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Abstract:

 I am going to investigate the global loans granted by the European Investment Bank. Global loans dedicated to SMEs were introduced during the 1980s, with an increased focus from 2000 onwards. In a Global Loan, the Bank lends to a Financial Intermediary which makes an equivalent amount of funding available for investment projects which are too small for the Bank to handle directly. I am going to investigate the operations of the European Investment Bank against internationally accepted evaluation criteria: Relevance, Efficacy, Efficiency and Sustainability, modified and grouped to meet the particularities of the Global Loan mechanism.

1. The European Investment Bank in a nutshell

The European Investment Bank (EIB), the financing institution of the European Union, was created by the Treaty of Rome 1958. The members of the EIB are the Member States of the European Union, who have all subscribed to the Bank's capital. 

The EIB enjoys its own legal personality and financial autonomy within the Community system. The EIB's mission is to further the objectives of the European Union by providing long-term finance for specific capital projects in keeping with strict banking practice. (Kende Tamás: Európai közjog és politika Osiris 1998)

It thereby contributes towards building a closer-knit Europe, particularly in terms of economic integration and greater economic and social cohesion. 

As an institution of the Union, the EIB continuously adapts its activity to developments in Community policies. 

As a Bank, it works in close collaboration with the banking community both when borrowing on the capital markets and when financing capital projects. 

The EIB grants loans mainly from the proceeds of its borrowings, which, together with "own funds" (paid-in capital and reserves), constitute its "own resources". 

Outside the European Union, EIB financing operations are conducted principally from the Bank's own resources but also, under mandate, from Union or Member States' budgetary resources.
1.1. Objectives
The European Investment Bank elaborated the Corporate Operational Plan for the period 2005 – 2007.
The Corporate Operational Plan (COP) is a strategic document, approved by the Board of Directors, for defining medium-term policy and setting operational priorities in the light of the objectives assigned to the Bank by its Governors. It is also an instrument for ex post evaluation of the EIB's activities. The plan spans three years, although the strategic projections may be adapted during this period in order to take account of new mandates and changes in the economic climate.

Lending activity is geared to five operational priorities:

· Economic and social cohesion in the enlarged EU 

· Implementation of the Innovation 2010 Initiative  

· Development of Trans-European and Access Networks 

· Support of EU development and cooperation policies in partner countries 

· Environmental protection and improvement, including climate change and renewable energy. 
 
Other operational priorities remain:

Support for small and medium-sized enterprises as well as mid-cap companies of intermediate size 

Support for human capital, notably health.

1.2. Description of Global Loans

The European Investment Bank (EIB) was originally established to provide long term funding for projects which would further the interests and policies of the European Economic Community. These projects were expected to be too large to be funded from domestic sources. Policy developments in the 1960s gave the Bank the additional mission of funding smaller investments. To meet the arising new challenge, the Bank decide to maintain its existing lean structure and adopted the “Global Loan” mechanism developed by the World Bank. 

In a Global Loan, a loan is made to a Financial Intermediary, a commercial bank, which in turn provides equivalent amount of funding to their smaller clients, the final beneficiaries. The Financial Intermediary takes the credit risk on the operations with the final beneficiaries and is responsible for identifying the clients, appraising and approving their credit requests, disbursing the funds, and monitoring remuneration and repayment.

Global loans have become an important part of the bank’s activity, representing 27% of the bank’s EU lending approvals in 2004. Of this share, 50% is meant to go to Small and Medium-sized Enterprises (SMEs). The bank’s guarantee requirements are the same for both direct loans and global loans, but the relationship with Financial Intermediaries can be more complex than with other borrowers. Financial Intermediaries may also be intermediating lending to individual projects, guaranteeing direct loans, co-financing large projects and have an involvement in the bank’s bond issues. In the case of global loans, financial intermediaries typically make large numbers of small operations every year and therefore require a continuous flow of funding. The bank has carried out a large number of repeat operations with many of its financial intermediaries, creating a sense of partnership between the two parties. 

There are two main criteria for funding an SME under a global loan: it must meet the bank’s normal eligibility criteria, and have a project cost of less than EUR 25 million. Investments by SMEs are eligible in its own right, except for investments in excluded or sensitive secors, and ir would be rare for an SME to be involved in project which did not meet the project cost limit. Global loans dedicated to SMEs were introduced during the 1980s, with an increased focus from 2000 onwards. 

2. The EIB Global Loan Mechanism

The “Global Loan” concept was developed by the World Bank in the 1960s and adopted shortly afterwards by the EIB as a means of financing investments which were too small to finance directly. The basic principle of the global loan is quite simple: a loan agreement is signed between the European Investment Bank and a financial intermediary, in which the EIB agrees to lend to the financial intermediary and the financial intermediary agrees to repay the money, having made loans to the same value to suitable final beneficiaries.

