance, aid for the internationalisation of small enterprises, particularly
through industrial cooperation, is better organised at EU level because, by definition, the
matching of partners requires the participation of more than one country. Using a multilateral
framework in this context provides significant efficiency gains over a bilateral approach
between pairs of Member States, although there is still a question about the efficiency of any
aid for such activities.

Just as there are cases for which subsidies to enterprises are justified and permissible under

EU state aid rules, so there are cases where the EU needs to have recourse to such subsidies.
The same theoretical considerations that are applied to state aids can by and large also be

applied to the EU’s own measures.

8.3. On the equivalence of different forms of subsidy

Probably the most common confusion that arises with regard to soft loans concerns their
particular usefulness, or lack of usefulness, compared with other form of subsidies.

Sometimes soft loans are endowed with almost mystical capacities in the financial field, while

at other times they are reviled. In practice, soft loans are a form of subsidy with similar effects

to other forms.

The essential equivalence of soft loans and direct grants is the easiest to demonstrate. Loan
guarantees and tax incentives are more difficult to compare directly, but it is always possible
to reduce a subsidy system to a single figure by replying to the question “what is it worth to
the recipient?®’

Take a simple example, that of a fixed investment in plant and equipment. An enterprise may
finance this from its own resources as reinvested earnings, may take a loan or may raise new

3 Another example of trans-national externalities is provided for by the guidelines on environmental

protection, which state in point 3.7 that “Aid to promote the execution of important projects of common
European interest which are an environmental priority and will often have beneficial effects beyond the
frontiers of the Member State or States concerned can be authorized under the exemption provided for
in Article 92 (3)(b) of the EC Treaty.”

In any substantial company this is the question that the finance director will pose before deciding
whether to take up the possibility offered. In a smaller company it will be the CEO, or more often the
company’s accountant, that will reply to the question.

37
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equity either on external markets or in the form of private equity. Since it is relatively rare to
raise new equity for the purpose of financing fixed investment, the main choice will be
between taking a loan or financing from own resources. Where a subsidy is provided in the
form of a direct grant, the need for external finance is diminished by an equivalent amount.
Any loan taken out will bear a full rate of interest on a diminished principal. In the case of a
soft loan, the full principal is charged, but the interest repayments are reduced. Any difference
between the forms of subsidy therefore concerns the timing of the cash flows associated with
the repayment of the loan. Since the value of money diminishes over time, a subsidy in the
form of interest paid in the future will be less valuable than a cash sum allotted at the outset.
In order to calculate the worth of the two possibilities, a finance director will discount any
interest-rate subsidies to find their net present value. Any soft loan can therefore be compared
to a direct grant. It also follows that, for any specified loan, there will be some interest-rate
subsidy that is equivalent to a given direct grant.

It will be immediately apparent that the rationale and steps indicated above are those applied
over many years by the Commission in the context of its evaluation of state aid. Any given
state aid is reduced through appropriate calculations to either a gross (before tax) or net (after
tax) grant equivalent. Similar levels of subsidy are deemed to have similar effects on
competition and therefore to be equivalent for the purposes of competition pbi@srtain
countries, in particular the UK, have traditionally used direct grants as the main form of
subsidy, while others have relied mainly on soft loans. However, Member States typically use
a combination of different instruments, albeit in different proportions.

In passing, it may be mentioned that, as with any net present value calculation, one of the
most difficult choices to be made is that of the discount rate. Choice of discount rate is
particularly important because it significantly affects the outcome of the calculation. The
Commission usually, but not always, sets discount rates to be applied in state aid cases as the
five-year interbank swap rate in the relevant currency plus a premium (which may vary
between Member States). The use of a single rate has advantages in terms of transparency and
ease of administration. Since projects and enterprises have different risk characteristics, it is
not evident that a single rate can adequately capture the true net present value of a soft loan
compared with a direct grant. It merely indicates that, although equivalence between the effect
of different instruments may be true in theory, there are problems in applying the principle in
practice. These problems have not prevented policies on state aid from developing and being
applied on a daily basis.

Since the Council, in its report to Coreper on the special report of the Court of Auditors on
interest-rate subsidies, specifically draws attention to the availability of “other, possibly more
efficient, financial instruments, such as loan guarantees”, Commission treatment of such
guarantees under competition policy is also of interest. In particular, it can help elucidate
major differences between instruments. The Commission notice on the application of Articles
87 and 88 of the EC Treaty to state aid in the form of guarantees sets out the procedure to be
followed.

Not all guarantees constitute state aid. A number of conditions must be met for guarantees not
to be considered as aid. A key provision requires that the market price for a guarantee be paid.
In the case of guarantee schemes, the premiums must cover both the normal risks associated

38 The steps taken by the Commission to calculate net grant equivalents for a capital grant or a subsidised

loan are set out in Annex 1: Net grant equivalent of investment aid to the “Guidelines on national
regional aid”.
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with granting the guarantee and the administrative costs of the scheme, including a return on
any initial capital provided. Two main methods are used to calculate the amount of subsidy
attached to a guarantee. The first covers the difference between the market rate on a loan and
the rate obtained thanks to the guarantee after any premiums have been deducted. The
guarantee can then be likened to a soft loan. The second covers the difference between the
risk-adjusted sum guaranteed and the appropriate premium for such a sum. The second of the
two methods already indicates that risk constitutes the problem that guarantees are intended to
address. Although risk constitutes an element in any financing decision, soft loans and direct
grants are more directed towards solving problems of cost or availability than risk. It suggests
that for different types of problem there can be different instruments, even when the net grant
equivalent of the subsidy is the same.

