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The Covid-19 pandemig#s a crisiymneasured in the tragic
human cost of fatali#f’s as well as arfxpected sharp global
economic recesgon in 2020. Investors aifyunderstandably
keen to kngf¥nhow the ESM, as a crisis resolGian body, can

help Eu#ipe overcome the pandemic.

At ad Obal Investor Call attended by hundreds of investors across the three majc
cial time zones last week, we received many questions about how specifically wi will
aise funds if a euro area country applies for help to finance mounting healthcare-relatec
COSts.

When | wrote my last blog on 28 April, Funding health and stability, the European Stability
Mechanism (ESM) had just been confirmed as part of Europe’s response to fight the
crisis caused by the coronavirus outbreak.

On 15 May, our Board of Governors made our new Pandemic Crisis Support credit line
operational.

The lines are open and attractive

Now any ESM Member can apply for funds to support domestic financing of direct and
indirect healthcare, cure and prevention related costs due to the Covid-19 crisis.
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https://www.esm.europa.eu/profile/kalin-anev-janse
https://www.esm.europa.eu/interviews/klaus-regling-kalin-anev-janse-and-siegfried-ruhl-global-investor-conference-call
https://www.esm.europa.eu/blog/funding-health-and-stability
https://www.esm.europa.eu/press-releases/esm-board-governors-backs-pandemic-crisis-support

At policy level, 19 member states agreed on this new Pandemic s Support in just
two months, show. » how Europe comes together in times of crisi ews differed at the
start and that is a now »l process in healthy democracies. But i s converged rapidly
and an agreement was . md. At ESM level, we created — i ord time - a new method
to segregate internally the ncing of the new credit linegd® "'om loans of the previous
crisis. This is an internal Asset d Liability mechanisgf -or investors, nothing changes.
Investors buy ESM bonds across curve as we gf dnue with our diversified funding
strategy.

For Pandemic Crisis Support countries, it » = es a big difference. They will not need to
bear the costs of funding for past issuas ) will be able to benefit from ultra-low
and even negative interest rates tod e will g through our AAA/Aal cost of
funding; for 7-year bonds we pay ound-0.21% in market and for 10-year bonds -
0.05%.[1]

Then, our Members agraf to slash the Annual Margin and & “tont Service Fees. The
standard Enhanced @ 'ditions Credit Line (ECCL) created in 2¢_ %, has never been used
but provided the ure for our new credit line. Had it been used;<_» annual margin
would have begt "0.35%. For Pandemic Crisis Support, this was redu 0 0.1%. The
upfront - o - service fee, which was 0.5% for ECCL, was reduced to". 35%. The
ESM wi arge the bare minimum for these loans; the fees are there merely over our
opera al and administrative costs. Light conditionality and low fees of the ne
ing ent reflect the symmetric nature of the Covid-19 crisis. The new instrument

.e solidarity.

benefits
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Normal ECCL
2012 design)

NEW Pandemic Crisis Support
(2020 design)

Benefits

Cost of funding -0.21% to - 0.05%** We created ~ Pandemic Crisis
Support arging the

low (p e) rates teday
Annual margin duction of 0.25% annually

One off
upfront service fee

dditional one off cost reduction
of 0.25%.

For a 10 year maturity, the cost of the
loan will be just above 0%. Shorter
maturities could be at negative rates

Total charged to
countries

R% for 10yrs or
for 7yrs

! Types of bonds Normal ESM Largely

bonds Bonds

A new framework will be created to issue
ESM Pandemic Social Bonds, as the use
of proceeds will be for direct and indirect
medical costs

* Current ESM cost of funding, including historic long term issuances

™
#* ESM secondary rates for 7 and 10 years maturity in the market. Three months avep

Ut 26/05/2020 25m

So — let’s do the numbers. If th
pandemic crisis support on
charge will be around
funding including fee
countries will pa

the Pandemi
positive ints

ountries request a 16°_»ar loan and we finance the
crage with 10 year funding, «. afull costs ESM would
. If the request is for a 7 years loari »n the total cost of
Jll actually be negative and around -0.1 ith negative rates,
Jative rates — in other wordsreceive money bac: Ehis is what makes
is support tool very attractive. Presently, some euro’c. »a countries pay
st rates when they borrow for 7 or 10 years.

FEifdre 2: What will countries be charged?