Within the framework of co-operation the FI accepts:

· Operational responsibility for the identification, appraisal, approval, and monitoring of the borrowers (SMEs) and the use of the funds, although the bank will test the eligibility of allocations. 

· The full credit risk under its normal security requirements for the lending to the borrower that he will meet the specific terms and conditions

· To provide proof that the funds were used for suitable purposes via the allocation mechanism, and that these proofs will be pr

· provided within a set time-period.

· To provide a suitable guarantee to the EIB

EIB Guarantee Requirements:

By its statute, all EIB lending must be backed by an acceptable guarantee, which meets the requirements of the Bank’s Credit Risk Guidelines. For a financial intermediary which is a prime bank, the EIB’s total exposure should not exceed 20-25% of its own funds, but the reference limit might also be 10% of the counterpart’s total funding. 

In return for the guarantee, the Bank offers funding resources, which might otherwise not be available to the commercial bank.

The maturities are comparable to the financial intermediary’s onlending. 

2.2. Objectives of EIB Global Loans

The specific objective of Global Loans is to channel EIB funding to investments, which are too small to be directly financed by EIB. Global Loans are therefore not policy objectives in their own right. They are a mechanism by which policy objectives can be achieved. In this particular case, the policy objective is the provision of funding to SME, in line with EU policy. 

Three specific policy objectives were introduced 2000. 

· Diversification of financial intermediaries in order to promote competition and the passing-on of the EIB’s attractive financing terms to final beneficiaries.

· Transparency that ensures that financial intermediaries inform final beneficiaries that part of the funding came from the EIB. Main aim of the transparency that the EIB funding advantage is passed on to the final beneficiaries.

· A reporting is presented to the Board of Directors in form of an annual report on the contribution made by the global loans to the bank’s operational priorities.
 
2.3. The Global Loan Process  

2.3.1. Identifying potential financial intermediaries

Global loans follow on from an existing business relationship and for many FI’s, the global loans is just one part of the relationship it has with the EIB. This may include co-financing on large projects, guaranteeing direct lending, intermediating lending for direct projects, and collaborating with the Bank on bond issues. In the 1990’s the average number of Fis increased at 6 per cent per annum. This figure grew by 50% after the change in the policy 2000. Currently the numbers of FIs stand at some 200, with active operations in 21 of the 25 Member States. 

2.3.2. Appraisal (ex-ante evaluation), Approval, Contract Negotiation and Signature

All EIB global loans are object of an appraisal (ex-ante evaluation) to judge the suitability of the financial intermediary as an EIB partner. These appraisals are standardised, but there are significant differences between the first operation with a new foreign intermediary and repeat operations. Since 2000 the appraisal has also considered the willingness to ensure transparency and to pass on the EIB funding advantage to the final beneficiaries. 

Disbursement is dependent on a number of conditions being satisfied, particularly the question of the bank’s guarantee. The actual disbursement and allocation mechanism may differ, depending on the allocation procedure used and the depth of previous experience with the FI. 
  
2.3.3. Specific conditions of global loans aimed at small and medium sized enterprises 
The bank’s eligibility criteria and allocation procedures limit the use of the funds, and the financial intermediary has to be able to demonstrate that the funds have been used for a suitable purpose, regardless of the allocation procedure used. Since 2000 the FIs have to be able to demonstrate that a proportion of the EIB’s funding advantage is passed on the final borrowers. Both of these requirements imply additional work, and hence cost.

There are four more contract conditions, which have to be observed, two of which are based on the need to operate inline with the EU legislation.

· All investments should comply with EU environmental legislation.

· All financial intermediaries have to comply with EU procurement rules

· The EIB has the right of entry financial intermediary it has funded.

· The final beneficiaries should be aware that the funding has come from the EIB.
  

2.3.4. Constraints on EIB Global Loan Operations

There are three constraints on the bank’s lending operations.

· The willingness of financial intermediaries to take funds from the EIB as opposed to other sources.

· The absorptive capacity of the market.

· The ability of the FI to provide an acceptable guarantee.

2.3.5. Market forces and the global loan mechanism elaborated for small and medium sized enterprises

The bank does not have a privileged position in the marketplace and relies on its financial value added to persuade foreign intermediaries to take its funding.  Alternative sources of funding for financial intermediaries include own deposits, bond issues, the inter-bank market, from a parent company treasury, and other funding agencies.

The strengths of EIB’s products are:

· Fine rates based on the EIB’s AAA rating, non-profit taking status and unremunerated capital. The problem for the bank is that many of the banks, which have the largest, branch networks, and a ready delivery mechanism for SMEs are also highly rated reducing the bank’s funding advantage. In addition the bank does not employ risk pricing on its global loan operations.

· Long term funding. This is one of the bank’s key advantages, but it does not have a monopoly. 

· Flexible disbursements: timing and currency. The bank can offer the availability of a range of different currencies at different terms. This allows some financial intermediaries to fine-tune their treasury needs, provided that they can demonstrate that an equivalent level of funding has been used for eligible purposes.

