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Three municipal waste incinerators, 
planned for development with 
significant EU structural funds 
support in Lithuania’s biggest cities 
Vilnius, Kaunas and Klaipeda, have in 
recent months been blocked thanks 
to mobilisation efforts from local 
communities and environmental 
NGOs, including Bankwatch member 
group Atgaja Community. 

 
Anti-incineration voices have successfully 
pointed to increases in environmental pol-
lution and waste management costs per 
household that are expected to accrue from 
the introduction of the controversial waste 
management technology. At the same time, 
they have argued that support for the pro-
posed incinerators via both EU and national 
funds would negatively impact on the in-
troduction of other more sustainable waste 
management measures while restricting the 
development of recycling, as new incin-
erators would insist on the channelling of 
waste, almost undoubtedly at higher vol-
umes, to such facilities for decades to come.

Despite the fact that 450 million Litas 
(equivalent to EUR 130 million) was as-
signed by the Lithuanian government in its 
list of ‘major projects’ under the EU Cohe-
sion fund for 2007-13 for two waste in-
cineration projects in Vilnius and Kaunas, 
neither plan will now receive direct EU fi-
nancing. Campaigners have instead called 
for realistic waste management plans for 
the region – without waste incineration. 

Local resistance pays off: transforming 
waste incineration into more 
sustainable waste management plans

The involvement of the EU funds in Lithu-
ania’s waste management sector is, as a 

result, set to reap positive environmental 
dividends. More funds are available for 
other Lithuanian municipalities, with ten 
regional waste management plans total-
ling EUR 310 million now submitted for EU 
funding (the EU financing component of 
these plans is EUR 235.5 million). Of these, 
many of the municipalities plan to separate 
their waste in Mechanical Biological Treat-
ment (MBT) facilities. The management of 
biodegradable waste and better recycling 
to meet EU targets are key objectives for all 
of the municipalities. As the municipalities 
are lagging behind schedule for the current 
EU funding period 2007-13, project imple-
mentation will start soon in 2011.

Under the original Lithuanian EU Cohe-
sion Fund planning for the 2007-2013 pe-
riod, waste incineration projects were to 
the fore and included into the national list 
of major projects. The Vilnius municipality 
for one was planning a waste incinerator 
with an annual capacity of 250,000 tons. 
Kaunas, Lithuania’s second city, had an in-
cinerator with capacity of 80,000 tons per 
year in its sights. In Klaipeda, Lithuania’s 
third largest city, the Finnish company For-
tum’s long- term plan has been to build a 
waste incinerator with annual capacity of 
150,000 tons. The projects in all three cit-
ies were planned in tandem with existing 
thermal power plants, with heat produc-
tion for municipal central heating systems 
and some electricity generation. The pro-
jects were at different stages of develop-
ment prior to submission for EU financing.

EU funds exclusively for sustainable 
waste management in Vilnius

A Lithuanian company ‘Rubicon group’ 
(later renamed to ICOR) has been actively 
promoting waste incineration tied with the 
Vilnius thermal power plant and Vilnius 
central heating system since 2007. The 
250,000 ton Vilnius incinerator was to be 

Local pressure in Lithuania keeps EU 
funds out of the waste incineration fire
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Abuses continue 
in Moscow as 
development banks 
give up on Khimki 
road financing
Unequivocal confirmation arrived from 
the European Bank for Reconstruction 
and Development (EBRD) in the new 
year that it would not be getting 
involved in project finance for the 
Khimki Forest section of the Moscow 
– St. Petersburg motorway. In the 
final quarter of 2010, the European 
Commission intimated to Bankwatch 
during a meeting in Brussels that 
neither the EBRD nor the European 
Investment Bank would be proceeding 
with project appraisal for the highly 
controversial Khimki section of the 
motorway. 

The EBRD's announcement followed a bruising 
and bloody period last autumn in the unfolding 
saga of the motorway construction in the forest 
on the outskirts of the Russian capital. Activist 
defenders of Khimki Forest and a high-profile 
Russian journalist were attacked and severely 
beaten, the motive for the attacks being widely 
linked to expressions of support for keeping Kh-
imki Forest, the so-called 'lungs of Moscow', a 
motorway-free zone. 

Yet regular shenanigans continue to affect the 
Khimki Forest protestors. In February police in 
the Khimki district arrested activist Alla Cherny-
shova, and her daughters of 3 and 6 had to spend 
more than five hours in custody where she was 
questioned as the main suspect for a false bomb 
threat. Ironically the supposed alert had been 
used by the the very same police to prevent dem-
onstrators and media from entering the Khimki 
construction site on February 1.

A public environmental assessment, handed 
over to President Dmitry Medvedev on February 
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Investing European 
structural and cohesion 
funds in energy efficiency 

and renewable energy sources 
could be helping right now to 
liberate central and eastern 
European countries from 
looming energy crises; but 
instead of acting, heads of 
governments are hesitating 
and clinging on instead to 
the tried, tested and failed 
economic growth paradigm.

 
Even though the ten 

new member states of 
the European Union have 
improved their energy 
efficiency in the past 20 
years, and are narrowing the 
gap with the old member 
states (partially due to the 
break down of Soviet-era 
heavy industries), further 
reductions in energy intensity 
and consumption as well 
as the development of 
renewable energy sources 
are required. Stacked against 
the considerable remaining 
potential for energy savings 
and greenhouse gas 
emissions reductions in the 
central and eastern Europe 
(CEE) countries, we find: the 
countries’ dependency on 
energy imports, the looming 
price explosion for fossil fuels 
and the dead-end paths of 
other so called “low carbon 
technologies” (nuclear energy 
and carbon capture and 
storage). Weighing in above 
all is the unforeseeable, 
but likely far-reaching, 
impact of fossil fuels driven 
climate change. Brokering 
an immediate turnaround 
in energy consumption and 
generation has become vital 
for the countries of CEE.

Yet the reconstruction of 
Europe’s energy supply and 
the improvement of electricity 
infrastructure requires 
huge, long-term upfront 
investments of up to EUR 900 
billion by 2020, according to 
official European projections  
– in any language that is 
money which is currently 
scarce in a region hit hard by 
the financial crisis and caught 
in the public debt trap. So 
why not tap into the Brussels 
solidarity jar, otherwise 
known as the EU structural 
and cohesion funds?

The European 
Commission's multi-billion 

euro draft budget for 
Cohesion Policy 2014 to 
2020 is to be put forward in 
June for initial discussion by 
member states and MEPs. 
A currently projected EUR 
344bn for the 2007-2013 
period, nearly one third of 
the entire EU budget, is being 
allocated to the EU’s Cohesion 
Policy, and more than half of 
this (EUR 177 billion) is set 
to flow to the new member 
states. Only a very marginal 
amount of this total, EUR 
4.2 billion, looks likely to be 
spent on sustainable energy, 
however. 

