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The EIB Group (European Investment Bank and European
Investment Fund) has a central role to play in strengthening
the competitiveness of European industry. This objective is
also pursued by supporting the activities of small and
medium-sized enterprises (SMEs).

SMEs account for over 20 million
or 99% of all private enterprises
in Europe, and provide employ-
ment for some 100 million peo-
ple. The average European
enterprise is relatively small: it
employs no more than six peo-
ple, as compared to 10 in Japan
and 19 in the United States.
Within Europe, differences in
enterprise size between coun-

tries are linked to structural,
institutional and historical
conditions.

SMEs are the source of major
inventions, creativity and new
jobs. For these reasons, the
recent slowdown in economic
growth makes it even more
essential that such firms should
have adequate access to finance.

Given the importance of SMEs as
the backbone of European
industry and commercial ser-
vices, at EU level almost every
policy has an SME dimension:
SMEs’ special needs and concerns
are incorporated into most
Community policies and pro-
grammes.
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EU Dimension

The EIB is a policy-driven Bank
whose primary task is to finance
capital investment furthering
EU integration. This is why there
is an important SME dimension
to many EIB initiatives. In March
2000, the Lisbon European
Council launched a strategy
aimed at building a Europe
based on knowledge and inno-
vation. In this context, the EIB
was invited to step up its action
in favour of innovation and new
technologies notably through
venture capital. In June 2001, a

EU Support

The EIB Group can support the
activities of SMEs both through
traditional medium and long-
term debt financing via standard
global loans and through equity,
by means of venture capital
funding. It provides support
through three different instru-
ments, which cover the spectrum
of resources necessary for the
development of SMEs in an
evolving economy:

« EIB global loans
e EIF venture capital activities
« EIF SME portfolio guarantees

Over the past five years, the EIB
Group’s support for SMEs in the
Union and the Accession
Countries has been distributed as
follows:

reform of the European
Investment Fund cleared the
way for rationalisation of the
EIB Group’s venture capital
activities. The EIB became the
majority shareholder of the EIF
and transferred all its venture
capital operations to the EIF
which is today in a position to
centralise all of the Group’s ven-
ture capital activity in pursuit of
Community objectives.

More recently, in the Facility for
Euro-Mediterranean Investment

= Some EUR 24.5 billion in global
loans arranged with some 150
partner banks;

= EUR 2.5 billion in equity partici-
pations in 190 venture capital
funds;

« EUR 4.5 billion in portfolio
guarantees set up through 95
specialised banks.

EIB Global Loans

First devised by the Bank in the
late 1960s to contribute to the
financing of small and medium-
scale ventures in industry and
the service sector, global loans
are medium to long-term lines of
credit that the EIB extends to
an intermediary — a bank or a

and Partnership (FEMIP)®, par-
ticular attention has been given
to private-sector development
in view of the key role played
by private enterprises, especially
SMEs, in stimulating growth,
creating jobs and reducing
poverty.

(1) For more information on FEMIP:

EIB brochure “Europe and the
Mediterranean Region”
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financial institution — which uses
the funds to support in turn invest-
ment projects of limited scale®.

The size of allocations to SMEs
under the EIB’s global loans
ranges from EUR 20 000 to EUR
12.5 million and may cover up to
50 per cent of project cost. In
practice, capital investment sup-
ported under an EIB global loan
ranges between EUR 40 000 and
EUR 25 million.

Long-standing
cooperation with
the banking sector

Financing SMEs is a local busi-
ness: SMEs need direct access to
financial partners with high
quality local and sectoral infor-
mation who are able to closely
monitor changing demand and
carry out appraisals of proposed
projects.

With around 1300 staff, mostly
based in Luxembourg, the EIB is
not equipped to deal directly
with thousands of SMEs spread
throughout the EU. Instead,

through the Global Loan facility,
it relies on a network of com-
mercial banks that are in direct
contact with SME customers.

EIB’s interventions in favour of
SMEs are therefore based on
partnership with financial inter-
mediaries, whereby EIB provides
improved financing conditions,
derived from EIB’s ability to
raise funds on capital markets
at keen rates (AAA) and long
maturities.

Intermediaries undertake to pass
on the advantages offered by
EIB credit lines to SME final
beneficiaries. EIB funds are par-
ticularly attractive for their
comparatively long maturities.
Compared with access to other
types of resources, EIB funds are
also characterised by a degree of
versatility associated, in particu-
lar, with their availability over
time and flexibility of drawdown
in terms of amount and range of
currencies.

The EIB’s banking partners must
meet stringent requirements in
terms of financial soundness.

