on the capital stock, which in turn

employment levels and job creation.

Why is investment not taking o

holds back Europe's growth potential, productivity,

fi?

The main reason for persistently
uncertainty is rooted in low expe
fragmentation of financial markets
required to catalyse investments.

weak investment is low investor confidence. This
i bout the demand fo s and_services, the
and a lack of sufficient risk-bearing capacity that is
Due to the uncertainty of economic and political

developments and the still high Ieveli of indebtedness in parts of the EU economy and their

impact on credit risk, acgess to f
affected by the crisis, especially for

and SMEs. Limited fiscal room for n

reduce the system’s capacity for risk-|

to strengthen the risk-bearine capacit

Why not simply increase the siz

nce has been difficult, in the Member States most
riskier fong-term finance projects, mid-cap companies
ranoeuvre, coupled with a constraint of bank finance
hearing. In this context, the best use of public money is
!_ in order to re-launch private investment.

e of the EU budget?

Providing more money through the

EU budget is not a silver builet. It also ignores the

political reality of the relatively small 5ize of the EU budget (€ 180 billion per year, around 1%

of EU GNI) which is the result of very

EU budget, within its existing margins
but this has to be complemented by|

complex negotiations between the EU institutions. The
has a role to play as a catalyst for private investment,
other sources of finance and regulatory changes that

help create the right investment climate.

"Producing money" or creating new
liquidity in financial institutions and

problem is is liguidi

debt will not fix the problem. In fact, there is ample
corporates at present (in contrast to 2011) but the
putto productive use. This is what the Investment Plan

aims to correct and this requires action on several fronts at the same time.

What is the solution?

Adequate levels of resources are aval

lable and need to be mobilised across the EU in support

The Investment Plan for Europe is based on three strands, which are mutually reinforcing.
First, mobilising sources of investment finance to deliver at ieast € 315 billion of additional
investment over the next three years, and making better use of public money to attract
private investors. Second, making sure this extra finance contributes to growth in ways that
are adapted to each sector and geography. And third, measures to improve the investment
environment in Europe and thereby trigger knock-on effects.

An Investment Plan for Europe: Three Strands

preparation and sekection
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The Investment Plan for Europe has three objectives: to provide additional fuel to the EU's
recovery and reverse the drop in investment; to take a decisive step towards meeting the
long-term needs of our economy by boosting competitiveness in strategic areas; and to
strengthen the European dimension of our knowledge, human capital and physical
infrastructure, and the interconnections that are vital to our Single Market.

According to European Commission estimations, the Investment Plan has the potential to
add €330 to €410 billion to the EU's GDP and create 1 to 1.3 million new jobs in the coming
three years.

of investment. There is no single, simple answer, no growth button that can be pushed, and
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investment. Collective and coordinated efforts at Furapean level are needed to reverse this
downward trend and put Europe firmly on the path of economic recovery.

What is the current investment situation?

The European Commission’s most recent economic forecasts showed that weak investment
has led to a fragile recovery from the economic crisis in the EU and even more so in the euro
area. While Gross Domestic Product {GDP) and private consumption in the EU were in the
second quarter of 2014 roughly at same level as in 2007, total investment was about
15% below 2007 figures. In certain Mé:rnber States, the decline in investment has been even
more dramatic.

Real gross fixed capital formation by Member State
Index 2007=100

Member States with biggest drop in investment|
E.g., Greece, Ireland, Italy, Portugal, Spain

Other selected Member States
E g, Belgium, Finland, Germany, Netherlands, UK
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Compared to the 2007 peak, investments have dropped by around € 430 billion. Five
Member States (France, the United Kingdom, Greece, Italy and Spain) account for around

75% of the drop, owing to the size of their economy or the sheer magnitude of the
investment drop, or both.

Real gross fixed capital formation Share of total drop by country Share of total drop by sector
EU-28, in 2013 prices, € bn EU-28, in percentage® EU-26, in percentage®
2,03
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In 2013, investment accounted for 19.3% of GDP, roughly 2 percentage points below the
longer-term average (excluding boom-bust years). This means that current investment
levels in the EU are € 230 to € 370 billion below the historical norm.

Real gross fixed capital formation — Observed trend vs. "sustainable” level
EU-28, in 2013 prices, €bn
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Why is lack of investment a problem?

In the short term, weak investment slows economic recovery. The EU's recovery appears to

have stalled, compared both to other major economies and the previous recession in Europe
(between 1993 and 1997).