8.4. On the suitability of different instruments for one and the same objective

The doctrine according to which each financial instrument has its own characteristics and
each objective to be met will have an optimum financial instrument is well anchored in
Commission thinking. At an abstract level, it is necessary to define clearly the public policy
objective to be met, especially whether an externality or market failure is the cause of the
problem, the characteristics of the action to be undertaken and the type of recipient of the
subsidy. For any given profile of problem-action-recipient, instruments that are close
substitutes will usually give a range of acceptable outcomes. The decision to use one or other
of them will then depend on other characteristics of the instruments such as their ease of
deployment or the degree to which they can be adequately monitored for abuse. To the extent
that instruments are not close substitutes, it can be expected that one or other instrument will
be appropriate and the others inappropriate to the task in hand, unless several are required
jointly in order to meet the policy objective.

In the case of a large infrastructure project, e.g. a transport link with pan-European
implications, there can be several possible outcomes. Certain projects require very large
outlays of capital for returns far in the future and of a very uncertain nature. In this case the
problem to be addressed is risk which cannot be adequately evaluated by the market, either by
the enterprise wishing to execute the project or by the financial intermediaries wishing to
invest in it>® The Channel Tunnel was an example of how difficult it is to assess and price
risk adequately in such cases. The difficulties it encountered and the losses borne by
shareholders may make it difficult for similar projects in future to find financing on a purely
commercial basis. Faced with this situation, the public authorities could either decide to build
and finance the link themselves, thereby assuming all of the risk and the necessary finance, or
provide a guarantee such that the risk became manageable for commercial operators and
markets. In such a case, soft loans or direct grants would not be an appropriate instrument
because the problem concerns incalculable risks rather than weak profitability.

The case of a transport link that relieves congestion and/or reduces pollution constitutes an
entirely different type of problem. Here, we are faced with one or more externalities rather
than a market failure. In the case of congestion, the cost appears in terms of time taken to
travel to destination, more accidents and higher pollution. This cost is not or only partially
borne by the owners and operators of the current infrastructure. In the case of commercial

39 It is necessary to distinguish unpredictability from duration. Not all infrastructure projects, even those

with very long pay-off periods, encounter problems of financing. Typically, power stations display very
stable returns over a long period and do not encounter any problems of financing when operated on a
commercial basis. However, the uncertainty surrounding decommissioning costs of nuclear power
stations may inject a sufficient degree of unpredictability to jeopardise their commercial viability.
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exploitation (e.g. of a motorway or rail link), only part of the benefit to society can be
recuperated by the end user. In this case, infrastructure provision may be suboptimal for
society.

As with any externality, the provision of a subsidy may be justified when for any reason it is
not possible to reflect adequately the value of the externality in the end-user price (e.g. by
levying taxes on emissions). However, the level of subsidy should be calculated according to
the value of the externality rather than in order to ensure that any particular project becomes
commercially viable. In principle, the projects with the highest return in terms of increasing a
positive externality or reducing a negative one should be subsidised. An infrastructure project
to which externalities are attached should be undertaken if the commercial value of the project
plus the subsidy equivalent to the value of the externality is sufficient to ensure commercial
viability. The value of the subsidy should not be calculated as the difference between the total
cost of a project and that which a commercial promoter would be willing to pay. In such a
case, the cost in subsidy might well outweigh the value of the externality.

In terms of the financial instrument to be used to meet the problem of an externality, it is clear
that it is the cost of the project rather than its risk characteristics which is being addressed.
Both soft loans and direct grants reduce the cost to the promoter and, since both are close
substitutes, either could be used. It would be unlikely for a loan guarantee to be an appropriate
instrument in this case.

Aid to small and medium-sized enterprises (SMESs) represents a second typical case for which
subsidies are often provided. Under point 1.2 of the Community guidelines:

“SMEs suffer from a number of handicaps that can slow down their development.
One of the main handicaps is the difficulty in obtaining capital and credit, the chief
causes of which are imperfect information, the risky nature of financial markets and
the limited guarantees that SMEs are in a position to offer; SMESs' limited resources
also restrict their access to information, notably regarding new technology and
potential markets. The introduction of new regulatory arrangements often entails
higher costs for SMEs. The imperfections in the market which limit the socially

desirable development of SMEs justify the favourable consideration which the
Commission has traditionally been prepared to give to state aid to SMEs, provided
that such aid does not affect trade to a disproportionate extent relative to the
contribution it makes to the achievement of Community objectives allowed by

Article 92(3). The Community has in fact itself been implementing an action

programme for SMEs.”

The objective identified here is to remedy a market failure or failures leading to
insufficiencies in a number of areas, each of which could be the subject of one or more
actions. When a decision is taken on the choice of financial instrument for the provision of
subsidies, risk and limited resources will be key considerations. The recipients obviously are
small and medium-sized enterprises and the Community dimension of the problem is
acknowledged.