In light of the emerging 
squabbling and recriminations 
around the size of the next 
EU budget for the 2014-
2020 period, there is no 
chance of a big increase 
in the overall EU budget 
for funding the increased 

investment needs for energy 
savings and renewables in 
CEE. What there is, though, is 
the opportunity to fund such 
necessary increases through 
a rechanneling of the EU 
structural funds, even in the 
current programming period, 
as was surprisingly clearly 
articulated and recommended 
in a recent communication – 
“Regional Policy contributing 
to sustainable growth in 
Europe 2020” – by the 
European Commission.

What we continue to see, 
though, is the CEE countries 
hesitating in the midst of this 
golden-green opportunity. 
Part of the reason for this is 
the traditional emphasis of 
the structural and cohesion 
funds on integrating 

poorer regions to take 
part in the single market, 
through improvements 
to infrastructure (mainly 
roads), transport and 
telecommunications rather 
than house insulation or 
green electricity. Another 
underlying reason, not 
going out of fashion, is the 
assumption by politicians 
that a better political return 
is provided by using available 
EU funds for road transport 
rather than energy efficiency: 
constructing a highway 
and having a delightful 
inauguration photograph in 
the press is still deemed to be 
more attractive than installing 
invisible insulation.

This has to change. A good 
opportunity could have been 
the meeting of EU heads of 
states on February 4th for 
the extraordinary European 

Council on energy. But the 
EU once again missed a 
chance to set the course for 
a more sustainable energy 
and climate policy in Europe. 
Hopes that this council 
would bring the EU closer 
to such a commitment were 
dashed, with no words about 
alternatives to the current 
energy and climate policy, for 
example EU commitments 
to at least a 30 percent GHG 
reduction target, a binding 
energy saving target or 
obligatory climate priorities 
in the future Cohesion Policy. 
The fact is that a majority 
of heads of government 
believes that such a decision 
could damage the economic 
development of their 
countries. 

At the same time they 
all have to be cognisant of 
the fact that these delays in 
reducing energy consumption 
can only cause much higher 
costs in the future. According 
to Europe’s most senior 
politicians, the high risks 
of this business as usual 
policy can be offset through 
intensive networking with 
Russia and other energy 
suppliers, for example the 
oppressive Central Asian 
states. The possibility to 
reduce energy dependency 
through energy savings and 
widespread exploitation of 
renewable energy sources 
are pushed to the side within 
this kind of logic. Moreover, 
at the European Council 
on energy, pressing events 
ended up overtaking the main 
agenda: the situation in Egypt 
and the Euro crisis ended 
up dominating proceedings, 
while decisions on major 
investments for smart energy 
infrastructure, for example, 
remain remote.

Yet, what is happening as a 
result of the political turmoil 
in Egypt and elsewhere in 
North Africa? Oil prices are 
spiking. 

In some quarters at least, 
this is providing momentum 
to address underlying 
concerns regarding European 
dependence on fossil fuels. 
In the United Kingdom, the 
politician responsible for 
climate and energy, Chris 
Huhne, has chosen this 
moment to say that it would 
be “crazy” not to prepare for 
a low-carbon future. The 
UK may be, controversially, 
positioning itself – along with 
certain other old member 
states – to insist on cuts to 
the forthcoming EU budget, 
cuts that would undoubtedly 
impact the most on CEE 
countries. 

A telling response from 
the CEE countries, to justify 
continuing the same level 
of EU funding beyond 2013, 
would surely be: we need the 
money to de-carbonise our 
economies, and we commit 
to doing so with big numbers 
for energy efficiency and 
renewables to be paid for via 
the EU funds.

developed with involvement too from the 
French company ‘Constructions Industri-
elles de la Mediterranee’ (CNIM), as well 
as hoped for EU funds. However, concerns 
about the incinerator plans sparked pro-
tests in the surrounding neighbourhoods, 
and more than 5,000 people signed a peti-
tion in 2009 against its construction. 

Protests and a concerted campaign 
against the Vilnius waste incineration plans 
went on for four years, with calls for a 
wholesale revision of the Vilnius regional 
waste management policy. As a result of 
this pressure, Vilnius Regional Environ-
mental Protection Department commis-
sioned an independent evaluation of the 
project’s environmental impact assessment 
(EIA) report, which was carried out by the 
Lithuanian branch of Swiss company ‘CSD 
Ingenieure und Geologen’, and based on 
the conclusions of this evaluation of the EIA 
report, alongside negative public opinion, 
the Vilnius Regional Environmental Protec-
tion Department of the Ministry of Environ-
ment took the decision to reject the EIA re-
port in late 2010. Following this, CNIM and 
ICOR announced their withdrawal from the 
Vilnius project, saying that they would be 
focusing instead on a project in Klaipeda.

Vilnius municipality then prepared a 
new regional waste management plan for 
Vilnius County, estimated to cost EUR 38 
million, with EUR 29.4 million of this to be 
covered by EU Cohesion Fund money. The 
plan was agreed with the Environmental 
Project Management Agency and signed on 
December 27, 2010. Waste incineration, not 
a mass burner as before but instead now 
to involve the burning of refuse-derived 
fuel (RDF) after recycling, is still an integral 
part of this new waste management plan. 
However Vilnius municipality and the Vil-
nius Regional Waste Management Center 
have made it clear that the RDF facility is 
not subject to EU funds – only municipal 
waste collection, separation and recycling 
facilities are to be covered by EU money.  

The new waste management pro-
gramme will include, specifically, the col-
lection and treatment of biodegradable 
waste and the production of biogas for 
Vilnius’ public transport. Individual com-

posting of green waste is to be promoted 
in households, and the city’s main waste 
stream will be separated in special con-
tainers and further in a recycling facility.

The waste incineration plant for RDF, 
with estimated costs of EUR 130 million, is 
expected to be financed by a private inves-
tor. Both a new EIA and planning process will 
be required for it. Yet there is now a strong 
tide of public opposition to waste incinera-
tion in Vilnius, and the city’s recently elected 
council will need to work in tandem with the 
local community on the implementation of 
the city’s waste management systems and 
the controversial incineration component, 
even if it is RDF technology. 

Kaunas incinerator plans don’t add 
up for environment or taxpayers

The battle against waste incineration in 
the Lithuanian capital has been mirrored 
by local resistance against similar plans 
in Lithuania’s second largest city, Kaunas, 
with activists from both cities regularly co-
operating and sharing experiences. The 
Kaunas municipality has been focusing 
all of the city’s waste management plans 
on waste incineration for years. The main 
driving forces were the promised EU funds 
for large scale incinerators and the aspi-
ration to achieve independent energy pro-
duction from Kaunas Power Plant, owned 
by the Russian energy giant Gazprom. 

