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A capital increase for the EBRD requires evidence of
real added value — Some ways forward

E ven before the current economic crisis there were clear signs that the transition to a market
economy in central and eastern Europe, which the EBRD is mandated to promote, is coming with

a high social price tag attached. The EBRD's own survey on transition in 2007 — at the height of the boom

times — included the alarming finding among 29,000 respondents across the region that trust in society
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Pippa Gallop had plummeted since 1989.
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pippa.gallop@bankwatch.org The economic crisis has added urgency to these findings, raising difficult questions for the EBRD about

skype: pippa.gallop its role in the fransition countries and the sustainability of the free market model it has been promoting for
nearly two decades.

Yet the EBRD’s Chief Economist, Erik Berglof, recently insisted that “The fundamental growth model for
the region remains intact”. As if to prove it, in November 2009 the EBRD used its own economic criteria
to rate Hungary as the top performing economy in central and eastem Europe for the second yearin a
row, in spite of the country’s well known economic and social problems. While there has been plenty of
talk about needing to learn lessons from the crisis, it is not yet clear what has concretely changed in the
EBRD's operations. CEE Bankwatch Network, with the support of the 45 undersigned civil society
organisations, is requesting that any increase in the EBRD's capital is conditioned on improvements — laid
out below —in the bank's operations.

1) The EBRD must promote transition to a socially just, low-carbon
economy, not only a market one, namely by:

a) Phasing out loans for fossil fuels and aviation (except safety improvements) and increasing energy
efficiency and new renewables investments. The EBRD should use its financing to lead new and
developing energy markets, not follow existing ones.

b) Setting measurable development and environmental goals in country and sectoral strategies, not only
market-oriented ones, e.g., aiming to increase the number of people with access to drinkable water or
recycling facilities, rather than primarily encouraging private sector involvement across the board.

¢) Reviewing its transition indicators to include indicators on the contributions made by EBRD projects to
societal wellbeing and the transition to a low-carbon society.

Article 1 of the EBRD’s statute states that:

“In contributing to economic progress and reconstruction, the purpose of the Bank shall be to

CEE Bankwatch Network's mission .. . . .

is to prevent the envionmentally foster the trar.13|t.|o.n_ tgwa_rds open market-oriented economies and tq promote _pnvate and
and socialy hamful impacts of entrepreneurial initiative in the Central and Eastem European countries committed to and
infemational development finance, applying the principles of multiparty democracy, pluralism and market economics.”

and to promote altemative solutions

and public participation.

In practice, this has resulted in the EBRD promoting private sector participation in almost every area of
life, even in sectors where its value has not been proven, such as water supply and public-private

www.bankwatch.org partnerships (PPPs) in the construction and operating of public infrastructure.

However, an unfettered market economy is not likely to guarantee welfare and satisfaction, particularly
with an absence of adequate social safety nets and regulation:
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“In 2009, the Region is projected to have an
additional 13 million poor or vulnerable people,
instead of the number falling from 145 million to
130 million as expected before the crisis.” (World
Bank — Regional Briefing Paper for Europe and
Central Asia, October 2009)

Regrettably, the EBRD'’s projects and sectoral policies do
not set explicit development-related goals, instead
concentrating on goals related to private sector participation.

Similarly, the EBRD’s transition indicators do not take social
and environmental factors into account, instead awarding
points based on criteria related to the degree of private
sector participation in the economy. However, private sector
participation does not in itself prove anything: economic
activities may be poorly carried out by either public or
private entities, and in naturally monopolistic sectors private
sector participation may prove to be poor value for money
because there is a need to make a profit, but there is very
little room for competition or innovation to cut costs.

Article 2.Vii. of the EBRD statute also stipulates that the
bank is “to promote in the full range of its activities
environmentally sound and sustainable development”. Yet
this has so far rather taken the form of screening the
EBRD’s individual projects for potential environmental
difficulties rather than stipulating which sub-sectors should
be supported and which should not.

