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1. The Committee of Ministers, having regard to Article 15 of the Statute of the Council of Europe, 

2.  Considering that the aim of the Council of Europe is to achieve a greater unity between its members for the purpose of safeguarding and realising the values and principles which are their common heritage and to foster their economic and social progress, and that one way of achieving this aim is to take joint action in the legal and administrative field; 

3. Considering that the local and regional authorities are one of the main foundations of any democratic regime; 

4. Recalling that Article 9 of the European Charter of Local Self-Government opened for signature in 1985 provides that for the purpose of borrowing for capital investment, local authorities shall have access to the national capital market within the limits of the law; 

5. Considering that the completion of the European Single Market envisaged for 1993 provides inter alia for free movement of capital within the EEC member states, and that local and regional authorities shall have access to the integrated European capital markets within the limits of the law; 

6. Considering that local and regional authorities should be able to draw on the experience of their counterparts in other European countries in order to adopt least costly and less risky solutions for the servicing of their debt; 

7. Considering that as part of sound financial management, the sole purpose of such loans as local and regional authorities may contract should be to finance investments, to re-schedule current debt and to finance temporary cash shortages arising from the uneven flow of income and expenditure, but not to finance budget deficits, and that current expenditure should be covered by current revenue; 

8. Considering that for reasons of sound financial practice or because of the need to co-ordinate national monetary policy or maintain price stability, some forms of control on the short-term and long-term debt position of local and regional authorities may be justified; 

9. Considering that fluctuations in exchange rates form an ever-present risk factor in foreign currency borrowing; 

10. Considering that a loan pool with each local or regional authority (ie. a system whereby a specific loan is not required for every individual capital expenditure) both allows greater flexibility in the timing, the amount and the duration of loans and makes it possible to contract large long-term loans when the interest rate is relatively low, 

RECOMMENDS TO MEMBER STATES

a. to invite local and regional authorities to 

i. resort to borrowing only for the purpose of funding expenditure on capital investment, re-scheduling of current debt or financing short-term cash shortages; 

ii. ensure that the repayment of loans, including the payment of interest, can be covered from current revenues, and consequently see to it that the depreciation period is not longer than the life-span of the asset(s) financed by the loan in question;

iii. envisage the creation of a loan pool for the combined financing of the expenditure mentioned in item

i) above so as to achieve optimal flexibility and efficiency; 

b. to bear in mind the risk attending any loan contracted in foreign currency, and therefore to allow local and regional authorities free access to the capital markets only if the exchange rate risks are taken into account, which may entail certain types of control by higher authorities;

c. to accept that restrictions on borrowing abroad may be necessary for limited periods in circumstances where exchange rate parity has to be safeguarded (eg. within the European Monetary System); 

d. to comply conscientiously with the announced deadline for state allocations to local and regional authorities in order to preserve their solvency and avert unwarranted cash shortages, and to envisage accepting the principle that interest should be paid by the state whenever the announced deadline is exceeded; 

e. in those cases in which investments need to be subsidised and the costs borne by a higher authority, to opt for the award of direct subsidies rather than promote types of borrowing at artificially limited interest rates, so that local and regional authorities know the exact real cost of investments approved by them; 

f. to consider how far it is expedient, in particular in cases prompted by the need to pursue a national monetary policy, to place limits on the amount of short-term debt (ie. borrowing for less than one year) contracted by local and regional authorities and, if such limits are imposed, to define them in a clear, objective and understandable way; 

g. to consider that the total amount of long-term and short-term loans that can be contracted by local and regional government should be limited only as part of a general programme to reduce the overall level of public debt or as part of a general programme to reduce public expenditure as a whole; 

h. to establish clearly the conditions of any State assistance in the event of local and regional authorities becoming insolvent; 

i. to enable local and regional authorities, if they so wish, to avail themselves of a service at national level, staffed by specialists able to provide all requisite information on the possibilities for financing capital expenditure and the conditions thereof, and on the scope for improving the management and reducing the cost of the debts incurred; 

j. to envisage periodical publication of the local and regional authorities' debt situation and the interest

payments made. 