Discussions, lobbying and local resist-
ance were kept up for several years, and 
were finally rewarded in 2010 with the can-
cellation of the waste incineration project, 
before it had reached the EIA stage. In its 
place the Kaunas Regional Waste Manage-
ment Center (RWMC) submitted a proposal 
to finance a regional waste management 
plan in 2010 with total costs of EUR 38.7 
million, of which EUR 29.8 million would 
come via EU support. The new plan puts 
the emphasis on separation and recycling, 
with an MBT facility as the main invest-
ment. The Director of Kaunas RWMC noted 
that an evaluation had suggested that the 
previously planned waste incineration fa-
cility would have cost EUR 142 million, a 
much more expensive solution that would 
have required increases in local taxation. 

Incineration promoters seek a port 
and cause a storm

The decision to build a waste incinerator in 
Klaipeda, a sea port city, was approved by 
the local municipality in 2006. The Finn-
ish company ‘Fortum’ has a long term rent 
agreement for the city's central heating sys-
tem, and plans to invest in a thermal power 
plant with accompanying waste incineration 
capacity of 150 000 per year. A new com-
pany ‘Technology projects’, formed by the 
two companies that lost out in Vilnius, ICOR 
and CNIM, declared an interest in waste in-
cineration in Klaipeda soon after the loss in 
Vilnius. And for both companies this is not 
only about local and regional waste man-
agement solutions – they are interested in 
importing waste through Klaipeda port.

Clashes have arisen, however, between 
Fortum and Technology Projects over the 
tender for the project, with both propos-
ing different locations, and both facing op-
position from local residents. Indeed, one 
location was cancelled by Klaipeda district 
municipality due to sharp protests from the 
local community. 

Inspired by the activist victories in Vil-
nius and Kaunas, the protests from local 
communities in Klaipeda are growing. The 
future of the Klaipeda waste incineration 
project is not clear, nor is the status of the 
potential EU funding allocation for the pro-
ject. The anti-incineration campaign is set 
to continue in Klaipeda, and is gaining more 
support from NGOs, politicians and the 
general public. Sustainable long-term waste 
management solutions need to be found for 
the city, either with or without EU funds.

Overall in Lithuania, then, these strong 
and effective campaigns against waste in-
cinerators have raised general public inter-
est about waste management practices, 
especially when it comes to the adverse 
health impacts associated with incinera-
tion – people now know about the dangers 
of dioxins. Above all, the need for better 
recycling, reuse and other environmentally 
friendly waste management practices  are 
now well understood – the Lithuanian pub-
lic expects to see them delivered in the up-
coming regional waste management plans 
for every municipality.

1, has found that widening the existing highway, 
outside Khimki Forest, is the best alternative for 
realising the motorway. The assessment was ini-
tiated by a coalition of environmental NGOs and 
carried out by 18 experts in the field of environ-
mental protection, environmental law, forestry, 
urban planning and transport development. 

The overriding obstacle for the campaigners 
and their arguments, however, remains in the form 
of vested commercial interests determined to cash 
in on the long-planned commercial development 
of Khimki Forest, one of the few natural areas left 
for inhabitants of the wider Moscow area. 

While the motorway section through Khimki 

Forest is, therefore, to receive no funding from Eu-
ropean public banks, there is increasing specula-
tion that the EBRD has confirmed its readiness to 
get involved in other sections of the Moscow – St. 
Petersburg motorway. Whether these other sec-
tions will be free of the violent, underhand tactics 
that have been an unfortunate hallmark of the 
Khimki Forest section remains highly uncertain. 

The prominent Khimki activist Evgenia Chiriko-
va, herself no stranger to harrassment and arrest 
in recent years because of her defence of the for-
est at the heart of her local community, received 
recognition of her fearless campaigning earlier 
this month when she accepted a US Woman of 
Courage Award from US Vice President Joe Biden 

during his visit to Moscow. Chirikova raised the 
problematic aspects of the Khimki section of the 
motorway directly with the EBRD's president 
Thomas Mirow during a civil society dialogue at 
the bank's annual meeting in Zagreb last May, se-
curing pledges then from Mr Mirow to investigate 
the case further, a case whose controversies the 
bank's president appeared to be relatively in the 
dark about at that stage in its history.

Read more 
A catalogue of the repression meted out to Khimki 
activists over the years is available in English at 
the website of the Defenders of Khimki Forest, at: 
http://www.ecmo.ru/main/abuse_en/?drgn=1 

“ EUR 177 billion of EU Cohesion money 
is flowing to the new member states up 

to 2013, yet only a very marginal EUR 4.2 
billion of this looks likely to be spent on 

sustainable energy.”

It’s the EU funds, stupid, 
and the green economic 

dividends they offer

Lithuania waste from page 1

Khimki abuses from page 1
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The planned upgrade of Prague's 
waste water treatment plant –  
a multi-billion Czech crown project 
that has also been seeking co-
financing from the EU funds –  
may at first glance appear to be 
a rather mundane, if necessary, 
civic infrastructure project. Yet it 
has proven to be the source of a 
monumental political scandal that 
dominated the Czech headlines over 
the Christmas period, throwing up 
a distinctly foul-smelling mix of 
political intrigue, corruption and the 
continuing withering of public trust in 
the country's elected representatives.

The scandal arose at the end of last year 
when it emerged that Libor Michalek, the 
director of the State Environmental Fund 
(an implementing agency for EU-funded 
environmental projects) had been secretly 
recording instructions, originating from 
Environment minister Pavel Drobil and de-
livered via his adviser Martin Knetig, alleg-
edly urging Michalek to manipulate public 
orders at the Fund in order to financially 
benefit the Euro-sceptic ruling Civic Dem-
ocratic Party (ODS) and to advance Drobil’s 
career. 

These 'manipulations' included the pro-
ject to upgrade Prague's wastewater treat-
ment plant, a project that has courted 
controversy for some years now. The plant 
upgrade costs have an official estimated 
price tag of EUR 640 million, although crit-
ics say that no more than EUR 20 million 
should be sufficient to complete the work, 

while fulfilling European Commission re-
quirements. Nevertheless, as we now 
know, the plan emanating from Drobil’s 
office was to inflate the project's budget 
by another EUR 120 million (on top, that is, 
of the EUR 640 million estimate) and to ar-
range a EUR 20 million kickback to the ODS 
coffers.

Following press revelations detailing 
Michalek's covert recordings, the Environ-
ment minister Drobil first moved to dismiss 
Michalek, and then only after increasing 
political pressure resigned himself. The 
Fund director Michalek claimed that he 
had earlier informed both the Czech prime 
minister, Petr Nečas, as well as minister of 
the interior Radek John about these alarm-
ing goings-on.

Notwithstanding the fact that the man 
who reported high level corruption efforts 
was punished by losing his job, and has 
subsequently not been reinstated to his 
position even after a new minister of the 
environment (again from ODS) was ap-
pointed in the new year, the whole saga is 
highly illustrative of current political mo-
res in the Czech Republic, where public 
budgets are under the control of different 
influential economic groups that are either 
linked to or directly present in the political 
sphere. At the same time, when it comes 
to prosecuting politically linked crimes, the 
Czech police and judicial authorities con-
tinue to play an abject role of powerless 
bystanders.