When it is the intention to provide subsidies to remedy a market failure with regard to the
provision of financing for SMESs, it is necessary to establish properly the specific financing
needs that are currently either not being provided or being provided only inadequately. This
implies a good knowledge of SMES' specific financial structures and needs. Since corporate
finance texts and business school classes deal mainly with the financing of large firms, there
is a dearth of easily accessible information on this. A study for DG ECFIN which makes a
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comparison between the financial structure of SMEs versus large enterprise using the BACH
databank helps to fill a ga}f. As is well known, SMEs have little access to external markets
either for equity or for loans (corporate bonds). In spite of this, debt/equity ratios and the
degree of leverage for SMEs are quite similar to those of large enterprises. Since the report
does not distinguish between different sources of equity, the amount of self-financing through
reinvested earnings compared with outside sources of equity is not available. However, as
mentioned above, this distinction is not significant for most investment decisions. By placing
SMEs in a more dependent relationship with banks, the lack of access to bond financing could
be of greater significance in terms of the market failure to be remedied.

One of the most important findings of the report concerns the much lower capital intensity of
SMEs and their much higher share of working capital in total capital. SMEs rely on flexibility

to respond to market signals quickly. Most subsidy schemes relate either to investment in
fixed assets — whether tangible or intangible in the form of patent rights, licences, know-how
or unpatented technical knowledge - or to specific aids for meeting a shortfall in specific areas
such as recourse to consultancy schemes. Since working capital does not give rise to a fixed
asset, no provision is made for it by the Community guidelines and operating aid is
specifically excluded. In practice, a significant area for SME financing for which loans are the
overall source, and hence the possibility of providing soft loans appear to fall outside the
scope of existing Member State and indeed EU schéfmes.

Concerning recourse to loan guarantees or soft loans for those categories of SME investment
that are eligible for subsidy, the appropriateness of one or other instrument depends again on
the specific market failure to be addressed. Assessing the degree of riskiness of a loan for an
SME may be difficult even for an established financial intermediary such as a bank. High
turnover among SMEs may mean that there is an insufficiently long period of operation to
judge the financial health of an enterprise. The large number of firms in very specific market
niches, particularly in service industries, means that specialist knowledge of the conditions for
success on these markets will often be lacking within commercial lenders. Success in the
market may, in any case, depend more on the individual capacities of the SME manager than
on any objectively verifiable criteria on which, for instance, a credit rating can be made. The
attendant difficulty of accurately pricing a loan can lead a bank to withhold credit, especially
when the collateral offered is insufficient. In this instance, guarantee schemes which diversify
risk among a large number of SMEs appear the most appropriate financial instrument. They
address the failure to obtain credit at any (or almost any price) rather than the high cost of
credit. In a sense, they can be seen as a response to a particular form of credit rafioning.

There are a wide range of loan guarantee schemes for SMEs currently in operation within
Member States. For instance, the "banques populaires” in France operate a scheme whereby
potential borrowers in the craft sector are interviewed by other craftsmen to determine
whether their professional capacities make them a good or bad credit risk (peer review). Once
their professional capacities have been assessed, the borrower has access to a guarantee
scheme for which a premium must be paid. Such a system acts to solve the risk evaluation
problem both by injecting specialist knowledge into the loan application system and by
diversifying risk. In principle, the subsidy element is absent, so there is no market failure.
However, since the French Government provides soft loans to the "banque populaires” for

40 I.D.H.E. Final Report by Dorothée Rivaud-Danset et al, June 1998.

a There is an exception in the case of agriculture.

42 There are other forms of credit rationing, e.g. those stemming from inadequate balance-sheet resources,
by lending institutions that cannot be dealt with through guarantee schemes.
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craftsmen and since the lender obliges the recipients of these loans to participate in the
guarantee scheme, it can be said that there is an indirect subsidy element. The scheme also
illustrates how soft loans and guarantee schemes can be complementary.

Other Member States, such as Germany, Italy and Spain, operate guarantee schemes where, in
principle, the premiums cover the full cost of operation but where there is a public guarantee

in the case of particularly distressed conditions either because of a crisis in an individual
sector or because of a particularly severe business downturn which could generate large
numbers of bankruptcies if borrowers were forced to default. Such schemes inevitably imply a
subsidy element of imprecise nature. Nevertheless, they may be very efficient at remedying
the market failure outlined above.

Soft loans to SMEs, whether or not in conjunction with loan guarantee schemes, can be
valuable where the cost rather than the availability of capital is an issue. This applies where
economically or socially desirable investment is forgone because of the incapacity of SMEs to
obtain finance on sufficiently favourable terms. Weak bargaining power with regard to banks,
the lack of a competitive alternative to banks in the form of the bond market and a higher risk
of default means that loans to SMEs are generally more expensive than those for large
enterprises, sometimes substantially so. Since SMEs are less capital-intensive and more
labour-intensive than large enterprises, subsidies for their investment needs may be justified
in periods of severe employment shortfall.

The value of subsidising investment changes over time along with the situation of financial
markets. During a period of low interest rates and low inflation, the need for public subsidies
for investment may decline, particularly if profits are growing steadily and the self-financing
capacity of enterprises is improving. However, low nominal interest rates do not necessarily
lead to low real interest rates. On the grounds that real interest rates should determine
investment behaviour, there may still be some justification for maintaining investment
subsidies such as soft loans even when nominal interest rates are low. Figs. 1, 2 and 3
illustrate movements in nominal long-term interest rates on government bonds and real
interest rates (nominal rates adjusted ex post for inflation) for a sample of countries over the
past decad& The first impression is, to say the least, hazy. For instance, in Japan the
relationship between nominal and real interest rates appears to be downwards sloping while in
the UK it is upwards and then downwards sloping; in the US there is no discernible pattern in
the relationship. On closer inspection, it would appear that in Europe there is some sort of
pattern to the relationship but that this pattern varies in timing from one country to another.
Generally speaking, at the beginning of the disinflationary cycle real interest rates fall but
then rise as inflation falls faster than interest rates. They then resume their downward path
until reaching a minimum around which there is some stability. In certain cases, such as Italy,
real interest rates rose at the beginning rather than towards the middle of the disinflationary
cycle.