When allocating EIB finance,
they evaluate projects in accor-
dance with contractual criteria
laid down in liaison with the
Bank and take on management
of the loan. The lending decision
rests with the intermediaries,
who are responsible for assess-
ing, pricing and assuming the
credit risk on individual SMEs
and their respective investment
project.

Over the years, the EIB has devel-
oped financing arrangements
with commercial banks, non-
banking credit institutions and
medium and long-term banks
such as savings, provincial or co-
operative banks, real estate and
mortgage banks. In December
2002, about 150 partner inter-
mediaries were active through-
out the Union and about 50 in
Central and Eastern European
countries.

(2) Global loans may also be directed
to the financing of small infrastructure
projects, where the loan maturities
offered by the EIB are particularly well
suited to financing in this sector.



Helping SMEs access finance: EIB Group’s strategy

A Structural Impact

The most relevant aspect of
global loans is the structural
impact on both availability and
pricing of term loans to SMEs. In
this context, it is of importance
for the EIB to cooperate with a
large number of banking part-
ners. In continuing to diversify
the range of its intermediaries,
the EIB encourages competition,
making banks more willing to
put forward the best possible
offer, and promotes the transfer
of favourable lending terms to
final beneficiaries.

The EIB draws intermediaries’
attention to the need to ensure
transparency of global loans and
to make sure that the final bene-
ficiary is informed of EIB’s inter-
vention. In return, this also con-
tributes to encouraging competi-
tion between intermediaries and
to enhancing the impact of EIB’s
favourable financial conditions
for final beneficiaries.

In order to broaden the cover-
age of global loans, and to sim-
plify global loan management
procedures for banking part-
ners, in 1997 the EIB introduced
a new approach with a number
of long-standing intermediaries:
portfolio-based financing,
whereby projects are funded on
the basis of the SME loan port-
folio of the institution con-
cerned rather than on the basis
of a series of individual sub-
loans.

To support its primary objective
of promoting investment in less

favoured areas, more recently
the EIB has set up global loans
specifically targeting assisted
regions (for instance the eastern
Lander of Germany) or dedicated
to specific policy areas (e.g. envi-
ronment, high-tech, audiovisual
sector). The Bank has also carried
out a number of securitisation
operations to complement its
traditional global loans in Italy,
Spain, France, Germany and
Portugal.

All Global Loan financing can be
cumulative with other EU sup-
port policies (e.g. grants) for
SMEs or small-scale infrastruc-
ture, but it must respect maxi-
mum EU support ceilings, which
differ according to region devel-
opment level as outlined in the
Community Support Framework

policy.

Alignment with
the European
Commission

According to EIB criteria, SMEs
have so far been defined as
enterprises with fewer than 500
staff and with less than EUR 75
million in net fixed balance sheet
assets before the investment.
This definition is broader than
that introduced by the
Commission in 1996, according
to which SMEs are companies
with fewer than 250 staff and
annual turnover not exceeding
EUR 40 million or an annual bal-
ance sheet total not exceeding
EUR 27 million®.

The Commission definition will
be amended as of 1 January
2005“, The staff number thresh-
olds will remain unchanged, but
financial ceilings will be
increased to EUR 50 million for
turnover and EUR 43 million for
balance sheet total, to take

(3) Commission Recommendation

96/280/EC of 3 April 1996 concerning
the definition of small and medium-
sized companies (OJ L 107 30.4.1996)
(4) Commission Recommendation of
6 May 2003

Strong and
diversified
backing for SMEs
in Central and
Eastern European
Countries

In Central and Eastern
European Countries which will
gradually join the EU, the EIB
has deepened and broadened its
lending to the SME sector so as
to underpin the substantial
progress made by its partner
banks in financing smaller
firms. Reflecting this, the aver-
age size of the Bank’s contribu-
tion to funding SME invest-
ment in 2002, for example, was
EUR 600 000 per project,
compared to EUR 1.4 million
the previous year.
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account of inflation and produc-

tivity growth.

The EIB has recently decided to
align its definition of SMEs with
that used by the Commission,
and this change will be imple-

mented in 2004.

Innovations for
medium-sized
companies in
the EU

In practice, most SMEs benefiting
from EIB global loan allocations
have fewer than 250 staff (esti-
mated at 98% of the total num-
ber of SMEs receiving allocations
and 89% of the amounts allocat-
ed). As a result, the change of
definition will be inconsequen-
tial for the vast majority of

potential beneficiaries.

