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‘DOCUMENT PARTIALLY ACCESSIBLE TO THE PUBLIC (23.07 .2021)‘

Delegations will find attached a corrected version of the Executive Summary of the final report of
the Feasibility study on options for strengthening the future European financial architecture for
development. The following paragraph has been moved from Scenario B to Scenario A in

the Section on Main Conclusions - 'Policy first' Approach:

'For the EBRD to promote EU values, interests, objectives, and policies entirely and steadily, and to
be seen as a ‘pure’ European institution, the merits of a strategic EU majority or changes in voting
thresholds, need to be addressed. A controlling majority would ensure that the EBRD does not

deviate at any time from EU legislation.'

No further changes to the text have been made.
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The Feasibility Study on Options for Strengthening the Future European Financial
' Architecture for Development (EFAD) was commissioned in line with the Council

Conclusions (14434/19) of December 2019 which noted that key institutional changes

to the EFAD would require further reflection taking into account the global system.

PURPOSE AND COVERAGE OF THE STUDY

The Feasibility Study follows the independent report
by the ‘High-Level Group of Wise Persons™ (WPG),
which called for the consolidation and streamlining
of European development finance and climate activ-
ities outside the European Union (EU) into a single
entity — a European Climate and Sustainable Devel-
opment Bank (ECSDB). The overall objective is to
ensure a strong and coherent European approach and
to deliver on the EU’s policy objectives. The WPG
report considered three options for such consolida-
tion: Option 1, an ECSDB building on the European
Bank for Reconstruction and Development (EBRD)
and the external financing activities of the European
Investment Bank (EIB); Option 2, a new mixed-own-
ership ECSDB; and Option 3, an ECSDB based on a
EIB subsidiary with a minority EIB sharcholding.

The purpose of this Study is to independently review
the feasibility and the conditions for the implemen-
tation of Option | and Option 3 of the WPG report
(hereinafter Scenario A and B). It aims to assess spe-
cific questions related to the 1) legal and statutory/
governance; 2) financial; and 3) operational implica-
tions with a focus on the effectiveness and develop-
ment impact of the reviewed scenarios. The Council
also requested to analyse further possible enhance-
ments in the current institutional set up, referred to
as “Status Quo+’, as one¢ of three scenarios to be re-
viewed by the Study (hereinafter Scenario C).

STUDY APPROACH AND METHODOLOGY

Assessment criteria

The Study takes into account the following princi-
ples and requirements to inform the future EFAD:

A “Policy first approach” in which finan-
ce for development is steered by develop-
° ment needs, the 2030 Agenda, EU external
.’ policy objectives and geopolitical inter-
ests; promoting EU values and strengthen-
ing EU visibility in partner countries; and
ensuring financial and political leverage.

A “strong and coherent European ap-
proach” with inclusive ownership of its fi-
nancial vehicles to preserve the EU’s stra-
tegic autonomy.

An “open and inclusive architecture”
that combines the strengths of all relevant
European development finance institu-
tions (DFIs), and other international fi-
nance institutions (IFIs), with a strong Eu-
ropean ownership.

A “system that delivers”, namely con-
@:. cemning development impact, policy coher-
=N ence, institutional design, effective coordi-
nation, and technical expertise.

Budgetary and timing constraints to ensure

m “cost efficiency and minimise additional
costs” for the EU Member States (MS) and
the EU budget.

Methodological framework

The Study’s methodological framework is designed
to enable comparing the different scenarios. It aims
to allow for a clear understanding of the added value
of each of them, to identify potential shortcomings
and what is needed to make each of'the options a suc-
cess. As such the work of the Study team has been
guided by high quality evidence to answer the 67
Study Questions identified in the Terms of Reference
(ToR) in a fact-bascd manner.

The Study relics on a mixed-methods approach,
namely a combination of qualitative (document anal-
ysis, key informant interviews and focus group dis-
cussions) as well as quantitative methods (data anal-
ysis and financial modelling). A distinctive feature
was the highly participatory approach of the Study
team. In carrying out the assessment, the Study team
consulted more than 140 documents and 232 repre-
sentatives from 70 stakeholders in 106 interviews.

The Study team reached out to all main stakeholders,
including the EU Member States, the European
Commission (EC) services and the External Action
Service (EEAS) as well as the EU Delegations,
Members of the European Parliament, the relevant
national development finance actors at European
level, international financial institutions (IFIs), pri-
vate sector, civil society organisations and to local
and regional intermediaries and institutions.

In a structured process, specific data requests were
issued to both the EBRD and the EIB. as well as to
national development finance institutions (DFIs) and
national development banks (NDBs) and other or-
ganisations. The Study team also conducted numer-
ous technical consultations with the EBRD and the
EIB for data validation and fact checking.

The evidence for this Study was collected in a lim-
ited period of time — between September 2020 and
January 2021. It followed the rigid specifications of
the 67 Study Questions and the predefined three sce-
narios to be assessed. This facilitated a thorough
technical assessment, but it also implied that devia-
tions from the predefined scenarios and a broader re-
view of the EFAD could not be covered.
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MAIN FINDINGS
Scemario A — ECSDE building on the EBRID

Shareholding, legal and governance implications

The EBRINs Agreement Establishing the Bank
(AER) cummently requires ELT interests to have majo-
mty ownership — although thas does not grve the ETT
exclusive control. The adherence o the EL's “Policy
first” principle and coherence with a Euwropean ap-
proach relies on the level of consensus and the
EBELYVs dependence on EU funding’ guarantee sup-
Pt

Having a mix of Member States, European NDBs,
the ELT and the EIB as shareholders facilitates the co-
herence with the ETs policy and project prioritics.
Becanse of the number of non-EU shareholders in
the EBED and the qualified voting structure, broad
alignment with EU policies and agendas can be ex-
pci:t:d but cannot be guaranteed To reach exclusive
control, EU interests would need a minimum of 80
% of the shares

Any changes 1o the curment structwe and decision-
making of the EBRD would require consensus of the
sharcholders, An merease n EU-related sharehold-
ing at the EBRD can only be aclieved in one of two
ways, Either some non-EU shareholders are willing
to sell their shares, or a capital increase is carried ot
in which omly the EIB, the EU and its Member States
partcipate.