Certainly, it would be difficult to adjust public subsidy schemes in line with changes in real

interest rates, particularly since such adjustments would have to be based on inflationary
expectations rather than realised outcomes. The best that could be hoped for would be that
schemes are able to move in line with a relatively steady-state situation. If, as now appears to
be the case, there is some stability in low real interest rates, then it becomes possible to adjust

43 It is not suggested that this provides an adequate proxy for the actual financing conditions of SMEs. It is

intended only as an indication of the overall relationship in an economy between nominal and real
interest rates.
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aid schemes and intensities in line with changed economic situations. An era of abundant and
cheap capital clearly does not call for the same level of subsidies as one of scarce and
expensive capital. Therefore, investment subsidies for enterprises in the form of soft loans
may have become a less appropriate instrument than previously. In specific instances, either
where capital remains expensive or where there is a need for particularly significant
incentives (usually associated with an important externality), soft loans may still be
appropriate. ldentical considerations apply to close substitutes for interest-rate subsidies, such
as direct investment grants. They clearly apply only to the EU and cannot be extended, e.g. to
developing countries and the European Development Fund.

Developments in the “new economy” and the greatly enhanced importance of intangibles also
presage a change in the financial needs of enterprises and thus in the suitability of soft loans
as an instrument of economic policy. Much of the expenditure on intangibles takes place on a
regular rather than discrete basis and is treated as an operating cost rather than a balance-sheet
asset. As such, traditional forms of subsidy as a percentage of a fixed investment may become
less relevant in the future. Instruments such as soft loans either will have to be adjusted to
take this development into consideration or are likely to decline in importance.

For the limited number of firms with high growth potential, often but not exclusively in
high-technology industries, a lack of seed and start-up capital has been identified as a major
problem. The Commission has already proposed action at both EU and Member State level to
address this matter. The general approach is to improve the functioning of financial markets
rather than subsidisation. To the extent that recourse to public subsidies might be justified, it
would probably be required in the form of equity injections rather than loans. However, once
such firms enter into the high-growth phase (so-called gazelles), the need for all kinds of
finance grows very rapidly. Cash-flow problems are often encountered in this phase because
revenues are growing more slowly than investment. In order to ease cash-flow constraints,
soft loans concentrated in the early phase of the repayment period may have a role to play.

When reviewing the future of an instrument such as soft loans, possible developments in the
financial environment and institutions for potential recipients must be acknowledged. SMEs
face a number of potentially contradictory developments as regards their access to finance. On
the one hand, they are becoming a much more significant part of the customer base for banks.
Major companies are now able to raise finance more cheaply on bond markets than they can
borrow from banks and in many cases more cheaply than banks themselves can borrow on the
market. As a result, the borrowing and lending activity of banks has been heavily curtailed,
leaving them with rather unprofitable business such as effecting transfers. At the same time,
consumers are no longer willing to leave large sums unremunerated in their bank accounts. In
order to attract such savings, banks are increasingly required to pay market rates of interest.
SMEs represent the last major source of potentially profitable business from conventional
lending activities. Banks themselves are also facing much greater competition, both from
other banks and from non-banks. All these developments point to a lowering in the cost of
finance for SMEs.

On the other hand, the cost of capital to banks is rising because of capital adequacy provisions
and the desire of retail customers for remuneration for their savings. Very heavy investment in
information technology and the infrastructure for processing financial flows must be repaid. If
SMEs remain the principal source of profitable business for banks, a larger element of the
cost base must fall on them. This points to higher financing costs for SMEs.
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8.5. On the implementation of soft loans

A major part of the criticism of the Court of Auditors echoed by the Council concerns the
implementation of soft loans by the Commission or by agents appointed by the Commission
to manage them, such as the European Investment Bank. In its report to Coreper, the General
Secretariat of the Council even goes so far as to state that:

“...several delegations questioned more generally whether interest-rate subsidies are
still justified in the light of experience taking into account in particular the cost of
effective control measures...”

Several types of criticism are levelled against soft loans including the cost of administration,
the uncertainty as to whether the borrower receives the subsidy or whether the financial
intermediary pockets all or part of it, a lack of transparency in the choice of intermediary and
the possibility of distortion of competition between financial institutions and the assertion that
the investment financed by a soft loan would have taken place even without the subsidy.
Some of these criticisms are justified but apply to subsidy schemes in general, others are
inherent in the soft loan instrument but are offset, wholly or partly, by other advantages while
still others appear to have little merit or to be based on a misconception.