What has been striking in this case is 
not only the explicitness of the communi-
cations at the highest ministerial and State 
Environmental Fund level, but also the en-
suing political reaction within the govern-
ing ODS party and from the prime minis-

ter himself. While Libor Michalek recorded 
the discussions in order to put together 
evidence about a planned crime, the dis-
missed minister Drobil had his knuckles 
rapped for managerial weakness – stag-
geringly, his party's main concern was that 
he had strayed in appointing an unreli-
able person to the position of the Fund’s 
director. Needless to say, Czech president 
Vaclav Klaus, who still maintains intimate 
ties with the ODS party, has if anything 
defended what he believes to be Drobil’s 
innocence in the case – for the hardened 
climate sceptic Klaus, Drobil of course has 
re-established order in the Czech environ-
ment ministry following years of hijack by 
the green ideology.

That this case was linked to a project 
seeking EU co-financing – approximately 
half of the EUR 640 million costs would be 
covered by EU money – is also illuminat-
ing, demonstrating as it does how mas-
sive amounts of public resources are still 
very much vulnerable to illicit procurement 
practices. Yet the fact that as of the mid-
dle of the 2007-2013 financial period the 
Czech Republic had drawn only CZK 89 
billion out of the total potential EU funds 
allocation of CZK 782 billion (11 percent) 
is perhaps an indication that the overse-
ers of the funds in Brussels are alive to the 
prevalence of sharp practices surrounding 
the allocations of funds. 

More depressing is the fact – and it 
comes as no surprise – that Czechs’ trust 
of political parties is now at critically low 
levels: a recent poll showed only 8 percent 
of the population to be broadly satisfied 
with the activities of the political parties. 
Regardless of the final level of EU funds' al-
locations in the Czech for this budgetary 
period, the main priority has to be to work 
for changes in political thinking and goals, 
in order to banish the prevailing cynicism 
and to achieve outcomes that are beneficial 
for Czech society as a whole.

allege that they are routinely interrogated when 
they raise concerns over the pipeline.

The pipeline passes through an area of north-
east Turkey with a substantial Kurdish minority 
who have been subject to state repression for 
decades. Since the pipeline's inception over a dec-
ade ago, human rights campaigners in Turkey and 
the UK have highlighted the risk of local people, 
particularly Kurdish minorities, being intimidated 
by state security forces. The ruling finds that, de-
spite widespread awareness of this "heightened 
risk intimidation", BP failed adequately to respond 
to or investigate allegations of abuse that were 
brought to its attention.

The Complaint argued that such intimidation de-
terred local people from participating in BP's con-
sultations about the pipeline's route and compen-
sation negotiations for loss of land and livelihoods.

BP has consistently promoted the BTC pipeline 
as "world class" in its approach to human rights. 
According to its legally-binding commitment to 
comply with the Voluntary Principles on Security 
and Human Rights (an international code of con-
duct for multinationals operating in the energy 
sector), BP is obliged to "consult regularly" with 
local communities about the impacts of pipeline 
security arrangements and should record and 
report credible allegations of abuse by security 
forces to the authorities.

The UK Government has now found that BP 
breached its undertaking and failed to adhere to 
the Voluntary Principles in the north-east region 
of Turkey by not responding adequately to allega-
tions of intimidation and not investigating them.

The ruling sets a major precedent. In future, to 
comply with these corporate social responsibility 
guidelines, multinationals will have to take into 
account the human rights context in which they 
operate, including the risk of intimidation, when 
designing and implementing corporate grievance 
mechanisms. Such mechanisms need to be ro-
bust enough that people can report intimidation 
without fearing further reprisals.

The failure of BP to adhere to the OECD Guide-
lines and the Voluntary Principles, as required un-
der the BTC project agreements, also raises major 

concerns over the due diligence undertaken by 
the IFIs before supporting the pipeline.

Nicholas Hildyard of The Corner House, one of 
the groups that brought the Complaint, comment-
ed: "The public funders knew about the intimida-
tion, intimidation that is still going on, but failed 
to check whether BP had adequate procedures in 
place to address and remedy it. They ploughed 
ahead with the project for political reasons. West-
ern governments appear to have been willing to 
sacrifice the human rights of those living along its 
route in order to grab the Caspian's oil for the West." 

OPIC picks up pipeline defects

The Overseas Private Investment Corporation, 
a US government insurance agency and also a 
backer of the project, released a telling report into 
the BTC project in October last year – OPIC's Office 
of Accountability had carried out a monitoring re-
port into OPIC's response to a previous compliance 
review of the project. The new report offers some 
revealing evidence about problems and oversights 
connected with the pipeline. 

For example, "The contracts of the Independent 
Environmental Consultant and the Independent En-
gineer are such that neither of these third parties, 
that act on the lenders’ behalf, is reviewing water 
quality data collected in the region of Georgia that 
is of most concern to the Government, the Re-
questers, and the preparers of the Environmental 
and Social Impact Assessment for the pipeline." 
This suggests that monitoring data covering for ex-
ample the sensitive, water rich Borjomi region of 
Georgia, through which the BTC pipeline passes, is 
not subject to third party review. 

The OPIC report describes several tests that 
have shown the pipeline wall to be weakened, 
with mention of excavation and repair of the 
pipeline in one section of the pipeline in Geor-
gia having taken place. A controversial, untested 
pipeline joint sealant is being used in the pipeline, 
as campaigners and investigative journalists re-
vealed seven years ago. 

Along with a range of descriptions of certain 
technical details that do not inspire an excess of con-

fidence, we learn also from the report that OPIC fol-
lowed its site visit with a letter reminding BTC Com-
pany of its obligations “to comply with the applicable 
environmental and social policies and guidelines of 
the lenders, with the ESAP [Environmental and So-
cial Action Plan], and with national law.” 

Bankwatch coordinator Manana Kochladze, 
who for over a decade now has campaigned for 
environmental and social justice to be upheld dur-
ing the construction and implementation of the 
BTC project, said: “There is more than a sugges-
tion in all of this that BP is not complying with 
the environmental conditions, which places them 
in potential default of the contract with lenders. 
OPIC is to be praised for the rigour they are try-
ing to bring to project monitoring. Unfortunately, 
though, it appears that they are having to try to 
whip BP into some responsible shape. It's cer-
tainly curious that monitoring conducted by some 
of the other big international lenders such as the 
IFC and the EBRD tends to give the BTC project a 
clean bill of health.”

Wikileaks exposes major BP blowout on 
Azerbaijan gas platform  

BP's related operations in the Caspian Sea 
also caught the headlines in December when the 
Wikileaks website revealed the extent of a giant 
gas leak in September 2008 on a BP platform in 
Azerbaijan, which resulted in two fields being 
shut and output being cut by at least 500,000 bar-
rels a day with production disrupted for months.