Financial implications

The book value cost of a share purchase would cur-
rently be EUR 4.65 bilhon to increase EU imterest to
80 % and EUR 8.1 billion to increase it to a 99.18 %
(note that 082 %4 of the shares are unsubscribed). To
reach 30% by increasing the capital of EBRD, the
EU would need to mject EUR 24.3 billion with no
other shareholders subscribing. It should be noted
that the figures quoted. particularly for the share n-
crease opiion, are based on an AEB that would have
had to be suspended or modified by unanmmous
shareholder decision to allow such changes.

The EBREID has the capacity to merease 1ts lending to
firther expand its business model in EU priocity ar-
eas. The current lending capacity of the EBRD is up
o EUR 13 billion per anmum during 2021-2027 with-
out raising additional capital. of '.'.'Ilin:Ll abowt §0%
(EUR 10,5 ulhon) could be dedicated to operations
outside of the ETL This can be aclueved entirely at
the Bank’s own risk without the need o raise addi-
tonal capital. Tlus represents 2.5% the mphed an-
mal pace of mcremental mvestment mplied under
the Ewropean Fund for Sustainable Developiment
Plus (EFSD+) for ECSDB. These fgures do not com-
cider the potentially sipnificant support thronsh
guaranies envelopes or capital under EFSD+Meigh-
bourhood. Development and International Coopera-
fion Instument (NDICT) or specific additional off-
balance sheet mandates from EU Member States,

from which the EIB 1s currently benefitting, which
wionld be added under Scenario A, The EBRD would
not need o mn down part of or its full portfolio
certain countries of operation 1o free up capital for
operations in new EU priority areas.

The EBED is drawing on & % of annwal invesmment
m grants and blending resources o supports 14s ac-
rivities, Berween EUR 280-330 million anomally
(about 50%0) are contmbuted by the EUL The EBRD
has to date signed agreements of a total value of EUR
150 malhon m guarantees under EFSD. Under Sce-
nario A, the EBRD expects their reliance on donor
resources and nse of support by external enablers to
increase o 8-12 % of annnal investment, due to the
potential expansion fo Sub-Saharan Africa (85A0,
Least Developed Couniries (LDCs) and fragile
states

All stakeholders nnanimously believe that a portiolio
transfer from the EIB to the EBRD would not be re-
quired and even if possible, wonld take vears o com-
plete. In Scenanio A, key barners are (1) questions
around implications for ELT guarantees wlen initially
granted wnder an ETB mandate, (2) transfer pricing
due to differences in EIB and EBRD pricing and
hedging. and {3} mtegraiion considerations as all
EBED countries of operations must be members of
the Bank. The Stwdy team notes that a cost esiumate
for the wansfer of portfolio from EIB under Scenario
A is not feasible

Operational implications

The EBRD has a strong focus on private sector de-
velopment. It also operates mn the public sector. es-
pecially ar the sub-sovergign level and has built a
strong track record in climate finance in the past
years. The Bank avails of a strong developinent x-
pertise on the ground and '.'_Ifftl“': a combination of
investnents, |.J{F|.I.¢‘r engagement and techmical assis-
tance. In particular, the EBREDY's expertise m pelicy
dialogue and country-led approaches as well as
‘Country Platforms’ have proven to be critical for
crowding in other private and public sector finding.

Under Scenano A, the EBRD would need (o brog-
den its sector-related development focns and exper-
tise, particnlarly with regards to social sectors, such
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as health, education, and social protection. Policy
support in the scope of policy dialogue would need
to be expanded also including LDCs and fragile
countries and sectors that have not been in the focus
of the Bank so far. Were the EBRD to seek to
broaden its public activities beyond 40 %, it would
require a shareholder decision to change the AEB
though.

The EBRD combines a full range of investment in-
struments at varying ticket size ranges. However, to
better meet local demands in SSA, fragile states and
LDCs in particular, the Bank would need to con-
sider further increasing financing in local currency
on terms alongside local capital providers as well as
equity and guarantee investments.

As mentioned above, the EBRD takes risk on its own
balance sheet and manages it effectively to maintain
financial sustainability. Its pricing and risk manage-
ment is considered adequate for Scenario A.

The EBRD has a strong local presence in its current
countries of operations through its well-staffed Res-
idential Offices in Enlargement and Neighbourhood
countries, including some countries in Asia. It is not
active in SSA, Latin America and the Caribbean, and
the Pacific. The Bank has no exposure to LDCs and
only very limited experience in fragile states. Under
Scenario A, the Bank’s country geographic expertise
would need to expand to SSA and other regions of
EU focus, including LDCs and additional fragile sta-
tes. In terms of operational capacity for treasury op-
erations, additional resources will be required in Sce-
nario A, if the Bank’s operations became signifi-
cantly more widespread. although at a slower pace
than the growth in activities.