Soft loan schemes typically target a very wide audience, with many recipients for relatively
small amounts. Such schemes are expensive to administer. The same is true of direct grants
and other instruments with a comparable impact. Because soft loans are, as a general rule,
administered by commercial firms, these require their costs to be covered in some form or
other (either through a fee for administration or in the form of the difference between the
interest subsidy received and that provided to the borrower). The cost of administration is
reduced by the incentive that any commercial firm has to reduce costs in order to maximise
profits and by the fact that the infrastructure for providing loans is already place and does not
have to be remunerated by the soft loan scheme or at least not remunerated in full. In the case
of an alternative to soft loans administered by the public authorities themselves such as direct
grant schemes, the cost of administration is not transparent and rarely, if ever, calculated.
Experience with the privatisation of public enterprises and the outsourcing of public services
demonstrates that cost savings in the field of administration are huge. It defies belief that the
cost of administering soft loan schemes is higher than, for instance, that associated with direct
grants.

It is true that under soft loan schemes it is difficult to ensure that the borrower and ultimate
recipient receives the full benefit of the subsidy. This is in part because of the administrative
costs mentioned but mainly because of the oligopolistic structure of the banking industry and
asymmetric information on the part of the borrower and the lender. This represents a very
serious drawback because the high price of borrowing constitutes one of the essential reasons
why public authorities provide soft loans. The only solution to the problem is to create a more
competitive environment for lenders. Progress in implementing the single market and the
developments in the banking industry outlined in the previous section should make banks
more eager to compete for SME business. Under competitive conditions, it would be
counterproductive for a lender to fail to pass on to the borrower the maximum benefit of a soft
loan since the borrower would then have an incentive to go elsewhere. In some cases of state
aid schemes in the form of soft loans, the Commission has insisted that the benefit be
available through all lenders for precisely this reason.

A key advantage from the point of view of public authorities that stems from recourse to soft
loans as compared with other forms of subsidy resides precisely in the expertise of banks in
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assessing the commercial viability of borrowers and their projects. As indicated in a previous
section, this expertise may be imperfect and there are occasions where it is impossible or
difficult to evaluate risk precisely. However, commercial operators whose success depends on
this ability are more likely to make a thorough and proper evaluation of a request for a loan
than public administrations are in the case of a grant. Where all risk is taken away from the
lender, a problem of moral hazard arises. For this reason, it is legitimate to limit subsidies to a
certain percentage of the total, even where there is no legal requirement to do so. In the case
of loan guarantees for example, Member States usually limit the amount guaranteed to
between 50% and 70% of the principal.

It has been the practice of the Commission, either directly or through the European
Investment Bank, to restrict access to soft loans to a limited number of institutions. This can
only diminish the amount of competition between such institutions. However, the practice can
be justified on a number of grounds. The choice of institutions is usually made by virtue of
their specific expertise in the field to be covered by the scheme (e.g. banks specialised in
lending to SMESs). Enhanced efficiency in implementing the scheme and lower administration
costs for the Commission or its agents should be treated as valid bases for restricting the
number of eligible institutions.

A large number of intermediaries make administrative control of the execution of a scheme
more difficult. However, faced with a general problem of large numbers of final beneficiaries,
recourse to intermediaries may be the only cost-effective way of supplying a service.
Particularly when speed of execution is called for, administrative control may have to be
sacrificed in order for the initial objective to be met. Taking the Edinburgh facility for SMEs
as an example, the European Council entrusted the Commission with the task of rapidly
executing a scheme to promote investment by SMEs in order to help relaunch growth in the
EU. Inevitably, only projects already in the pipeline could be financed and a considerable
degree of delegation to intermediaries was required. Any aid scheme implies a trade-off
between efficiency of execution and efficiency of control. The optimal trade-off cannot be
established in abstract or without reference to the particular characteristics of the action
involved. In particular, speed and control are likely to be contradictory.

The most difficult and controversial aspect of soft loan schemes is their degree of efficiency

in meeting the results expected. Although soft loans may be provided for a variety of reasons
and to finance a range of activities, the most common case is that of a loan to finance a fixed
investment. The criticism levelled is that the investment would have been made even in the
absence of the aid provided. Contrary to the opinion expressed by the Council, this constitutes
a general problem with subsidy schemes and is by no means restricted to soft loans.

According to corporate finance literature, the returns on an investment project should be
compared with a firm’s cost of capital to ascertain whether or not an investment should be
undertaken. All projects with a profitability greater than or equal to the cost of capital should
be financed. In theory, therefore, it should be sufficient to establish whether or not the
projected return on an investment covers the cost of capital in order to determine whether the
aid provided has been decisive in the investment decision. In practice, things are not so
simple. The cost of capital varies not only from firm to firm but also from project to project.

A large investment financed by a loan will alter the degree of leverage, which may affect
negatively a company’s credit rating. The attendant increase in the cost of capital can then
make other investments no longer worthwhile. Even on a firm-wide basis, cost-of-capital
calculations are complicated to make, particularly if the most reliable method of evaluating
equity, the capital asset pricing model (CAPM), is employed. Non-quoted firms and firms in
countries with small or illiquid stock exchanges are precluded from applying CAPM at all. A
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study undertaken for the European Commission by Coopers and Lybrand at the beginning of
the 1990s found that even large firms do not calculate their cost of capital for the purpose of
making investment decisions.

An alternative approach which appears more in line with corporate practice assumes that an
enterprise has a portfolio of possible investments at any moment in time. According to
prevailing conditions, the most profitable or the least expensive or some combination of these
two criteria will be applied and an investment carried out. The relevant variables are market
conditions, which determine the extent to which investment possibilities are present and their
profitability, the cost of finance, in particular the prevailing interest rate faced by a firm, and
internal financing possibilities. According to the pecking order theory of corporate finance,
external financial sources are a second best. In order to finance the growth of fixed assets,
managers give priority to retained earnings, then to borrowing and finally to issuing shares.
When retained earnings are high, many investments are made, even with low profitability and
conceivably even below a firm’s average cost of capital.