With increasingly stringent climate targets being set,
particularly in the EU, the EBRD needs to take decisive
action to wean our societies off of fossil fuels. Investments
made now will have impacts for decades, and it is high time
for public development banks to stop financing fossil fuel
projects. Likewise the EBRD must halt financing for the
aviation sector (with the exception of safety improvements),
as itis by far the most carbon intensive form of transport,
and one heavily subsidised through exemption from VAT
on air tickets and tax on kerosene.

2) The EBRD needs to learn lessons
from the financial crisis by:

a) Reviewing its portfolio to avoid promoting commodity
dependence in transition countries and instead fostering the
development of higher value-added economic activities.

b) Tightening up its rules on financial intermediaries (Fls), to
ensure that:

e  Flfinancing is not used for socially harmful
lending practices. This includes a phase-out of
foreign currency lending to consumers and non-
exporting SMEs.

e final beneficiaries of Fl financing are disclosed,
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and those which are equivalent to
environmental category A or B are published on
both the EBRD's and the financial intermediary's
website before financing is approved

e  qualitative, independent evaluations are
disclosed routinely to increase accountability
and properly assess the extent to which the
EBRD is achieving its stated goals with such
loans.

The reasons for the current crisis are many, however in
central and eastem Europe some of the main drivers were
westemn European banks fuelling a boom in consumer
credits and foreign currency borrowing which was ultimately
unsustainable.

In order to prevent the collapse of the banking sector in the
region the EBRD has provided numerous further loans to
banks. But with the volume of these loans growing, greater
accountability and transparency is urgently needed to
ensure that they are used for socially and environmentally
sustainable projects that bring real benefits for people and
the environment.

In the transition countries further to the east, an over-
reliance on commodities has contributed to vulnerable
economies — a long-standing problem that has been
highlighted by the crisis. The need to diversify economies is
clear, however the question is what the EBRD will now do
in order to make this a reality.

3) The EBRD needs to strengthen its
governance and safeguard policies, by:

a) Moving towards a general presumption of disclosure in
line with the Global Transparency Initiative’s Transparency
Charter for international institutions

(www.ifitransparency.org/doc/charter en.pdf).

b) Disclosing, most immediately, full evaluations of (at least
public sector) projects, the environmental and social
conditions in loan agreements, and the final beneficiaries of
Fl financing.

¢) Swiftly implementing its Gender Action Plan and
regularly reporting on progress made, and ensuring that
gender becomes truly integrated into all bank operations
through visible leadership and appropriate institutional
arrangements.

d) Tightening its policies to ensure that it truly supports new
markets and does not lend for projects for which financing
is available at a reasonable rate from other sources.
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e) Developing a stringent, publicly consulted policy to
prevent the use of tax havens/secrecy jurisdictions by
EBRD beneficiaries.

f) Ensuring that it has sufficient staff to properly implement
its governance and safeguard standards

Bankwatch and other civil society organisations have for
many years pushed for improvements in the EBRD’s
governance and safeguard policies. However, while many
improvements have been made, the EBRD still lags behind
other IFls in some areas, for example with its non-
disclosure of full evaluation reports.

To date, the EBRD also lacks a policy on the use of tax
havens/secrecy jurisdictions, although it is clear that
progress is being made in this area. Lost tax revenues
through practices such as transfer pricing, which is greatly
facilitated by tax havens, have mainly gained publicity in
relation to the Global South but the same concems apply to
transition countries. As tax revenues are the most obvious
means for govemments to raise income to invest in
services, activities aimed at lowering tax income clearly run
contrary to development objectives.

While much of the EBRD'’s financing has supported
projects that are likely to have had difficulty in accessing
other financing, there have nevertheless been several
cases in which it has repeatedly financed multinational
companies that were most likely able to access financing
from other sources, such as ArcelorMittal, Lukoil, Kaufland
and Veolia Voda. [If this is so, it runs contrary to the EBRD’s
statute (Article 13 vii) and raises questions about the use of
relatively scarce public financing to support large private
companies.

