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1. Objectives of the ESF Policy Based Guarantees
The main objective of establishing Policy Based Guarantees (PBG) in the ESF Regulation is to increase the resources of the Member States and regions available for employment, education and social inclusion policies by using the leverage power of part of the ESF allocations to improve their access to financial markets. 
It is recalled that, given the specific nature of PBGs, the delegated act referred to in Article 15 of the ESF Regulation (PBG DA) will complement the horizontal rules for financial instruments defined in the delegated acts under Title IV of the CSF Regulation, in particular as regards provisions on ex ante assessment, minimum leverage effect and the rules and conditions applying to guarantees. It will also set out the conditions and process for Commission approval of the PBG.
2. Description of the Instrument

2.1. Rationale

The ESF Policy Based Guarantee would improve the conditions of commercial borrowing or bond emission of national or regional authorities, hence increasing the amount of money raised to finance Europe 2020 related structural reforms within the scope of the ESF.

A region may, for example, want to implement a reform of its vocational education system, in order to make it more responsive to labour market needs. This could imply a number of far reaching measures, e.g. setting up a skills observatory, reforming the vocational standards and curricula, increasing vocational training capacity, training trainers, creating apprenticeship opportunities and increasing the number of people in training, etc.

If such reform and other human capital investment needs within the Member State or region require a level of funding higher than the ESF appropriations in the relevant Operational Programme(s), and even going beyond the available resources in the national or regional budget, the authorities may consider seeking the resources on the financial markets. In such cases, an ESF Policy Based Guarantee would allow raising the funding under improved conditions compared to the market offer. The resources leveraged by the PBG would have to be used for investments falling within the scope of the ESF.
2.2. Mechanism

Setting up and using a policy based guarantee will therefore include the following elements:
· the Member State or region will have to define the policy intended for support and its expected results, assess its degree of compliance with the operational programme, and evaluate its funding needs and the amount of the guarantee in relation to the expected leverage effect, assess the credit risk associated with borrowing funds for implementing the policy in question, and determine the implementing arrangements for the deployment of the PBG.  

· On the basis of this policy assessment, the managing authority or the Member State will determine – possibly after a procurement procedure
 – the global amount of resources from the operational programme to be used for the Policy Based Guarantee in order to obtain the improved financing conditions. The Member State will then submit a PBG application to the Commission. 
· Upon Commission approval of the PBG, the Member State or region will raise the funding necessary to implement the defined policy. It will do so either through a private commercial loan or through issuing a bond on the capital markets (concluding in each case the necessary contracts). The existence of the Policy Based Guarantee collateral or risk sharing instrument will improve the borrowing conditions, e.g. in terms of longer maturity or reduced interest rate. 
· Upon maturity of the PBG, it will be possible to reinvest the resources paid into it by establishing a new PBG or investing in another financial instrument.
2.3. Design
The design of the policy based guarantee itself could take two forms: 

· the ESF allocation could be placed on a fiduciary account in a financial institution, possibly within the Treasury, and serve as full or – more likely in order to maximize the leverage effect – partial collateral;

· the ESF could be used within a risk sharing instrument: it would be used to share the credit risk with a national or international financial institution. The risk covered by the ESF would be limited to the amount of the PBG, with the financial institution taking the remainder of the risk. 

In any case, the maximum liability for the EU budget, i.e. the ESF contribution, would be known beforehand and capped. There is no contingent liability.

3. Specificities of Policy Based Guarantee
A classical risk sharing instrument has two main characteristics.
First, the portfolio of investments usually supported through a guarantee or risk sharing instrument is rather delimited as it typically targets either a limited number of big infrastructures or a larger number of smaller but more narrowly defined projects (e.g. support to a certain type of SMEs). 

Second, the operations supported are usually revenue generating or - when guaranteeing non productive investment - consist of public infrastructure investments. 

In the case of ESF PBGs, the operations financed through the guaranteed loans or bonds – as they must fall within the remit of the ESF eligible activities – would most likely cover a very significant number of heterogeneous expenditures, throughout a wide range of activities, often implemented within or by the public sector (see example above). 
In addition, the operations are unlikely to generate revenue directly because their benefit can rather be expected to consist of opportunity cost savings (e.g. saving on unemployment benefits stemming from the number of people moving out of unemployment as a result of the actions), or indirect economic benefits (e.g. improved skills, higher productivity, higher future tax revenue). While the funds leveraged with the PBG could also be used for making directly repayable investments, such as student or labour mobility loans, such uses cannot be assumed to become predominant. The loan or bond emission would therefore mostly generate pure public deficit, relating to operating costs rather than productive or investment costs in the public accounting sense.

4. Conditions for using Policy Based Guarantees

Fiscal constraints are compromising the ability of the Member States and regions to undertake the reforms necessary to achieve the Europe 2020 objectives, in particular in the areas of employment and social inclusion. The ESF Policy Based Guarantee will make it easier for them to overcome difficulties with raising funds to address their investment needs. 

However, due to the nature of the portfolio of actions likely to be financed and the associated risks in terms of public deficit, PBGs could also lead to worsening the budget deficit of the Member State or region concerned. 

In view of the above, the legislative proposal makes their use conditional upon a Commission approval.  

The specific conditions and process for Commission approval of an ESF Policy Based Guarantee will be defined in the foreseen delegated act. 

These conditions will relate to:

· macroeconomic conditions in view of avoiding excessive public deficits;

· minimum and maximum amounts, expressed in terms of percentage of operational programme to ensure a minimum critical mass without absorbing an excessive part of the ESF allocation;

· the content of the policy, i.e. the policy activities to be financed in order to ensure that they would correspond to the ESF scope, within the remit of the OP;

In addition, the foreseen delegated act will describe the content of the PBG application to be submitted by the Member State, including a template, and set a specific ceiling for management costs and fees. 
The implementation of PBGs, notably in terms of declaring expenditure to the Commission, co-financing requirements, audit and control requirements, determination of eligible expenditure at programme closure and requirements on recycling of funds will follow the provisions to be set out in the CSF delegated act on financial instruments, with the exception of the content of the ex ante assessment, the minimum leverage required and specific rules and conditions applying to guarantees. Those will be regulated by the PBG DA. 
Reporting arrangements will be set out in the implementing act foreseen in Article 40 of the CSF Regulation, with a specific template provided for reporting on the use of PBGs. In view of the novelty of PBGs and of their specificities as tools for public policy financing, clear provisions for reporting on PBGs' contribution to the achievement of the indicators of the programme and of the priority/ies concerned will be particularly important.
� The procurement procedure – or direct negotiations with one or more financial institutions if no procurement procedure is needed - will identify the best terms and conditions of the PBG-guaranteed loan or bond issue.  





PAGE  
PAGE  