Under such circumstances, the question whether a specific project would have been financed
in the absence of aid becomes irrelevant. If a supplementary project were to be financed from
the portfolio of possible investments, the intention of the aid could be very well met. The
difficulty then is to establish whether all of the portfolio realised would have been undertaken
in the absence of the aid. Where there is a definable credit constraint either in total amounts
available to the firm or in a sharply rising cost curve for borrowing, it may be possible to
demonstrate that a subsidy has really led to additional investment. In many cases, this will not
be possible. Applying the pecking order theory, an investment that could be financed by
retained earnings would probably have been executed in any case, while an investment
requiring an equity injection would not have been undertaken. This leaves a considerable grey
area covered by investments for which a loan would in any case have been required.

Similar considerations apply to the lender. Although any individual loan may have been made
in the absence of a subsidy, aid which expands the total amount of loans for a given category
of investment that it is the intention of public authorities to assist can be deemed to meet the
objectives of the scheme. Where the number of potential recipients is small or market
conditions unfavourable, then the probability that the loan portfolio will have expanded is
reduced. Where the lending institution faces a limitation on the quantity of loans it can
provide, e.g. as a result of balance-sheet restrictions, or where the lender’s cost of funds is
high, then the probability that the loan portfolio has expanded as a result of the subsidy is
increased.

In the final analysis, the impact of a subsidy scheme for a given policy objective should be
seen as an empirical and not a theoretical question. It relates to the tools of evaluation that are
available and the capacity of the Commission to apply them. Systems involving public
subsidies are subject to a deadweight loss or “effet d’aubaine”. Rigorous evaluation
procedures require that such losses be calculated in a formdf waythe United States,
where evaluation methods are more developed, systematic recourse to control groups for
public aid schemes is encouraged and often mandated. Control groups are a useful tool for
evaluation, but aid recipients may not themselves be typical of firms in the economy as a
whole. It follows that differences in outcomes between recipients and the control group do not

a4 “Six steps to heaven: evaluating the impact of public policies to support small businesses in developed

economies”, David Storey, Warwick Business School Working Paper No 59, September 1998, sets out
the problems of evaluation in an area of significance for the Commission in a practical way.
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necessarily stem from the programme of aid. Closer definition of control groups by matching

on the basis of defined objective criteria (size of firm, sector, location, age of entrepreneur,

etc.) can reduce but not eliminate this problem. Very rigorous selection procedures are
required in order to take into account various forms of bias in making comparisons between
recipients and non-recipients. In the end, it is the lack of a culture of evaluation in Europe that
leads to a situation in which the effect of subsidy schemes is unknown and therefore open to
criticism on efficiency grounds.

8.6. Conclusion

Since capital in developed countries is no longer scarce and is increasingly cheap and because
of the growing importance of intangibles in the economy, it is likely that the use of soft loans

as an instrument of economic policy will decline both at EU and Member State level. The
same does not apply to developing countries or therefore to the Commission’s development

policy.

In certain specific cases, in particularly where there are externalities which cannot be dealt
with in other ways, soft loans may remain an appropriate instrument. Excluding any future
recourse to this instrument on theoretical grounds would not appear to be justified. Only on a
case-by-case evaluation of the advantages and disadvantages of soft loans compared with
other instruments will it be possible to judge whether such loans are appropriate for a given
objective. In any case, it will not be possible always to replace soft loans by loan guarantees
since they address different kinds of problem and in some cases are complementary.
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FINANCIAL INSTRUMENTS: SOME EXAMPLES

Problem to be addressed

Typical example

Financial instrument

Comments

Very high or incalculable risk (rather thar
weak profitability)

Large-scale infrastructure

Loan guarantees

In such cases, soft loans or direct grants would not by
appropriate instrument because the problem concerns
incalculable risk rather than real profitability.

Economic recession
Unemployment

Investment in the industrial sector or otheg
economic sectors with high leverage

erinterest-rate subsidies; grants

To boost private investments in assisted areas. To ov
recession.

For whatever reason it is not possible to
adequately reflect the value of the
externality in the end-user price; when
users and administrative territories do ng
coincide

Transport links
Environment

Interest-rate subsidies; grants

The commercial value of the project plus the subsidy
equivalent to the value of the externality should ensure
commercial viability.

Privatisation, move from « tax pays » to
« users pay»

Infrastructure, public services
Environment

Public-private partnership
(PPP)

Reduces debt and holds down taxation.
Leving of taxes on emissions.

High cost or low return of the project
(rather than risk) ; difficulty in obtaining
capital and credit (market failures) ; little
access to external markets

Small and medium-sized enterprises

Interest-rate subsidies; gra|

nts To overcome the market failures or the handicaps
suffer

To reduce housing shortages or supply @
high standards at affordable prices

f Construction of new housing or upgradin
of existing stock

glnterest-rate subsidies; grants

Political goals. Transfers to young couples, the poor, ¢

Damages due to natural disasters;
financing the reconstruction

Infrastructure; housing

Interest-rate subsidies; grant

A symbol of solidarity

e an

ercome

that SME

ptC.