This call to the European Bank for
Reconstruction and Development is
endorsed by the following groups:

Mark Fodor, CEE Bankwatch Network

Chad Dobson, Bank Information Center, Washington DC, USA
Antonio Tricario, Campaign for the Reform of the World Bank, Italy
The Comer House, UK

Mika Minio-Paluello, PLATFORM, London, UK

Juan Martin Carballo, CEDHA - Centro de Derechos Humanos y
Ambiente, Argentina

Jos Dings, Director, European Federation for Transport and
Environment, Belgium

Wytze van der Naald, Milieudefensie, The Netherlands

Regine Richter, urgewald, Germany

Przemek Kalinka, Polish Green Network, Poland*

Pavel Pribyl, Hhuti DUHA, Czech Republic*

Ondrej Kopecny, Glopolis, Czech Republic
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Magdaléna Grambilic, Friends of the Earth CEPA, Slovakia®

Istvan Farkas, Acting President, National Society of
Conservationists, Hungary*

Reka Hunyadi, Védegylet/Protect the Future, Hungary

Linas Vainius, Atgaja Community, Kaunas, Lithuania®

Daniel Popov, Centre for Environmental Information and Education,
Bulgaria*

Fidanka Bacheva-McGrath, Za Zemiata/For the Earth, Bulgaria®
Dato Chipashvili, Green Altemative, Thilisi, Georgia*

Natalia Ablova, Bureau on Human Rights and Rule of Law, Bishkek,
Kyrgyz Republic

Galina Chemova, Director, Centre "Globus", Atyrau, Kazakhstan
Sergey Vorsin, Director, Development Centre "Taraqgiet",
Dushanbe, Tajikistan

Inga Zarafyan, President, Ecolur, Yerevan, Amenia

Igor Sirenko, Head, National Ecological Centre of Ukraine, Kyiv,
Ukraine*

Galina Protsiv, Ecological Club "Kray", Berezhany, Temopil region,
Ukraine

Eduard Klyuchko, Zelenyy Svit, Dnipropetrovsk, Ukraine

Inara Aldybaeva, Kazakh Bureau on Human Rights and the Rule of
Law, Aimaty, Kazakhstan

Rustam Murzakhanov, Environmental Law Centre "Armon",
Tashkent, Uzbekistan

Sergey Kuratov, The Ecological Society Green Salvation,
Kazakhstan

Mirvari Gahramanli, Oil Workers Right Protection Organization,
Baku, Azerbaijan

Dana Sadykova, Karaganda Ecological Museum, Kazakhstan,
Tatiana Skrodenis, Environmental movement "Save Yuntolovo",
St.Petersburg, Russia

Anargul Dutalieva, Public organization “Taza Tabigat’, Kyrgyz
Republic

Ana Colovic, Eko-Svest, Skopje, Macedonia*

Tomislav Tomasevic, Green Action/Friends of the Earth Croatia
Natasa Djereg, Centre for Ecology and Sustainable Development,
Subotica, Serbia

Miodrag Dakic, Center for Environment, Banja Luka, Bosnia and
Herzegovina

Rijad Tikvesa, Eko-Tim, Sarajevo, Bosnia and Herzegovina
Dzemila Agic, Center For Ecology and Energy, Tuzla, Bosnia and
Herzegovina

Snezana Jagodic Vuijic, President, Ecological Association Eko Put
Bijeljina and Co-ordinator of the Savez ekoloskih snaga Bijeljine,
Bosnia and Herzegovina

Mujkic Senad, president, UG SEHARA, Bosnia and Herzegovina
Snezana Misi¢ Mihajlovi¢, Executive Director, Center for
management, development and planning - MDP Initiatives, Doboj,
Bosnia and Herzegovina

Ms. Merita Mansaku-Meksi, Qendra EDEN/EDEN Center, Tirana,
Albania

Endri Haxhiraj, Klubi pér Mirégénien e Kafshéve né Shqipéri/Animal
welfare club Albania

Mr. Niko Mihali, Qendra Koordinuese e OJQ-ve lokale,
Pérmet/Coordination centre of local NGOs in Pérmet, Albania

Mr. Lavdosh Ferruni, Aleanca Qytetare pér Mbrojtien e Gijirit t&
Vlorés - Civic Alliance for the Protection of Viora Bay, Albania

* indicates CEE Bankwatch Network member groups