The bank’s weaknesses are as follows:

· The financial intermediary has to comply with the bank’s conditionalities, particularly the allocation procedures and the need to control the flow of funds between the bank and the financial intermediary

· The additional costs to the financial intermediary of being appraised, monitored and evaluated.

· The cost of supplying a suitable guarantee.
   

3. Evaluation criteria for projects financed by the EIB

Project performance is assessed using the core evaluation criteria as defined by the Evaluation Cooperation Group, which brings together the operations evaluation units of multilateral development banks (world Bank group, regional development banks, and the EIB), in line with the work of the OECD-DAC Working Party on Aid Evaluation. Evaluations take due account of the analytical criteria used in the ex-ante project appraisel and the strategy, policies and procedures that relate to the operations evaluated. Changes in EIB policies or procedures following project appraisal, which are relevant to the assessment of the project, will also be taken into account.

3.1. Relevance
Relevance is the the extent to which the objectives of the project are consistent with the relevant EU policies (the Treaty, Directives, Council Decisions, Mandates) and the decisions of the EIB Governors, as well as the beneficiaries’ requirements, country needs, global priorities and partners’ policies. In the European Union reference is made to the relevant EU policies in the context of the Article 267 of the Treaty that defines the mission of the bankand the EIB related policies. Outside the union the main reference are the Community’s relevant external policy objectives considered in the specific mandates given to the EIB by the Council of the European Union and the EIB interpretation.

3.2. Efficacy or effectiveness:
It relates to the extent to which the objectives of the project have been achieved, or are expected to be achieved, taking into account their relative importance, while recognizing any change occurring in the project since loan approval. 

3.3. Efficiency
Efficiency is the measure to which project benefits are commensurate with resources. For the ex-ante appraisal, a project’s efficiency is normally measured through the economic and financial rate of returns. In public sector projects the economic and financial rate of returns often are not calculated ex-ante. In those cases the efficiency of the project is estimated by a cost effectiveness analysis. 

3.4. Sustainability
It relates to the likelihood of continued long term benefits and the resilience to risk over the intended useful project life. The assessment of the project’s sustainability varies substantially from one case to another depending on circumstances and takes into account the issues identified in the ex-ante due-diligence carried out by the bank. 

Among the issues reviewed in the assessment are:

· Technical and management issues, mainly willingness, capacity and funding to carry out the necessary maintenance of the project in order that it can reach its useful life. 

· Government commitment, regulatory environment and socio-political support (this is particularly important in weak institutional context such as in some developing countries. 

· Financial sustainability for revenue generating projects, weather there is significant risk that those revenues become unacceptable low and cannot cover at least the operating and maintenance costs. 

· Environmental sustainability, weather there are environmental risks that might be a significant threat to the future operation of the project.

· Other issues that might affect
   
Projects financed by the European Investment Bank in Hungary

	Borrower
	Aim of the project
	Year of the signature of the contract
	Amount (Million EUR)

	MVM
	Development of network
	1990
	15

	MATÁV
	Development of telecommunication
	1990
	80

	Inter-Európa Bank
	Global loan
	1990
	25

	MVM
	Gas-turbine 
	1991
	35

	MNB
	Global loan
	1991
	80

	Hungarian State
	Road program
	1992
	50

	Hungarian State
	Development of air traffic
	1992
	20

	Hungarian State
	Road program
	1993
	72

	MVM
	Development of network
	1993
	20

	OTP
	Development of communal infrastructure
	1994
	40

	MATÁV
	Development of telecommunication
	1994
	100

	K&H, IGN, BA-CA,Inter-Európa, Raiffeisen, OTP
	Global loan
	1995
	190

	MATÁV
	Development of telecommunication
	1995
	50

	ÉKMA
	M3  (I. )
	1996
	95

	MVM
	Power plant investment
	1997
	35

	Hungarian State
	Railway reconstruction
	1998
	60

	MOL
	Oil refinery program
	1998
	125

	BKV
	DBR-Metro
	1998
	50

	Municipality of Budapest
	Environment protection
	1998
	110

	K&H Bank
	Global loan
	1998
	30

	DENSO
	Industrial investment
	1999
	35

	Raiffeisen Bank
	Global loan
	1999
	30

	Power Plant Debrecen
	Power plant investment
	1999
	15

	BORSODCHEM
	Industrial power plant investment
	1999
	20

	BA-CA
	Global loan
	1999
	20

	MOL
	Oil refinery program
	1999
	50

	Hypo Vereinsbank Rt.
	Global loan
	2000
	40

	Power Plant Debrecen
	Power plant investment
	2000
	20

	MOL
	Development of oil and gas systems
	2000
	100

	SANYO Hungary
	Industrial investment
	2000
	60

	K&H Bank
	Global loan
	2000
	20

	 
	Total:
	 
	1 692


Bankszemle 2000 1-2 szám 55. oldal
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