Countries reg

borrow from the ESM

Average funding Average funding Explanation

7 years 10 years
Cost of funding -0.21% -0.05% The secondary market price of 7 or 10

year bonds of ESM*
Annual margin Pkt 81 Reduced margin Pandemic Crisis Support
One off upfrent service 0.036% 0.025% Service fees annualized: spread over 7
fee annualized (0.25%/7) or 10 years (0.25%/10)
Annual Service fee 0.005% 0.005% Standard annual service fee
" Yotal ESM lending rate for  -0.07% | 008% | . A negative lending rate means countries |

countries requesting need to pay back less then what they i

Pandemic Crisis Support

* Three months average, as of 26/05/2020
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For how r&@ay countries is the Pandemic Crisig@Support
attractive?

Looking at the all-in cost e ESM, we would be attractif ior 11 Member States.[2 For
those countries, financing dirc. jand indirect health cargf Jsts would be cheaper via the
ESM than in the market. There & »also other benefitt Oy applying for the pandemic
credit line they create a safety buffe’ wr financingd d relieve part of the pressure on their
domestic bond yields. In other words, aral /¢ 0n euros in some cases would not need
to be financed in the market but could be ed via the ESM. This reduces the —
already planned — large supply of natiopf 'Je hich has a positive effect on the prices
of the domestic bonds.

Figure 3: 19 euro gfZa countries and W.ESM 7Y Yield (3m
Avg, %) as of 25/05/2020

A Countries and the ESM 7Y Yield (3m Avg, %) as of 26/05/2020
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Figure 4. 2uro area countries and the ESMELOY Yield

(3m Avg, %) as@f 26/05/2020
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15% of the total amount a month ensuring a smooth funding process necessary to raise
the funds. That means the total funds can be provided in around 7 months.

If loans are drawn, they will have a maximum average maturity of 10 years. But there is
no pressure on Member States to draw the cash. For applicants, it could be simply the
assurance that should they ever need the funds, they can be made available quickly.

What does this mean for citizens?

Let's assume that “Country Europea” is among 11 countries who at present could obtain
funds via the ESM more cheaply than if they raised them from capital markets.
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“Country Eurog. »'s” 10-year bond yield is 72 basis points (0.72%) abg 0-year ESM
bonds - that is thel yerage of all those euro area countries identifie presently having
higher funding costs the ESM. All things being equal, over, ears of the loan,
“Country Europea” coult. mve €720 million for every €10 billi€ “oorrowed via the ESM.

In real life, under current ma onditions, for some ries the cost savings could be
up to €6 billion for 10 years. Thi a real cash savig® .or taxpayers. They will simply
need to pay less taxes to cover inte payments® 5 global capital markets. This is
European solidarity for citizens.

Ultimately, the decision to apply and thes 5+ is solely for our Member States to
make. We stand ready to help in timgf Ut crisis.

The ESM and sociak>onds

In the Covid-19 crisis, SM has shown its ability to adapt '« ¥ae crisis within its
mandate and serve 19 member states. Given that this is prime. w.a health crisis with
severe S0Cio-ecQ ic consequences, the dynamics are different thii. yin the past. As
such, we had#f adapt and tailor our approach to effectively meet this nc. yand
unprecedei 'd challenge. We have lowered our margins, reduced our feec ad found
ways tod en lower further our cost of funding.

| do even more. The ESM Pandemic Crisis Support is set up to finance direc:
direct healthcare, cure and prevention related costs due to the Covid-19 crisis. We &
now also working towards designing the ESM bonds needed to raise funds for our

International Capital Market Association (ICMA).

We are working on a Social Bond Framework to describe the compliance of the
issuances with these Social Bond Principles. To reinforce our solid governance and
transparency, we will have this verified by an independent second party opinion. With this
approach, the ESM strives to make use of Social Bonds as an innovative debt instrument,
in order to allow investors focusing on environmental, social and governance (ESG)
issues to allocate their funds to the ESM Members hit by the pandemic crisis. Yet, our
Social Bonds do not only seek to widen the ESM investor base but also underline the
social dimension of our support.
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Since last year, se ESM has also been member of the ICMA Green B¢ ' Principles and
Social Bond PrinC:_ s Advisory Council. We aim to actively contrif = and bring such
best practices to the ket.

The Pandemic 2020 coror isis has changed the way ork, the way we interact and
the way we live. These chang ave reinforced the sg nature of the ESM, soon
visible in the social bond frame

[1] Thank you to my ESM colleagues Yasse. ¥adou iyat Habtemariam, George Matlock,
Thomas Ritter, Siegfried Ruhl that contributed™ olumn.

[2] Based on three-month average data as of 020.

Further reading

ESM blog: Funding health 3 tability
Bloomberg TV: ESM CFQf Tinse Discusses New Tools for EU FEdemic Aid
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https://www.esm.europa.eu/blog/funding-health-and-stability
https://www.bloomberg.com/news/videos/2020-06-16/esm-cfo-janse-discusses-new-tools-for-eu-pandemic-aid-video