The leaked embassy cables detail that BP “has 
been exceptionally circumspect in disseminating 
information about the ACG gas leak, both to the 
public and to its ACG partners”. Another cable, 
written a few weeks after the blowout, describes 
Bill Schrader, BP's then head of Azerbaijan, ad-
mitting that it was possible the company "would 
never know" the cause although it "is continuing 
to methodically investigate possible theories".

The need for greater transparency and ac-
countability in relation to BP's Caspian operations, 
including the BTC pipeline, has undoubtedly never 
been greater.

EU funds at the heart of yet another Czech 
political corruption scandal 

BTC under fire for 
violating human  
rights obligations  
and pipeline  
integrity issues
The UK government ruled earlier 
this month that the BP-led Baku-
Tbilisi-Ceyhan (BTC) Company 
consortium is breaking international 
rules governing the human rights 
responsibilities of multinational 
companies in its operations on 
the controversial BTC oil pipeline. 

Environment and human rights 
groups in the UK, which filed an 
official complaint against BP eight 
years ago, say the ruling puts the oil 
multinational in breach of its loan 
agreements – including a multi-
million pound loan backed by UK 
taxpayers. 

Villagers living along BP's flagship oil pipeline 
have struggled to hold the companies account-
able for alleged human rights abuses associated 
with its development. 

The ruling follows the Complaint lodged under 
the OECD Guidelines for Multinational Enterprises 
by six groups in April 2003. The UK government 
backed the pipeline in 2004 through its Export 

Credits Guarantee Department (ECGD). Given BP's 
legally-binding commitment to ensure that the 
BTC project complies with the OECD Guidelines, 
the UK government ruling potentially places the 
company in breach of its contracts with the in-
ternational financial institutions (IFIs) that backed 
the USD 4.2 billion project with taxpayers' mon-
ey in 2004. In addition to the UK's export credit 
agency, these include the International Finance 
Corporation of the World Bank, the European Bank 
for Reconstruction and Development and other 
European and US export credit agencies.

The ruling states that BP failed to investigate 
and respond to complaints from local people of 
intimidation by state security forces in Turkey 
guarding the pipeline. Local human rights de-
fender Ferhat Kaya, for instance, has reported that 
he was detained and tortured by the paramilitary 
police for insisting on fair compensation. Villagers 

A road construction boom in 
Azerbaijan began in 2006 and is 
currently at its peak, with over a 
dozen projects now implemented, 
many involving loan investments 
from international financial 
institutions. However, questions are 
being asked about how to enhance 
both governmental and public 
control over the efficient use of these 
loan funds, particularly in the road 
construction sector.

Indeed, how justified is the need to attract 
foreign investment at interest if Azerbaijan 
enjoys a significant flow of funds from oil 
sales, which enables Azerbaijan’s govern-
ment to increase the share of budget fi-
nancing every year? After all, any loan must 
be returned with interest, which has knock-
on effects on the welfare of ordinary people. 

So why is this particular sector so at-
tractive for foreign loans? It can perhaps 
be explained by the number of complaints 
received from people regarding the quality 
of the constructed roads. For example, the 
highway connecting the capital Baku with 
the western Shamakhi District, stretch-

ing for 124 kilometres long, was commis-
sioned in November 2009 and has cost the 
country USD 200 million. Each kilometre of 
the road, therefore, has cost taxpayers a 
huge USD 1.62 million. 

At the start-off phase of the project, 
the total project budget was USD 100 mil-
lion, but this was subsequently doubled by 
the World Bank, although as efforts made 
by the public to get to the bottom of this 
sharp rise have revealed, no changes to the 
draft proposals have been made. Indeed 
the length and width of the road have re-
mained the same, as well as the number of 
interchanges and bridges. 

Roads that rob us: no accountability for infrastructure 
development in Azerbaijan
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The astonishing thing is that no explana-
tions for this kind of cost increase are given 
and the Azeri public is confronted with the 
fact that it will have to pay back the magically 
inflated, borrowed money over 50 years. It’s 
fair to say that it is impossible for the public 
to obtain information on what loan funds – 
like for this road or, for instance, for three 
sections of the Great Silk Road also under 
construction – are being spent on.

Missing procedures

According to standard Terms of Reference, 
when constructing strategic roads it is nec-
essary to carry out a set of social and envi-
ronmental procedures, in particular:
•  Public consultations on the project,
•  An environmental impact assessment of 
the road construction

Unfortunately, what we see happening in 
Azerbaijan's road sector, even when there 
is international financial institution involve-
ment, is that none of these mandatory op-
erational procedures are being implement-
ed during the construction of these roads.

Public monitoring reports by the Oil 
Workers' Rights Protection Public Union 
(OWRP) have picked up evidence of poor 
quality road beds that fail to meet the 
category of the road classification; traffic 
interchanges constructed that fail to take 
into account traffic volume; and basic en-
gineering design of roads that fails to meet 
the requirements of national Construction 
Directives and Rules. 

These failings were raised in the spring 
of 2010, during the country visit to Azer-
baijan of representatives of the Interna-
tional Monetary Fund. During meetings, 
NGOs repeatedly pit forward proposals for 
how to enhance public monitoring over the 
implementation of loan-financed projects.

What gives the public control?

The most important social control mecha-
nism is transparency and systematic public 
information on how – and for what – bor-
rowed funds are being spent. There has to 
be, too, observation of the environmental 
legislation of the Republic of Azerbaijan, 
transparency over how social and environ-
mental compensatory measures are ful-
filled, and compliance with the approved 
construction rules and standards. Public 
monitoring can very often help to resolve 
arising problems quickly, and of course 
prevent the deepening of social tension 
and conflicts.

Thus, public monitoring can be a mutu-
ally beneficial mechanism for the develop-
ment of partnership between the govern-
ment, the public, and all parties concerned. 
In addition, public control – if allowed to 
take place – can facilitate the fulfillment of 
all state obligations to the international fi-
nancial institutions, and vice versa.

It goes without saying that the imple-
mentation of major infrastructure projects 

requires strict compliance with all regu-
lations and safety rules. For this and the 
other reasons stated, OWRP is proposing 
the following methodology for adequate 
public control to take place in Azerbaijan: 
•  In coordination with governmental agen-
cies, public control is to be carried out at 
all stages of construction, including: earth-
work, welding, insulation operations, lay-
ing precast pipe joints, backfilling and land 
reclamation, as well as during activities 
aimed at protecting the environment, and 
addressing social issues and maintaining 
the appropriate local infrastructure based 
on the commissioning of social services by 
a relevant governmental agency;
•  When carrying out public control without 
coordination with relevant entities, public 
opinion research among employees and 
local communities in the immediate vicin-
ity of the construction site should be car-
ried out. In such instances, mini marketing 
studies of the opinions of people from lo-
cal communities may help identify possible 
deviations from the project brief.