The transition time to reach a steady state with a full
global scope would most likely require about 10
vears to have the overall impact envisaged by the
WPG report. However, a phased approach could be
deployed with positive developmental impact deliv-
ered progressively as the phases of expansion are
completed. For instance, if SSA is targeted as prior-
ity in selected countries, positive impact could start
to be felt in one to three years following approval of
EBRD Govemors to the expansion.

Development impact

The EBRD has sufficient technical capacity to en-
sure EU policy coherence and promote synergies be-
tween different EU funds and instruments. The pre-
sent EBRD systems, operating culture and incentive/
reward schemes allow to measure development im-
pact, including in terms of tracking progress against
the Sustainable Development Goals (SDGs). Be-
cause of the nature of its business model geared to-
wards transition and development, the EBRD shows
a good track record of achieving and monitoring de-
velopment impact in its current sectors of operation.

A new ECSDB based on the EBRD would bring an
acknowledged reputation as a genuine development

finance institution. With the current governance
model with partner countries becoming shareholders,
ownership and inclusiveness would be strengthened.

The EBRD’s experience in collaborating with other
IFIs is wide ranging and examples vary with differ-
ent levels of depth and formality. At the policy level,
the EBRD leverages the resources and experiences
of other IFIs” and Multilateral Development Banks’
(MDBs) programmes to strengthen the impact of
their operations on policy reforms. The EBRD has
also the footprint and capacity to make its local of-
fices in countries of operations available as a “port of
call” for smaller DFIs who may not have a local pres-
ence in all countries.

Scenario B — ECSDB building on a
EIB subsidiary

Shareholding, legal and governance implications

The EU already has a controlling majority in the EIB
as its sharcholders are the EU Member States. For
the EIB, alignment to EU’s policy priorities is writ-
ten into its statutes facilitating a “Policy first™ ap-
proach and implemented through specific mandates
supported by the EU budget and through consulta-
tions with and prior opinions of the EC on all opera-
tions. However, there is a need to further improve the
alignment of the EIB with EU policies at operational
and country level, in particular in relation to increas-
ing the Bank’s focus on least developed and low-in-
come countries as well as the social sectors.

Assuming the establishment of an EIB minority-
owned subsidiary (as set out by the WPG Report for
Scenario B), Member States, European NDBs and
the EC on behalf of the EU as shareholders would
need to agree on precise governance principles that
would ensure policy coherence and adherence to the
Policy first principle.

Financial implications

The EIB’s projected lending capacity for operations
outside the EU in the next Multiannual Financial
Framework (MFF) period i1s EUR 7.3-7.5 billion per
annum. The pace of EIB investment outside the EU
in this time period would thus be slightly lower than
the average of the last 7-year period. By design, this
capacity is predominantly contingent on EU or bi-
lateral guarantees, ¢.g. the External Lending Man-
date (ELM) or Own Resources under the Cotonou
Agreement, and an off-balance sheet vehicle for in-
vestments in African, Caribbean and Pacific (ACP)
countries (ACP Investment Facility (IF)) from EU
Member States — all exclusive to the EIB.

The EIB is drawing on 5 % of annual investment in
grants for blending and technical assistance for its
operations using an average of EUR 266 million an-
nually from the EU. Guarantees to the EIB under the
EFSD currently total EUR 338 million. As in Sce-
nario A, the reliance on external sources to support
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operations under Scenario B is expected to increase
to 8-12 % of annual investment.

As opposed to Scenario A, the balance sheets would
need to be separated in Scenario B, as it is assumed
that the EIB will establish a minority-owned subsid-
iary. The capital structure depends on the way the
EIB would finance the new entity. With a minority
holding in the subsidiary, between EUR 5-13.5 bil-
lion in additional capital would be required at the
subsidiary level for a EUR 50-60 billion pro-
gramme, which would either be provided by a mix
of capital from EU, Member States, and the EIB, the
EIB as sole lender, or the entity could issue bonds
in the market in its own name.

Similar to EBRD, the current model of the EIB is
highly efficient from a capital perspective. How-
ever, this requires that the Bank secures guarantees
from EU, Member States or third parties for its
higher risk operations outside the EU. The Bank has
historically had a very low default rate on its guar-
anteed transactions implying that it could take more
risk with higher potential for development impact.
To achieve this, the subsidiary would need to put in
place a less risk-averse strategy to fulfil the devel-
opment, policy, and operational requirements, par-
ticularly with respect to LDCs and fragile states.

As for Scenario A, stakeholders interviewed with-
out exception pointed out the complexity, difficulty
as well as time and cost cffort of a transfer of the
EBRD portfolio to the EIB. As previously high-
lighted, a cost estimate is not feasible.

As an alternative to a minority-owned entity envis-
aged by the WPG report, the EIB proposes the es-
tablishment of a majority-owned subsidiary. This
would allow the consolidation with the overall EIB
balance sheet and to draw on EIB’s AAA rating.
This model could follow the one of the European
Investment Fund (EIF) which, although funded
from the parent, is strategically autonomous with its
own governance. The oversight functions from the
EIB main board would then need to be limited to
financial oversight to ensure strategic and opera-
tional autonomy from the EIB. However, this sub-
sidiary would definitionally be under the control of
the EIB Board and as such there might be a conflict
between the capital efficiency of the structure and
the recommended and desired control set out in the
WPG report.

Operational implications

The EIB brings strong expertise, cfficiency, and ad-
ditionality in private and public sector large infra-
structure financing in areas like energy, mobility,
and water. The EIB has also built a strong track rec-
ord and expertise in climate finance, environmental
sustainability and digitalisation and has ambitious
objectives in these sectors.