When success depend more on the
individual capacities of the manager ;
difficulty in accurately pricing a loan (risk
evaluation problem)

Start-up in new or high-growth sectors
(innovation, technology, etc.)
Very small enterprises

Loan guarantee scheme

Diversify risk among a large number of SMEs.
The premium must be equal for all the applicants and
represent the genuine cost of the guarantee otherwise th
an indirect subsidy. The risks are externalised (insurance
technique).

ere is

High risks concentrated in the first years

High-growth companies

Venture capital; business

angels Share the risks (and the profits) with ¢hpitadigiure
An exit for the investment is needed (stock exchange) on

the project has matured.
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9. ANNEX V: MACROECONOMIC EFFECTS OF AN INTEREST-RATE
SUBSIDY FOR FIRMS IN THE EU

9.1. Introduction

This annex presents results concerning the effects of an EU-wide interest-rate subsidy for the
corporate sector, using DG ECFIN’s macroeconomic model QUEST II. An interest-rate
subsidy is one way to promote private investment. The channel is via a reduction in capital
costs for firms. The analysis presented here looks at the macroeconomic impact of such a
policy, i. e. the implicit assumption is made that the policyas targetedat specific forms of
investment, specific sectors or specific types of firm but applies to the corporate sector in
general. The simulations can therefore only give a broad picture and illustrate the various
channels through which policy affects the main macroeconomic aggregates. In contrast to a
purely microeconomic or sectoral analysis, a macroeconomic analysis will, however, consider
many possible feedback effects. In particular, this simulation analysis will shed some light on
the following issues:

* How responsive is investment to a change in interest rates?

» Are there offsetting effects, e.g. an increase in the interest rate when aggregate demand
increases?

* What are the exchange-rate effects?
* What are the budgetary implications?

» How much of a GDP and employment effect can be expected from an increase in
investment?

* What is the time horizon for the effects to materialise?

Though feedback mechanisms are important, the initial impact of interest rates on investment
is, of course, crucial for the aggregate impact. The QUEST model allows for such a direct
interest-rate effect since investment is specified using the standard neoclassical model of the
firm with adjustment costs, i.e. investment is a function of the present value of profits. This
model of investment is also known as Tobin’s g model. This hypothesis postulates that firms
equate the marginal product of capital to capital cost and marginal adjustment costs. The
interest rate enters the capital-cost term together with the depreciation rate, the corporate tax
rate and the purchase price of new investment goods. Policy has three instruments available to
promote investment; it can either lower corporate taxes/increase depreciation allowances,
subsidise investment or subsidise interest rates. The last of these policy alternatives is
considered in this annex.

9.2. Assumptions

In the simulation presented below, a permanent EU-wide subsidy is assumed which reduces
the real interest rate of the corporate sector by half a percentage point. This amounts to a
reduction in capital costs of some 7%. Such a subsidy would represent a considerable fiscal
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stimulus amounting to more than 2% of EU GBRt is assumed that the government does

not offset this subsidy with either a reduction in expenditures or an increase in taxes but
instead runs a deficit/surplus. In this way one can see most clearly the budgetary implications
of the policy measure. A debt rule is invoked after ten years which adjusts government
transfers to households in order to restore the baseline debt-to-GDP ratio in the medium term.

9.3. Simulation results

The results of this simulation for the EU economy are contained in Table 1. First, it is
interesting to look at the effects on GDP, private consumption, investment, employment and
wages. Starting with the direct impact on private investment, it will be seen that investment is
sensitive to changes in capital cost. Investment increases by about 5% on average in the first
ten years. The elasticity of investment with respect to the user cost is about 0.7. This is within
the range of recently reported estimates for OECD courttfi@ut notice also that, despite a
strong investment response, the GDP effect is rather small. There exists both a supply-side
and a demand-side interpretation of this result. It takes time for investment to increase
significantly the capital stock of the economy. As can be seen from the table, the capital stock
increases only by 0.17% in the first year and it takes ten years for the capital stock to increase
by 2%. With an output elasticity of capital below 0.5, it is obvious that the GDP response will
be limited, even with such a boost to investment. An increase in employment would be
another factor which could increase GDP. However, the employment effect is limited. There
are two reasons for this: first, the policy lowers the relative price of capital and therefore
induces substitution effects and, second, since wages are partially linked to an increase in
labour productivity, the policy leads to an increase in real wages.

There is also a demand-side aspect which should not be neglected. The consumption response
iS negative. This response is important for understanding the macroeconomic effect of the
policy. On a macroeconomic level a policy of promoting investment will, as a result, increase
the rate of savings, at least temporarily. Lowering interest costs for firms allows them to
borrow at higher rates and thereby stimulates savifhddigher interest rates also attract
capital infows and lead to an appreciation of the euro. While this is necessary to increase

* QUEST does not distinguish between different sources of financing and different forms of ownership.

In the simulation full debt financing of investment by firms is assumed, with the result that the
interest-rate subsidy is a subsidy to the total capital stock.