SME finance facility

Following a series of natural disasters in
Central and Eastern Europe, France
(floods) and Turkey (earthquake), the EIB
has signed specific agreements in the form
of global loans to serve the private sector’s
long-term financing needs in the recon-
struction effort. In Central and Eastern
Europe, loans directed to specific projects
and action immediately benefiting the
flood-stricken areas could cover, on an
exceptional basis, up to 100% of external
funding requirements, at very keen interest
rates and with particularly long repayment
periods of up to 30 years.
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However, even if it concerns a
minority of enterprises, the effect
of aligning with the Commission
definition will be to take enter-
prises employing between 250
and 500 persons out of the SME
population. In the absence of
compensating measures, this
would in fact accentuate the
existing gap, where medium-
sized companies are not ade-
quately served by the range of
EIB instruments. In general, these
companies are too big to be
financed by global loans but, at
the same time, their investments
are too small to justify individual
loans with a full appraisal proce-
dure. This issue has been pin-
pointed by the Bank for some
time. The change of the SME def-
inition presents a good opportu-
nity to bridge the gap.

The EIB is now introducing new
arrangements to finance medium-

sized companies, defined as non-
SMEs with fewer than 3 000 staff
(and including those with
between 250 and 500 staff).
These arrangements are twofold:

e Global loans: global loan alloca-
tions will be accessible to medium-
sized companies, for eligible
projects within the global loan
ceiling, currently at EUR 25 mil-
lion. In contrast to SMEs, pro-
jects from mid-sized companies
are not automatically eligible
for EIB financing, and therefore
must meet at least one of the
EIB’s lending priorities.

e Grouped loans: for eligible pro-
jects, for which investment
costs exceed the ceiling for
global loan financing but
remain below EUR 50 million,
the EIB will strengthen its
cooperation with banking part-
ners and will offer them the
possibility to set up grouped
loans, in favour of medium
sized enterprises, with simpli-
fied acceptance procedures for
the individual allocations.

The European
Investment Fund

The EIF, owned by the European
Investment Bank (60%), the
European Commission (30%) and
some 28 European banks and
financial institutions (10%), is
the EIB Group’s specialised finan-
cial institution. It is responsible
for two main and complementary
instruments, which through their
leverage effect play a strategic
role in the development of
SMEs in the EU and in the
Acceding/Accession Countries.
These two instruments are guar-
antees and venture capital,
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which EIF provides using either
its own resources or those
available within the framework
of mandates entrusted to it
by the EIB or the European
Commission.

Venture Capital

In its venture capital activity,
the EIF acts as a fund-of-funds,
participating in some 190 ven-
ture capital funds across the EU
and the Acceding/Accession
Countries. The EIF aims to invest
primarily in early to mid-stage,
high-tech, regional and pan-
European funds, thereby con-
tributing to the development of
a balanced European venture
capital market.

For its guarantee and venture
capital activities, the EIF man-
ages resources on behalf of the
European Commission under the
Multiannual Programme for
Enterprise and Entrepreneurship
2001-2005 (MAP). The MAP
includes three programmes:

«SME Guarantee Facility
(counter-guarantees or co-
guarantees for loan, ICT invest-
ment, micro-credit or equity
guarantee schemes);

* ETF Start-up Facility (venture
capital for seed capital funds
and business incubators);

» Seed Capital Action (grants to
cover part of the management
costs linked to seed capital
funds and business incubators).

The EIF has also recently devel-
oped independent advisory ser-
vices as a new and complemen-
tary activity, whereby it can pro-

EIB Lending priorities

- Economic and social cohesion in an enlarged EU

- Implementation of the Innovation 2010 Initiative

- Development of Trans-European and access networks

- Environmental protection and improvement

- Support of EU development and cooperation policies with Partner

Countries

- Support for the international competitiveness of European indus-

try and SMEs in particular

vide advice grounded in its
expertise as an investor. This new
activity, which currently targets
regional entities and authorities
but could also apply to other
sectors such as research, is con-
ducted in close cooperation
with the European Commission’s
Directorate General for Regional
Policy.

In 2002, the EIF’s net profit
amounted to EUR 18.8 million.
Assets under management, as at
the end of 2002, exceeded EUR 7
billion. The EIF has issued guar-
antees totalling nearly EUR
4.5bn (of which EUR 1.7bn at
its own risk), while in venture
capital the EIF has committed
approximately EUR 2.45bn, of
which EUR 2.3bn on a trust basis
for the EIB and the European
Commission.

SME Portfolio
Guarantees

EIF guarantees comprise three
main products: credit enhance-
ment, credit insurance and
structured transactions. The EIF
offers these products to a wide
range of counterparties to
enable them to develop SME
lending, i.e. banks, leasing
companies, guarantee institu-
tions, mutual guarantee funds,
and special-purpose vehicles.
Financial institutions benefiting
from the EIF guarantees are
able to allocate regulatory
capital at a reduced rate of
20% in accordance with the EIF
classification as a Multilateral
Development Bank under the
European Community’s solvency
ratio directive.
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