In the private sector, the EIB operates mostly
through corporate loans and loans to financial inter-
mediaries. It has a “wholesale” approach relying to
a great extent on partners and co-financing arrange-
ments, in which other parties often take on the bulk
of transaction development. In Scenario B, the EIB
would benefit from further developing its product
offering by adding junior capital and increasing
their portion of local currency lending, guarantee
and direct equity participations as well as improve
their capacity to execute smaller ticket transactions.

The EIB has endorsed Organisation for Economic
Co-operation and Development’s (OECD) stand-
ards on blending and already reports on the stand-
ards endorsed by DFIs and MDBs to avoid crowd-
ing out private investment, in line with the DFI
Working Group on ‘Enhanced Principles for
Blended Concessional Finance™ and market-based
pricing methodologies. These attributes should be
included in the Statutes of the new subsidiary under
Scenario B.

The EIB has a global mandate and global opera-
tions, including in Enlargement and Neighbourhood
countries as well as in SSA, but overall has limited
experience in LDCs and fragile states. They account
for 5 % (in 18 countries) and 4 % (in 29 countries)
of EIB’s portfolio in term of volume, respectively.
However, the EIB’s presence in countries is very
limited with the vast majority of staff being Luxem-
bourg-based. An important operational implication
of Scenario B would be that the Bank would strong-
ly need to enhance it local presence and capacities
on the ground. Under Scenario B, the EIB would
thereby need to hire new staff in particular with de-
velopment policy and financial sector expertise, in-
cluding loan officers and technical experts. These
experts should have local experience and the right
sets of skills to operate in SSA, LDCs and fragile
countries and be based there. The Bank would also
have to increase its capacity to carry out additional
technical assistance to develop and lead transactions
and policy dialogue, especially at country level
complementing existing bilateral EU and Member
State efforts without duplicating efforts.

The long-term path would require an evolvement of
its business model for non-EU operations enabling
a differentiation from the investment bank model
applied to Europe to a development focused subsid-
iary. While the EIB does not foresee the decentrali-
sation level of other DFIs, the business model of the
subsidiary would need to be more decentralised than
the current one. Similar to Scenario A, the full im-
pact of Scenario B could take about 10 years Bene-
fitting from the EIB’s presence in many countrics of
operation, the Bank would have a comparative ad-
vantage in the time required to scale up.
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Development impact

The EIB is already well positioned to deliver a single
European message by virtue of its full ownership by
EU Member States and its mandate. The Bank has
sufficient institutional capacity to ensure EU policy
coherence and promote synergics between different
EU funds and instruments, but it should be strength-
ened at the operational and country level.

Although the mainstreaming of the development im-
pact agenda within the EIB has progressed, there is a
need for increasing its impact orientation when it
comes to external operations. This would require
substantial changes in governance, risk appetite, pol-
icies, and procedures, which could be achieved
through a subsidiary with a strong development fi-
nance focus with a stronger local presence.

The EIB has a strong track record in cooperating with
IFIs and European DFIs globally. It would need to
continuously work on building further mechanisms
to deepen cooperation. In particular, the EIB would
need to do more to ensurc that smaller European
DFIs that bring valuable country specific knowledge
and sectoral expertise are crowded in.

Scenario C — Improving the effectiveness and
efficiency of the existing architecture and
maximising the visibility and development
impact of the EU development cooperation

The existing architecture is built on a multitude of
institutions already working well together. Due to
cost and time implication, a new single EU develop-
ment finance champion as foreseen in Scenario A or
B may not necessarily be more effective than the ex-
isting system when it comes to EU development pol-
icy priorities. The key success factor of a Status
Quo+ as captured in Scenario C would be to ensure
that all the relevant institutions take steps to improve
their contribution to the EFAD and work even more
systematically together.

The Study team’s analysis and iterviews confirm
that, under a Scenario C, a series of steps could and
should be taken to make the EFAD stronger and
more responsive to policy priorities and development
challenges. It is key to highlight that in the absence
of a strong steer from the EC and effective imple-
mentation of coordination mechanisms, a Status
Quo+ — could not only loose its “plus” but may also
result in a further fragmentation of the status quo
with unintended consequences on the effectiveness
and coherence of a European approach.

Governance and operational implications

Institutional change is not envisaged in Scenario C,
although operational changes to strengthen the
EBRD’s expertise in LDCs and fragile states and to
strengthen the EIB’s ability to deliver greater devel-
opment impact could be pursued under this scenario.
The Study team does not see a need for an additional
Memorandum of Understanding (MoU) between the

EIB, the EBRD, and the EC. However, there needs
to be more effective coordination and communica-
tion. As mandator, the EC should increase its moni-
toring of the existing MoU. A sharper division of la-
bour between both Banks should be considered. The
Western Balkans Investment Framework (WBIF) is
an excellent example of this approach and should be
considered at global level.

The Study team has identified several coordination
and cooperation mechanisms in the current institu-
tional set up to improve the effectiveness and the ef-
ficiency of the existing architecture without pursuing
fundamental reforms. Some of these coordination
mecchanisms could be also considered for Scenario A
and B and comprise, among the more important ones,
the following:

The EFSD+ Strategic Board could further enhance
its dialogue with non-members to discuss common
standards for development finance and help build a
coherent development narrative.

The “Team Europe’ approach could continue to be a
platform of concrete cooperation and regular dia-
logue between EU and Member States’™ institutions
on EU development policy and a recognisable
‘brand’ outside the EU

Regarding programming and joint programming at
central level, a “top down’ policy steer with all stake-
holders will be critical to developing robust pro-
grammes under the EFSD+. Furthecrmore, (joint)
programming at regional and country level with ex-
tensive and transparent ‘bottom up’ consultation
with all stakeholders would be critical to developing
robust project pipelines, including Team Furope Ini-
tiatives.