There is considerable scepticism in the macroeconomics profession as to whether capital costs are a
significant investment determinant. This scepticism is based mostly on time-series estimates of
investment equations where generally a strong accelerator term is found, reflecting the stylised fact of a
strong positive correlation between investment and output over the business cycle. Moreover, real
interest rates themselves are partly endogenously determined and show a procyclical pattern. This
makes it difficult to estimate the effect of exogenous interest-rate shocks on investment with time-series
data. Recent empirical research into the effects of capital costs on investment has therefore moved away
from time-series analysis to individual-firm data sets, which make it possible to look more closely at the
investment response to “exogenous” changes in capital costs, e.g. by looking at the investment response
of firms after tax reforms. An influential paper by J. G. Cummins, K. A. Hassett and R. G. Hubbard
(1996), "Tax reforms and investment: A cross-country comparison” (Journal of Public Economics 62,
pp. 237-273), arrives at the conclusion that for a set of seven OECD countries the investment elasticity
with respect to the user cost of capital lies between 0.5 and 1.0. A recent study by R.S. Chirinko,
S. M. Fazzari and A. Meyer (1999), “How responsive is business capital formation to its user cost? An
exploration with micro data” (Journal of Public Economics 74, pp. 53-80), arrives at an estimate of
0.25.

As can be seen from the table, the increase in real interest rates partly offsets the initial interest-rate
subsidy.
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investment, it obviously has demand repercussions which limit the expansion of the economy
as a whole. Nevertheless, the permanent rise in investment increases the capital stock and
therefore permanently raises potential output. The adjustment process is, in fact, not
completed after ten years but it takes about 25 to 30 years before 90% of the total adjustment
is completed, with a permanent increase in the level of GDP of around 2.5%. The policy also
generates employment effects of some 0.4% in the long run.

Although this policy seems attractive from a macroeconomic point of view, there are also

considerable costs involved and the macroeconomic welfare effects do not seem to be
overwhelmingly positive. First notice that, as can be seen from the rise in the government
deficit, the interest-rate subsidy is far from self-financing. This becomes clear if one compares
the trend of income (GDP) with the trend of consumption, which shows that the losses in

VAT revenue outweigh the induced increase in income taxes. In order to stabilise the

debt-to-GDP ratio, it is assumed in the model that transfers to households will be reduced.
This is another reason why consumption is not picking up. Of course, this mode of financing

is relatively non-distortionary; if other financing alternatives were chosen such as an increase
in labour taxes, the GDP and employment effects would be likely to be smaller.
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Table 1: Macroeconomic effects of an interest-rate subsidy (EU economy)

2000A 2001A
TOTAL.GDP_PCER 0.49 0.19
YQPOT_PCER 0.27 0.27
PRIV.CONS_PCER -0.73 -1.86
PRIV.INV_PCER 4.73 5.93
EXPORTS_PCER -0.00 -0.28
IMPORTS_PCER 0.35 0.08
EMPLOYMENT_PCER 0.21 0.12
REAL.WAGE.COSTS_PCER 0.07 0.19
PRICE.LEVEL_PCER 0.30 0.22
CONS.PRICE.LEVEL_PCER 0.14 0.10
IMPORT.PRICES_PCER -0.10 -0.05
EXCHANGE.RATE.USD_PCR -0.59 -0.38
REAL.EXCH.RATE_PCER -0.40 -0.27
CAPITAL.STOCK_PCER 0.17 0.53
LAB.PROD_PCER 0.37 0.10
SHORT.RATE_ER 0.26 0.14
LONG.RATE_ER 0.09 0.09
REAL.SHORT.RATE_ER 0.37 0.14
INFLATION_ER 0.14 -0.04
UNEMPL.RATE_ER -0.19 -0.11
DEBT.TO.GDP_ER 0.94 3.36
DEFG.TO.GDP_ER 2.13 2.28
TRADE.BAL.TO.GDP_ER -0.10 -0.10

PCER: % deviations from baseline

ER: % point deviations from baseline.

2002A 2003A
0.33 0.42
0.37 0.47
-1.66 -1.50
5.71 5.41
-0.09 0.05
0.21 0.29
0.10 0.10
0.29 0.37
0.22 0.22
0.12 0.15
0.01 0.08
-0.24 -0.10
-0.21 -0.14
0.87 1.18
0.27 0.38
0.13 0.14
0.09 0.09
0.13 0.13
0.02 0.03
-0.09 -0.09
5.44 7.55
2.33 2.37
-0.08 -0.07
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2004A
0.52
0.57
-1.33
511
0.18
0.38
0.10
0.46
0.23
0.19
0.16
0.04
-0.07
1.44
0.48

0.15
0.09

0.14

0.03
-0.09
9.62
2.41
-0.06

2005A
0.59
0.66
-1.19
4.91
0.31
0.46
0.11
0.54
0.24
0.23
0.24
0.20
-0.00
1.68
0.56

0.17
0.09

0.16

0.04
-0.10
11.71
2.44
-0.04

2006A
0.68
0.74
-1.06
4.78
0.43
0.53
0.12
0.62
0.26
0.28
0.33
0.38
0.07
191
0.64

0.19
0.09

0.16

0.05
-0.11
13.84
2.49
-0.03

2007A
0.77
0.82
-0.94
4.67
0.57
0.62
0.12
0.71
0.29
0.34
0.44
0.58
0.15
2.12
0.74

0.22
0.08

0.17

0.07
-0.12
15.95
2.54
-0.01

2008A
0.88
0.90
-0.81
4.62
0.72
0.71
0.13
0.82
0.35
0.45
0.59
0.82
0.23
231
0.85

0.30
0.08

0.19

0.10
-0.13
18.04
2.61
0.00

2009A
1.04
0.98
-0.69
4.70
0.91
0.85
0.15
0.95
0.49
0.62
0.82
1.16
0.33
2.49
1.01

0.44
0.07

0.24

0.17
-0.14
20.07
2.70
0.02