Real GDP per capita — European Union vs. USA
Index 2007=100

Euro area (13 countries) .
. Recovery fram previous recession, 1993-97
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The drop in investment accounts for the largest proportion of the fall in GDP between 2007
and 2013. To keep up with the pace of investment in the U.S., the EU should have invested
an additional € 540 billion in 2012-2013. In the longer term, the lack of investment hurts
growth and competitiveness. Weak investment in the euro area has a considerable impact
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Investment Plan for Europe

The Investment Plan for Europe aims to drive investment in strategic projects across the EU.
The Plan will unlock investment of at least EUR 315bn over the next three years
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Tackling the investment gap

The global economic and financial crisis has
hampered essential investment in infrastruc-
ture, innovation and the private sector. Cur-
rently, investment in Europe is 15% below
pre-crisis levels. Europe must remedy this in-
vestment gap to recover from the crisis and
strengthen its global competitiveness.

Europe’s investment gap points to a market
failure, a reduced capacity of investors to take

risks. o

Liquidity is available but many projects are
unable to secure adequate funding. Investor
confidence is low due to economic volatility,
along with regulatory and other uncertainties.
As a result, whilst the conditions for invest-
ment exist, the money is not finding its way to
economically viable projects.

The European Commission has proposed
addressing these issues in three ways:

Implement Create the European Offera single point
regulatory Fund for Strategic of entry for technical
and structural Investments (EFSI) in _assistance and
reforms to remove partnership with the advisory services on
bottlenecks European Investment project preparation
and ensure an Bank, toaddressthe and implementation,
investment-friendly market failure in risk- use of financial
environment taking which is holding instruments and.

back investment

capacity building
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The European Fund for Strategic Investments
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315bn

Total Investment

The European Fund for Strategic Investments (EFSI) aims to unlock investment by:

Addressing market gaps Mobi}isi}i_g’ private capital

By taking on _}Eqme:o'f'the risk, wecan help.  As there is abundant liquidity in the
increase promoters’ appetite to invest. The market; sound projects and'risk-absorbing

EIB will provide loans and other financial financial products will be able to attract
products that will be partly covered by an more funding, especially from private
EU Budget guarantee. ' investors. . i

, #

EFSI will be integrated into the European Investment Bank Group and projects supported by EFSI
will be subject to the normal EIB project cycle and governance.
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Key Sectors

With EFSI support, the EIB Group will provide funding for economically viable projects where it
adds value, including projects with a higher risk profile than ordinary EIB activities. It will focus
on sectors of key importance where it has proven expertise and the capacity to deliver a positive
impact on the European economy, including:

Enviranmental, urban
development and social projects
*both delivered via the EIB and EIF

Instruments

Guarantees

: :E'qui:tywype products, including those
taking techinology; demand
of regulatoryrisk

Credit enhancement products to
stimulate capital market financing

ot

. Utﬂlties : 2
« Public sector entities = s 2
. Nattonal promot:onal banks or other’ banks to deliver intermediated Iending
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Functioning

All EFSI operations will be implemented with-
in existing EIB Group (EIB and EIF) structures
and will be subject to standard due diligence
and approval by the EIB's governing bodies.
This will allow the Bank to start operations
rapidly and will enable projects to benefit
from EIB expertise and experience.

When will it start to deliver?

EFSI will be launched as soon as the legisla-
tive process for adoption of the EU Regula-
tion which establishes it is complete. This is
currently expected by mid-2015. In the mean-
time, the EIB will use existing capital to start
pre-financing operations.
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A strategic partnership between the
EiB and the European Commission

The European Fund for Strategic Investments is a strategic
partnership between the European Commission and the EIB,
deployed by the Group (EIB and EIF), to address market failure
by helping reduce the risk inherent in projects to encourage
further investment.

The EIB will contribute EUR 5bn to the new initiative, alongside
a EUR 16bn guarantee from the EU budget. This will allow EFS|
to unlock additional investment of at least EUR 315bn over the
next three years.

- 410bn ta the EU's GDP:

: on estimates,
taken as a whole the
proposed measures
could add EUR 330 -

S

over the th
yeats and create up to
1.3 million new jobs.
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European Investment Advisory Hub

The European Investment Advisory Hub (EIAH) will be set up
as a joint initiative of the European Commission and the EIB to
help strengthen and accelerate investment. It will provide bet-
ter coordinated guidance on the preparation of projects and
on how these can best gain access to finance. Offering a single
point of entry to all existing sources for investment advice, the
EIAH will bring together specialist advice currently delivered
under a range of initiatives.

Services include:

Project preparation and
implementation

Use'of financial

mstiuments
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European Investment Bank

98-100, boulevard Konrad Adenauer
L-2950 Luxembourg

& +3524379-1

€ +352437704

www.eib.org - <2 info@eib.org

European Investment Fund
37B, avenue J.F. Kennedy
L-2968 Luxembourg

% +3522485-1

€ +3522485-81200
www.eif.org - 2 info@eif.org

© EIB - 04/2015 - QH-04-15-255-EN-C - ISBN 978-92-861-2321-4 -~ d0i:10.2867/313615 -
EIB GraphicTeam - © Shutterstock, @ Imperial [nnovations, @ EIB Photolibrary, © Workable

@w%éé@g,fhu -2l

gk

|
]
B
&
|
f