Operational coordination mechanisms could be also
explored including EU Platform for Blending in Ex-
ternal Cooperation (EUBEC). This platform could,
with a broader mandate, serve for discussions on
common set of rules and for increasing coordination
across all EFAD stakeholders. The Study team notes
the advantages of strengthening and utilising the ex-
isting cooperation mechanisms instruments of Mem-
ber States and their mstitutions such as the “Mutual
Reliance Initiative® and the ‘Currency Exchange
Fund’.

Additionally, ‘Country and Regional Platforms’
could be a useful tool for the EU development com-
munity to discuss development cooperation with
country counterparts, to engage in policy dialogue,
and to create and share knowledge. In the context of
fragile states, for instance, ‘Country Platforms’ offer
a significant and much needed path to enhance de-
velopment cooperation, especially for governments
and partners who are embracing more collaborative,
risk-informed, and adaptive ways of working.

The principle of European preference can be applied
by using the current regulations and procedures. Eu-
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ropean and non-European DFIs should be further en-
couraged to collaborate both when they are in the
lead on transactions and when they are not. This
would be achieved by introducing incentives for co-
operation, such as dedicated funding for smaller
DFIs.

Finally, think-tanks and associations could play a
more distinctive role in developing standards for the
development community that would be used on a
consensual basis.

Financial implications

Building on individual strengths of each institution,
in Scenario C, EBRD could still expand into SSA,
LDCs and fragile states and the EIB increase its ac-
tivities outside the EU. They could do so in a targeted
way based on EU regional and sectoral priorities.
This would likely occur at a slower pace in terms of
annual investments for each institution in compari-
son for a Scenario A and B, however, the cumulative
disbursements have the potential to exceed both Sce-
nario A and B. The EU would focus its financial re-
sources on actors within the EFAD making use of
their specific technical and/or regional comparative
advantages, which would lead to efficient use of
DFI/MDB resources and optimisation of the EU
budget to reach its policy priorities. Taking into ac-
count future EBRD and EIB investment capacity, the
Study illustrates that Scenario C has the capacity to
provide the maximum volume of lending from the
combination of the two Bank’s activitics.

Additional institutionalised mechanism could be cre-
ated to increase risk sharing and co-financing, with a
joint facility across institutions to be further explored
under EFSD+. Furthermore, incentives for EIB and
EBRD for further engaging in co-financing arrange-
ments with other European DFIs could be considered
so that they can act as “wholesalers™.

The harmonisation of pricing practices could be fa-
cilitated by ensuring and monitoring that all stake-
holders comply with international standards such as
the DFI “Enhanced Principles for Blended Conces-
sional Finance™ and market-based pricing methodol-
ogics 1s critical.

Development impact

The added value of the Status Quo+ scenario with
multiple actors intervening notably comes from the
fact that the EU and Member States institutions
should be able, together, to capitalise on complemen-
tary strengths, and to intervene on a wide array of
projects, at different risk levels, and with comple-
mentary expertise. Large benefits from this, how-
ever, can only be guaranteed by an ‘open and inclu-
sive architecture” and the right conditions for a level
playing field among implementing partners and by
having strong steering from the EC. In Scenario C, if
correctly implemented, policy coherence to promote
EU policy objectives, values, standards, and norms

would be further strengthened by enhancing the dia-
logue between institutions at EU and Member State
levels to include financial institutions such as DFIs
and IFIs, with the EC in a steering and oversight role.

Also, under NDICI, proportionate reporting and
evaluation requirements should be imposed on recip-
ients of EU funds, including the EBRD, the EIB, and
other European DFIs. This would be an important
pillar for effective coordination and coherence. Es-
pecially under Scenario C, well-defined evaluation
standards, e.g. the OECD DAC, should become the
norm for all EU-funded projects outside Europe. A
more standardised approach to reporting and evalua-
tion with the EC as its centre would also contribute
to measuring the aggregated development impact of
DFIs” operations and increase accountability.

Even without a new ECSDB, the visibility of EU ac-
tions could be advanced much further. For all scenar-
10s, but especially in the Status Quo+, the main boost
to visibility, development impact and efficiency
should come from the effective implementation of
NDICT and the *Team Europe’ approach as well as
clear communication of results. To make the EFSD+
more inclusive for smaller European DFIs, thev
should be supported through the pillar assessment
applications and in the process for accessing fund.
Smaller DFIs should also be supported from more
established peer. This support could, for instance, in-
clude providing EU-funded consultancy services
and/or service contracts in areas of specific need.

MAIN CONCLUSIONS
‘Policy first’ Approach

Both Scenarios A and B are strong with regards to
the global policy agenda and EU agenda items, such
as promoting EU values, strengthening EU visibility,
and providing the EU with political leverage.

Scenario A

Although the EBRD’s model is that of an MDB, with
a resident board and each country of operation being
a shareholder, the Bank is perceived as being “Euro-
pean’ in many ways by stakcholders. Culturally and
strategically the Bank is aligned to EU values. The
EBRD is strongly associated by its clientele as being
an ‘European’ institution and as such can play a
strong role in enhancing EU visibility. Yet, as a mul-
tilateral institution in which the EU has a majority
but not an exclusive controlling majority, broad
alignment with EU policies and agendas can be ex-
pected. But they cannot be fully guaranteed.