For the public monitoring, a network of 
five civil society organisations (including 
OWRP) has been formed and it is expected 
that the network will be actively engaged in 
the monitoring.

In carrying out public control it is neces-
sary to use reliable facts, and this requires 
gathering a lot of source material on the basis 
of which the credibility of the project feasibil-
ity study can be inspected. The main focus, 
while collecting primary environmental data 
on hydro-geological, tectonic and the engi-
neering-geological conditions of the planned 
road construction corridor, should be placed 
on the environment impact assessment of 
road construction, as well as the social sec-
tor development. Often, under the pretext of 
poverty reduction, projects that contribute 
to the deepening of both environmental and 
economic problems are implemented.

The right to accurate information 

Reliable data of course makes it possi-
ble to properly inform the public how eco-
nomically rational is the implementation of 
one or other project, or if is it simply an ex-
cuse to raise another loan. It may happen 
that road construction would bring more 
negatives than positives. Public control 
facilitates the public hearing of local peo-
ple during the project implementation and 
may prevent or mitigate the likely negative 
impacts of road construction on the envi-
ronment and associated social, economic 
and other consequences.

The Republic of Azerbaijan has been a 
party to the Aarhus Convention since 1999 
and, therefore, every citizen has the right to:
•  obtain environmental information re-
lated to the proposed activity
•  declare their interests and preferences
•  express their opinions and give sugges-
tions
•  receive a response.

These rights should ensure the legal 
rights to a healthy natural environment, 
living environment and habitat, compen-
sation for harm to health, and compen-
sation for inconveniences caused by road 
construction and possible violation of 
standards and regulations.

In this way, public control allows every 
individual to obtain and disseminate ac-
curate information about the proposed 
activity. Moreover, there is an opportunity 
to hear the opinion of local communities, 
make suggestions and comments, and ex-
change views on the proposed activity. All 
materials collected in the process of social 
control may be handed over to the compe-
tent authorities.

Rzayev Namik,  
The Oil Workers' Rights Protection Public Union, 
NGO Baku

EU Funds on the line – 
road lobby attempts 
to derail sustainable 
transport development 
in Poland, Slovakia 
and the Czech Republic

Over EUR 1.5 billion of EU Funds 
designated for railway upgrading, as 
well as for the support of education, 
science, employment and regional 
development, is at risk of being 
reallocated for major new road build 
in Poland, Slovakia and the Czech 
Republic. CEE Bankwatch Network has 
in recent weeks been waging efforts 
in the three new member states 
and in Brussels to ensure that both 
EU sustainable transport priorities 
and the decision-making rules that 
govern the EU Funds are upheld. 

The moves in Poland, announced by the country's 
transport minister in January, are the most sig-
nificant in terms of the sheer scale of EU Funds 
involved – the Polish government is seeking per-
mission from the European Commission to shift 
PLN 4.8 billion (approximately EUR 1.2 billion) 
of EU cohesion funds from rail projects to major 
roads' development. 

However, according to a report last week in 
one of Poland's leading daily newspapers, Rzecz-
pospolita, the first negotiation meeting between 
Polish vice-ministers and Commission officials 
failed to convince the Commission to grant the 
reallocation. An official response is not expected 
until the second half of this year at the earliest.

Bankwatch maintains that EU-financed railway 
upgrades in Poland are crucial as the national rail 
network is in a very poor state, so much so that 
the dilapidated infrastructure is hindering Polish 
rail's competitiveness. Only 37 percent of the net-
work is deemed to be in good condition, and on 
only 5 percent of tracks throughout the country 
can trains travel at the maximum 160 km per 
hour speed. 

It shouldn't be ignored, however, that railway 
upgrade projects financed from EU sources have 
been significantly delayed in Poland. By the end 
of 2010, only about 20 percent of the available 
funding had been contracted to specific projects. 
By comparison, the money for motorways and 
expressways in the TEN-T network within Poland 
has been almost completely assigned to projects 
(95 percent). This, therefore, has helped to raise 
the possibility of using the funding available for 
the railway sector by 2015 – when the spending 
under the current budget period has to end – in-
stead for roads. 

The arguments in favour of such a move have 
been made more keenly owing to the fact that 

implementing the railway upgrades is relatively 
complicated and time-consuming,  even more 
than for new road building. Among the many rea-
sons for the slow uptake of EU funds for rail, per-
haps the most important are the low capacity and 
institutional problems of the company managing 
the rail infrastructure in Poland, PKP PLK. Reforms 
of this state-owned company have been neglect-
ed and national budget financing systematically 
cut in the last 20 years. At the same, though, pro-
tests against cutting Polish railways out of the EU 
funds have been gathering steam from a number 
of sources, including members of the Polish par-
liament, rail trade unions, and NGOs. 

Przemek Kalinka, national coordinator for 
Bankwatch in Poland and a specialist in monitor-
ing the EU's structural and cohesion funds, com-
mented: “The European Commission should not 
agree to this reallocation of funds. This would 
give the Polish government the wrong signal: 
you can neglect the railway sector and shift the 
money as you want, regardless of EU sustain-
able transport priorities, not to mention the al-
locations that were honestly brokered across the 
transport sectors at the beginning of the current 
budget period.” 

Kalinka explains that any further development 
of roads in Poland via the EU funds, directly at 
the expense of boosting environmentally friendly 
transport modes (such as rail, urban, intermodal) 
will reinforce the trend of the last 20 years where 
car transport has been sharply increasing its share 
in both passenger and freight transport. In Po-
land, 92 percent of transport emissions originate 
from road transportation, while greenhouse gas 
emissions from transport more than doubled over 
the 17 year period between 1990 and 2007. 

Short-changing the railways in the 
Czech Republic

While Czech national railways shares none of 
the same funds absorption problems as its Polish 
counterpart, nonetheless moves are afoot – spon-
sored by the Czech transport  ministry – to shift 
CZK 10 billion (approximately EUR 411 million) of 
EU funds from agreed upon rail allocations to mo-
torway projects. A request for approval from the 
European Commission has so far not been forth-
coming. 

Slovak NGOs alert to funds bypass for 
roads

Earlier this month, 26 Slovakian environ-
mental and social NGOs formally appealed to 
their government and the EU institutions to put 
a stop to the reallocation of regional funds – a 
proposed EUR 350 million – from several opera-
tional programmes to road building. According to 
the groups, such a reallocation would be contra-
dictory to both national legislation and EU funds 
decision-making rules. In addition, the Slovak 
Ministry of Transport hopes to reallocate EUR 250 
million from railroad construction to roads and 
motorways, within the spending tranche for Slo-
vak transport projects – thus EUR 600 million in 
total is at stake. 

The authorities in Slovakia are intent on re-
allocating EU funds initially destined for the 

support of education, science, employment, 
regional development, the fight against social 
exclusion as well as rail development in favour 
of the construction of motorways, including cer-
tain investments that have long been mired in 
controversy. 