For the EBRD to promote EU values, interests, ob-
jectives, and policies entirely and steadily, and to be
scen as a ‘pure’ European institution, the merits of a
strategic EU majority or changes in voting thresh-
olds, nced to be addressed. A controlling majority
would ensure that the EBRD does not deviate at any
time from EU legislation.
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Scenario B

The EIB follows the ‘Policy first™ approach from a
statutory and institutional governance perspective
The EIB’s adherence to EU’s policy objectives is in-
stitutionally embedded already today. Scenario B
with an EIB minority-owned subsidiary which is
wholly owned by European stakeholders has the ad-
vantage of not having to rely on consensus from any
non-EU entity or Government. The new subsidiary
would be also well placed to further strengthen the
EU’s visibility. However, to fully ensure alignment
with the EU’s “Policy first” principle, a strong devel-
opment finance focus would be required in its gov-
ermance and operations. This includes a strong pres-
ence on the ground, particularly incorporating least
developed and low-income countries. In addition, the
finance portfolio in social sectors would need to be
broadened.

Scenario C

Scenario C would enable the EU to combine its ‘Pol-
icy first” agenda with an effective ‘open and inclu-
sive architecture” approach. It can thereby seek to ex-
ecute its development policy objectives via the insti-
tutions best suited to deliver ‘Policy first’, including
the EIB, the EBRD, but also other European DFIs of
the EFAD. Overall, all these stakeholders are com-
mitted to reinforcing their partnership with the EU
under “Team Europe” and to improving coordination
in order to scale up their capacity to achieve long-
term EU development ambitions.

With a strong policy steer from the EC/ EEAS as a
prerequisite for this Scenario C, the EU could chan-
nel its resources to the institutions that are best
aligned with specific priorities. In a Scenario C, the
implementation of EU development and financing
actions would need to be effectively streamlined, co-
ordinated, and communicated, not least to ensure ad-
equate EU visibility.

Scenario C secks to play to the strengths of each in-
stitution to achieve the EU policy objectives. This
would give the EU greater flexibility to achieve its
policy objectives as no single institution is perfectly
designed to meet every objective.

Strong and Coherent European Approach

Scenario A

The EU’s current shareholding and voting rights in
the EBRD provide the EU with unique influence and
ensure a coherent ‘European’ approach. The Bank
has a history of decisions taken by consensus, partic-
ularly helped by EU interests having a majority and
being its major donor. Given the strong influence of
the EU on its operations, it might not be necessary to
change the sharcholding to cxert strong influence on
the EBRD’s way forward and to ensure a “strong and
coherent European’ approach, particularly as the
EBRD is already perceived as a European institution
by many stakeholders inside and by beneficiaries

outside the EU. With the current shareholding struc-
ture, the EU benefits from the EBRD as a platform
with significant potential for consensus building with
non-EU sharcholders. A more critical aspect of the
actual governance situation relates to the visibility of
the ECSDB as a true EU institution with the EBRD
being the main financial vehicle which is currently
based outside the EU.

Scenario B

The EIB has a mandate to operate globally as the
EU’s investment bank. Scenario B would thereby en-
sure the EU’s strategic autonomy as a pillar for a
strong and coherent European approach. The envis-
aged EIB minority sharcholding would ensure for
meaningful participation by the EC, Member States
and/or national DFIs. It would allow for policy align-
ment and effective cooperation among EU-based de-
velopment institutions. Independent of the share-
holder structure, to maximise the coherence of the
European approach, it will be key to engage EU de-
velopment ministers, agencies, and finance institu-
tions directly in the governance to ensure synergy,
division of labour and coherence among EU devel-
opment actors.

Scenario C

In Scenario C, if effectively steered and correctly im-
plemented, policy coherence to promote EU policy
objectives, values, standards, and norms could be
further strengthened by enhancing the dialogue be-
tween EU Institutions, Members States, and financial
mnstitutions such as DFIs and IFls, with the Commis-
sion in a steering and oversight role. In Scenario C,
a ‘strong and coherent European” approach could be
backed by the cooperation and competition of com-
plementary organisations working in the field with
the EU able to champion and showcase the best op-
erations of each in terms of development impact and
EU visibility. Key to this vision is the ability to un-
derstand and build on the strengths of the multiple
mstitutions that already exist so that they deliver de-
velopment impact in their specific areas of expertise
rapidly and at scale while making the most efficient
use of taxpayers” money. The multi-pronged archi-
tecture offers a suite of strengths, instruments, and
sectoral and country experience.

However, there is a danger that Scenario C is an en-
dorsement and continuation of the status quo and/or
lack of policy steer and that the involved institutions
would not fundamentally further develop towards a
more effective EFAD. This would be at the detriment
of a “strong and coherent European” approach to de-
velopment finance. The cooperation of all EFAD
stakeholders and particularly financial institutions in
the effective implementation of the ‘Policy first’
principle is therefore essential to mitigate this risk.
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Open and Inclusive Architecture

Scenario A

Building on the EBRD’s business model, Scenario A
1s well suited for the ‘open and inclusive architec-
ture” and level playing field approach of the EU, as
the EBRD both culturally and practically works
seamlessly with its EU peers. Building on a long
track record of collaboration, the EBRD has experi-
ence in using EU grant/ blending resources and
budgetary guarantees, which it would be able to lev-
erage in a truly open architecture and a level playing
field resulting in money being allocated to organisa-
tions with a specific expertise and track-record on
target geographies and sectors. Consequently, Sce-
nario A would ensure efficient deployment and use
of EU resources and facilitate increased involvement
of smaller European DFIs in their respective niches.
European NDBs see a specific value cooperating
with EBRD for sectors requiring intensive policy di-
alogue, technical assistance and co-investment.

Scenario B

In Scenario B, to maximize development impact, the
EC would need to ensure that the principle of an
‘open and inclusive architecture’ is maintained,
which does not eliminate or diminish the role and
specific expertise of other stakeholders in the EFAD.
The EIB would also need to continue its current
strong cooperation with other financial institutions
and in particular European financial institutions.

Scenario C

Scenario C offers the strongest outcome under this
criterion. It maximises the openness and inclusive-
ness of the EFAD enables the EU to raise the bar for
all its development institutions crowding in both the
private sector and the DFIs in a way that could not
be replicated by the selection of a single institution.
The spirit of EFSD+ would be enhanced with Sce-
nario C. Furthermore, under this scenario, the EC
could enhance the capacity of smaller European
DFIs to contribute to crowd in finance by simplifying
the access to EFSD+ funding, allowing them to work
through joint cooperation platforms, and by facilitat-
ing the establishment of co-financing/ syndication
platforms.

A System that Delivers

Scenario A

The EBRD’s business model, which would need to
be expanded in Scenario A to new geographies and
sectors, is generally well positioned to meet the op-
erational and technical requirements for a system
that delivers. The Bank’s experience with operations
at all parts of the capital structure from equity to se-
cured debt is also an asset. The EBRD works with a
financially sustainable business model without ex-
tensive reliance on external guarantees and is highly
valued as a key development bank in its countrics of
operation and among peers for its extensive local

footprint an in-depth local and sectoral technical ex-
pertise, including on policy dialogue and holistic fo-
cus on the transition of countries. Local operations
are core to the EBRD’s business model. In its current
countries of operations, the EBRD has thus demon-
strated a strong capacity to contribute to develop-
ment and to promote EU policy objectives, values,
standards. The Bank has a strong focus on private
sector development. In terms of value added, the
EBRD’s business model has proven highly effective
mainly in transition economies but also in some frag-
ile states. In these areas, the EBRD’s business model
combines policy dialogue and technical assistance
with a broad range of investment instruments across
ticket sizes and sectors. It can also operate in the pub-
lic sector catalysing systemic change beyond indi-
vidual projects. It avails of a strong risk-taking ca-
pacity and a market-based pricing methodology to
prevent crowding out of other private sector actors.

The EBRD’s country geographic expertise would
need to expand to SSA and other new countries of
operation among LDCs and fragile states. The
EBRD’s balance of public and private sector work
may need to change over time in Scenario A, with a
foreseen increase of operations in the public sector.
The EBRD would also need to increase its exposure
in inclusiveness and the social sectors such as educa-
tion, health, and social protections which are critical
to achieving the SDGs.

Scenario B

Under Scenario B, the EIB is valued in its countries
of operation for its provision of low-cost financing,.
In the Neighbourhood region, the EIB has expanded
operations in line with EU objectives and is seen as
being effective. The Bank has delivered under the
ELM and ACP IF mandate. The EIB’s current
strength lies in the execution of public sector opera-
tions, especially in large enabling infrastructure pro-
jects, where it operates on a par with its regional and
global development bank peers. It has strong scctor
expertise in climate, environmental sustainability,
and digitalisation.

If the EIB is to deliver the EU ambitions under Sce-
nario B, substantial changes would be required in its
governance, risk appetite, policies, and procedures.
Moreover, in terms of financial instruments, the EIB
would need to increase its operations in local cur-
rency loans, direct equity and guarantees as well as
supply chain financing and trade finance, and loan
syndications. The EIB has limited experience with
respect to LDCs and fragile states. It operates
through a centralised model with very limited pres-
ence on the ground. To significantly broaden its cur-
rent operational capacity to serve new sectors in
LDCs and fragile situations, the EIB would need to
increase its in-country staff. The EIB would also
need to strengthen its involvement in policy dialogue
and technical assistance to develop transactions to
complement its investment activities.
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Scenario C

The potential added value of a Scenario C with mul-
tiple actors intervening comes from the fact that Eu-
ropean DFIs, altogether, are able to intervenc on a
wide array of projects. Collectively, the stakeholders
of the EFAD are well able to carry out both private
and public sector operations. This capacity could be
enhanced by ensuring effective access to EU funds
and implementation of EU-funded programmes by
all eligible counterparts, large or small, and by ex-
panding and strengthening co-financing and refinan-
cing programmes across institutions. Overall, cach
institution, including, the EIB and the EBRD, has
different, and very often complementary levels of de-
velopment expertise, and country and regional
knowledge, but as partly continued under the other
two scenarios as well, better addresses the challenge
of local presence.

If the concept of “Team Europe’ can be built upon,
an environment could develop whereby each Euro-
pean actor, including the EIB and the EBRD, and in-
deed any non-European institution which are pillar
assessed, would seek to play to their respective
strengths and where the sense of community created
by the ‘Open Architecture’ spurs innovation and cre-
ativity.

Cost and Time Effectiveness

Scenario A

If the EU sought an exclusive controlling interest, a
shareholding of 80 % would be required with a con-
siderable cost. Any share restructuring, if executed,
would require a number of co-ordinated steps and
consent from all of the current shareholders of the
Bank.

To execute the projected lending programme under
Scenario A, the EBRD would not need to raise any
additional capital at this stage. The EBRD is cost
competitive with its multilateral peers and the bilat-
cral DFIs despite its extensive local presence. How-
ever, currently the EBRD has a “transition economy”
mandate and an increase in activities in less devel-
oped economies may put upward pressure on its cost
model and need for additional grants and guarantees.