According to the Slovakian NGOs, the planned 
reallocation represents a clumsy intervention 
into the whole system of structural funds in 
Slovakia in the current programming period, 
one which will affect the realisation of Cohesion 
policy priorities. Moreover, the reallocation was 
decided by the Slovakian government without 
any discussions with socio-economic partners, a 
direct violation of the partnership principle, one 
of the pillars of the Cohesion policy, as well as 
of the EU itself. 

The NGOs, including Bankwatch member 
group Friends of the Earth – CEPA, also maintain 
that the planned reallocation in favour of highway 
construction contradicts the goals of the EU as set 
out in the Europe 2020 strategy – the strategy 
stresses the need to support the development of 
environmentally friendly transport modes with 
low carbon intensity, such as rail.

The most recent Slovak press reports suggest 
that the European Commission is far from ready to 
grant a green light to the Slovak government pro-
posals, with details emerging that the country will 
have to implement its share of already allocated 
funds for motorways first before reallocations 
from other transport lines are to be considered. 

Recent correspondence between Slovakia's 
deputy prime minister Jan Figel and Johannes 
Hahn, European Commissioner for Regional Poli-
cy, also suggests that the Commission is prepared 
to take a firmer line on seeing through previously 
agreed joint commitments than perhaps the Slo-
vak government was expecting. 

Referring to proposed transfers of EU fund-
ing lines, Hahn wrote to Figel on February 17: 
“There is of course a need for a thorough consid-
eration of transfers from programmes that are 
meant to contribute to important objectives of 
the EU.” The programmes in question, and those 
under threat from the proposed transfer to road 
projects, aim at supporting competitiveness, in-
novation and research as well as the furthering 
of the “information society” – all Europe 2020 
objectives. 

Commissioner Hahn spells things out further 
in the same letter: “In the case of such trans-
fers, I would consider it important that the Slo-
vak authorities commit to a reinforcement of the 
efforts to implement the remaining ERDF [Euro-
pean Regional Development Fund] resources in 
the programmes concerned. In addition, given 
the objectives that the EU has set itself concern-
ing sustainable development, any proposal to 
increase the allocation for motorways should 
also be balanced by a commitment to continue 
investing in clean urban transport or other sus-
tainable modes such as railways or intermodal 
centres.”

A quite specific Commission support, then, for 
sustainable transport and at the same time, be-
hind the diplomatic language, a clear message for 
the Slovak government: get on with doing what 
was already agreed.

  A section of the Baku to western Shamakhi District road
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– estimates that in 2009 the 
private pension companies 
in Poland made a clear profit 
of around USD 766 million, 
from an investment of around 
USD 3 billion (ie, with a profit 
rate of 25 percent). While the 
privatisation of the pension 
scheme was supposed to 
extend individual choice 
and freedom, it has become 
clear that it has become a 
mandatory scheme for passing 
public money into the hands 
of private financial companies. 

With public debt continuing 
to rise, the Polish government 
has realised that the present 
pension system could not 
be maintained. It therefore 
announced, in January this 
year, that it would be cutting 
the amount that is paid to the 
private pension funds, from 
7.3 percent to 2.3 percent, 
with the clawed-back five 
percent to be used to cover 
the costs of present public 
pensions. However, the 
government has also stated 
that it will be seeking to 
increase the payments to the 
private pension companies to 
3.8 percent by 2017. 

Inevitably this has led to a 
barrage of criticism against 
the centre-right government, 
particularly from those who 
helped to privatise the system 
and who had previously 
considered the government to 
be political allies. The crux of 
their arguments has been that 
the government is reaching 
into the pockets of ordinary 
citizens in order to cover 
their own deficits. They argue 
instead that the government 
should seek more substantive 
reforms to reduce government 
expenditures. 

As an alternative, Leszek 
Balcerowicz for one has 
proposed that the government 
introduces reforms such as 
raising the retirement age, 
taking away early retirement 
privileges, reducing funeral 
subsidies, stalling the planned 
lengthening of maternity 
leave, abolishing the one-
off payment for newly born 
children and getting rid of 
VAT relief for hoteliers and 
the building industry. He also 
proposes that the government 
speeds up the privatisation 
process, in order to boost the 
government’s coffers. In fact 
one of the major criticisms, 

made by the original architects 
of the privatisation of Polish 
pensions, is that successive 
governments both failed to 
privatise enough and did not 
use these funds to cover over 
the hole left by payments to 
the private pension funds. 
However, the conception 
that it is either desirable or 
possible to continue selling 
state economic assets in 
order to cover the hole left by 
payments to private pension 
companies, is in itself highly 
dubious.

The move away, in recent 
times, from private pensions 
has not been restricted to 
Poland. Already governments 
in Latin America (including 
Chile, Argentina and 
Bolivia) have partly or fully 
nationalised their pension 
systems in recent years. In 
central and eastern Europe 
over the past 12 months 
Lithuania has reduced 
contributions to its private 
funds, Estonia has declared 
that it would freeze pension 
fund contributions, and in 
Bulgaria 20 percent of private 
vocational pension funds will 
put their assets under state 
control by 2014. 

In Hungary, most notably, 
the current government 
announced at the end of last 
year that individuals would 
have to decide whether 
they wanted to invest in the 
state or the private pension 
system. Up to now, around 3 
million workers in Hungary 
have been investing some of 
their pension contributions 
in private schemes and those 
that choose to remain with 
the private pension system 
will lose the right to draw 
their future state pension. 
By the February 1 deadline, 
100,000 (or three percent) of 
Hungarian pension subscribers 
opted to stay in the private 
system. It is estimated that 
this de-facto nationalisation of 
the Hungarian private pension 
schemes will be worth USD 
14.6 billion, a sum that the 
Hungarian government views 
as vital for working down the 
country’s national debt. The 
danger, however, exists that 
the Hungarian government 
will use these funds simply to 
cover its own public finance 
problems and meet the 
demands to cut its budget 

deficit laid down by the EU. 
Any return to a public pension 
system in Hungary should be 
combined with a commitment 
to use these accumulated 
funds to help valorise future 
pensions. 

Sat alongside such reforms 
elsewhere, the recent decision 
of the Polish government can 
be seen to be rather modest. 
Moreover, a pressing question 
remains: if the private pension 
system has been such an 
obvious failure, why not just 
abolish it entirely? 

That being said, and 
despite its coming under 
external political pressure, 
it is worth bearing in mind 
that the current Polish 
government happens to 
include many people with a 
personal interest in defending 
the private pension system. 
As has been documented 
recently in the Polish media, 
nine out of the 11 members 
of the present government’s 
Economic Council have 
worked at some time for a 
private pension fund. The 
Economic Council – created 
by Donald Tusk last year – is 
comprised of economists 
and businessmen who 
provide the prime minister 

with advice on economic 
issues and help to plan the 
government’s economic 
strategy. Therefore, while the 
Polish government may have 
made an important first step 
towards moving away from 
the private pension system, a 
large lobby group surrounds 
these pension companies and 
exerts a significant influence 
in national politics and the 
media. 