The Neighbourhood, Enlargement, and the SSA re-
gions are expected to remain the regional priorities
of the EU. While the EBRD has very limited experi-
ence in LDCs and fragile countries, it is already well
established in the EU Neighbourhood and Enlarge-
ment countries. Currently SSA, the Americas and
Southeast Asia are not regions of operation for the
Bank. Hence, under Scenario A, a substantial expan-
sion programme would be required. This would be
challenging, and it can be expected to take around a
decade to reach a global coverage. If the focus is on
selected priority regions/ countries, ¢.g. SSA, devel-
opment impacts might be reached on a shorter time-
table (about three to five years).

Scenario B

If the EIB is to establish a subsidiary in which it is a
minority sharcholder, it will require substantial paid-
in capital, which would enable the Bank to operate
under its own balance sheet and therefore rely less
critically on a dedicated window, but rather would
retain its pre-eminence in the field of sovereign fi-
nancing on the basis of its more competitive product
offering. The Study team would expect the subsidi-
ary to require paid-in capital of EUR 5-13.5 billion
for a EUR 50-60 billion programme depending on
how it will be financed.

In terms of costs, based on the existing business
model outside the EU, it was estimated the annual
cost of an expansion to SSA, fragile states and LDCs
would be 3.5 % of annual investment driven by the
predominance of HQ staff. Under Scenario B, the
Bank envisages the move to a less centralised model
in the long run, which could result in comparable
costs for Scenario B and Scenario A.

The EIB has a global mandate and representative of-
fices across the world, some of them in a co-location
with EU Delegations. However, to broadens its use
of investment instruments and expand in less devel-
oped markets, especially in LDCs and fragile states,
where average ticket size will be lower with a need
for more time and effort per transactions, the Bank
will need to substantially increase its operational ca-
pabilitiecs including significantly higher on-the-
ground presence and augmentation of its skill set. As
such, in SSA, the challenge and timetable required to
achiceve full strength would not differ significantly to
Scenario A. However, as the EIB does not require
partner countries to be shareholders in the Bank, ex-
pansion to new countries could be achieved more
rapidly than with a shareholder requirement for part-
ner countrics.

Scenario C

Under Scenario C, the EU would have the potential
to leverage its entire existing suite of development
partners to their maximum effect without significant
institutional changes. Scenario C could be strongest
by encouraging existing institutions to improve their
development contribution and impact, with a redou-
bling of focus on the “Open Architecture’, enabling
the EU to prioritise the allocation of every Euro to
actors that are best able to allocate capital and to de-
liver on the *Policy first” principle, especially on EU
development impact objectives, Building on already
existing resources, Scenario C would be the quickest
of all three to implement.

Scenario C is the most cost-effective option, as both
Banks can optimise their business model to work
most efficiently to its strength rather than expanding
into sector and market tvpes, which do not match
their expertise. This does carry the risk of unneces-
sary duplication of resources in the EFAD, which
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will need to be prevented by a clear EU stecr. If ap-
propriarely managed, this shonld create the oppor-
tunity for both individual EFAD actors to optimise
operating expenses and the EU to optimise the nse of
115 IEs0UIees,

In contrast, building a new ECSDE mayv resalt in a
more costly, time-intensive, and nisky endeavour,
diplicating instindions and business models, When

scenario to ensure a strong and coherent approach to
address the current main development challenges

Overview of financial estimates

The table below provides an overview of financial
estinates in terms of lending capacity, grant and
blending resource use, capital requirements as well
as costs and projecied fuiure extemal grant support

necded, Key assumptions and explanations  are

EU Member States and pariner countrics need quick briefly outlined mn the footnotes to the table.

and effective collaboration and suppodt to continme
to navigate the impacts of COVID-19, building on
already existing resources and complementarities. as
foreseen in Scenario C. seems to be the most suitable

E—
I

l These estimates excludes both Banks™ corent wse -n! EFS0) guaramtees and EIE"s dedicated u'mn'-ﬂ from EVJ and Member States

3 This estimate is based an an EXPANSION OVeT four waves to G0 countries. This estimate does wot assume co-locatan with ELT Delega-
tioins, which could decresse costs significantly

4 The EIB anticipstes that cost of establishinent new offices will be covered by the sdminiserative overhead s part of the rotal staff
and won-staff costs outlined m the next row, EIB 15 mod expeehing meremental establihment costs, as it 15 planming to expand ther
existing presence and leverages whers possible co-loestion with EU Delegations, However, this will subject ta confirmation and avail-
abls office space. Detailed funwie cost medelling with specific locations and FTE oumbsers in mand will determing the cxact set-up
cost of Sesnane B

* This estimuare is based on an expansion to 22 conntries, This esimate does pot assmme co-location with ETT Delegarions, which
could decrease costs sagmaficanthy.

¢ EIB"s anvd EBRDY: business models are expected to evolve in all theee Scenarios. Consequently, when moving into less developed
megkets and dealing rskier trarsactions, there will be a iead for increased extemal grant suppoit. The exact figure depends on the
coumiry context. The % 15 expected to be higher in fragile. higher nsk contexts, whereas 1t is expected to be loaer nmore established
market economies.

T In lime with their currens bevel.
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The Feasibility Study was implemented by Particip GmbH and
Lion’s Head Global Partners in the frame of the FWC SIEA
2018 Lot 6 - Innovative Financing for Development and
managed by the Directorate-General for International
Partnerships (DG INTPA). previously Directorate-General for
International Cooperation and Development (DG DEVCO).
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