If it’s of any reassurance 
to Leszek Balcerowicz, such 
interests are determined 
that any further move to 
abolish the private pension 
system in Poland ‘shall not 
pass’. The outlook for Poles 
working towards a pension, 
then, appears mixed, while 
for purveyors of Hawaiian 
shirts the main target market 
appears to be restricted, for 
the time being, to the top 
echelons of Poland’s private 
pension fund companies.

Gavin Rae 
is a sociologist at Kozminski 
University in Warsaw. He is author 
of the book 'Poland's Return to 
Capitalism - From the Socialist Bloc 
to the European Union', and runs the 
blog 'Beyond the Transition' - http://
beyondthetransition.blogspot.com

When Leszek 
Balcerowicz cries ‘No 
Pasaran’ you know 

that something is afoot. Yet 
this is precisely what the 
architect of the post-1989 
shock-therapy reforms and 
the privatisation of the Polish 
pension system has recently 
been declaring in the face 
of the Polish government’s 
attempt to partially reform the 
country’s pensions. 

The issue of how to provide 
for those in their old age 
has become a central issue 
for governments around the 
world. In the wake of the 
global financial crisis, many 
European governments have 
responded by introducing a 
wave of austerity measures, 
including attempts to raise the 
age of retirement. However, the 
crisis has also revealed how the 
privatisation of the pensions’ 
systems in some central and 
eastern European countries 
has in fact increased the fiscal 
burden on governments, whilst 
simultaneously decreasing 
the income that retirees will 
receive. 

The blueprint for the 
private pension system 
evolved in Latin America, 
more precisely under the 
repressive dictatorship of 
Augusto Pinochet in Chile – 
the favoured administration 
of the Chicago Boys and the 
New Right. However, due 
to the unpopularity of the 
Pinochet regime, it was not 
until the mid-1990s that other 
countries began to emulate 
this model, as neoliberal 
governments were established 
in a number of Latin American 
countries and the World Bank 
began advocating a private 
pension scheme. 

In 1994 the World Bank 
published a key report 
– ‘Averting the Old Age 
Crisis’ – that supported the 
establishment of a three-pillar 
pension system. Although this 
report stated that this could 
take a number of forms, the 
World Bank began to openly 
espouse pension reform based 
upon the Chilean model. The 
three pillars of this pension 
model are a publicly managed 
fund, a mandatory individual 
private fund and a voluntary 
private fund. 

The advocates of this 
reform assumed that the rates 

of return in these individual 
private funds would be higher 
than in the public system 
and that it would provide an 
important freedom of choice 
to the individual. They also 
believed – following their 
ideological contours – that 
it would deliver a series 
of other benefits to the 
economy, such as increasing 

labour market incentives and 
reducing administration costs. 
Therefore, individuals would 
work later into life, as the 
more they pay into their own 
funds the more they would 
eventually reap. By 2002, ten 
countries had either partially 
or totally privatised their 
public pension system. In 
central and eastern Europe, 
where neoliberalism continued 
to exert significant influence, 
a number of countries – 
the Baltic States, Bulgaria, 
Hungary, Poland and Slovakia 
– followed suit. 

Mass unemployment 
has been a feature of Polish 
capitalism, the jobless rate 
growing to over 14 percent 
by 1992 and only briefly 
dipping into single figures 
after Poland’s entry into 
the EU in 2004. With the 
introduction in 1990 of a 
very weak insurance system 
for the unemployed, many 
Poles responded by opting to 

retire – leading to a large rise 
in the number of pensioners 
and a surge in government 
pension expenditures. One 
of the major aims of the 
pension reform package, 
introduced by the right-
wing coalition government 
in 1999, was therefore to 
institutionalise fiscal restraint 
and to encourage longer 

working lives through linking 
earnings to benefits. The 
government simultaneously 
ran a propaganda campaign 
showing future pensioners 
on exotic holidays wearing 
Hawaiian shirts, with the 
message being that individual 
pensions would be higher 
under this new private system.

However, the new reforms 
squeezed pensions in two 
ways. First, public pensions 
were no longer guaranteed to 
be 35 percent of the average 
wage and were indexed to 
price increases rather than 
wage growth. Second, by 
introducing a mandatory 
private fund, pensions 
were now at the mercy of 
the financial markets. The 
unspoken reality of the 
reforms was that future 
pensions were now not only 
going to be lower, but they 
would also be highly exposed 
to financial shocks. 

The financial shockwaves 

that spread around the globe 
from autumn 2008 did indeed 
reveal the weaknesses of 
the Polish pension system. 
Almost immediately it 
became clear that the private 
pensions were going to be 
lower than people had been 
led to believe. In 2009, the 
first recipient of a mandatory 
private pension learnt that 
she would receive just ZŁ24 
a month on top of her public 
pension. Admittedly, the 
woman in question had only 
been paying into the system 
for around ten years, but 
this nonetheless exposed 
how little these investments 
are actually worth. This was 
accompanied by Poland’s 
social insurance company 
(ZUS) sending, for the first 
time, projections of future 
pension levels to individuals 
paying into its scheme. People 
began to realise that their 
pensions would be even lower 
than those received presently 
by their parents – a sobering 
thought indeed. 

At the same time, the 
financial crisis worsened 
Poland’s public finances, with 
the budget deficit exceeding 
seven percent of GDP in 
2009 and public debt edging 
towards the government’s 
self-imposed limit of 55 
percent. When the Polish 
pension system was reformed 
it was established that those 
aged 50+ in 1999 would 
remain within the old system. 
This meant that ZUS was 
required to continue paying 
these pensions, while 7.3 
percent of total gross salaries 
was transferred to the private 
pension funds. This has added 
up to a total of ZŁ162bn since 
the beginning of the reform, 
equivalent to 11.4 percent of 
Poland’s GDP in 2010. This 
transfer has been one of the 
contributory factors to the 
growth of public debt, which 
has risen by 13 percent since 
the formation of the private 
pension funds.

The transfer of public 
money to private companies 
has to be further questioned 
when the level of profit 
that these companies have 
drawn from the public purse 
is considered. Professor 
Leon Podkaminer – from the 
Vienna-based Institute of 
International Economic Studies 

World Bank 
sponsored 

privatised pension 
pillar crumbling in 

Poland

Hunting for sustainability in Hungary

In February CEE Bankwatch Network and its Hungarian member group Na-
tional Society of Conservationists were the co-hosts of a two-day conference 
in Budapest that tackled the pressing issues of water protection management 
and energy security. The proceedings, organised to coincide with Hungary’s 
presidency of the EU, took place in the “Hunting room” of the Hungarian 
parliament.

Day one saw speakers focusing on the importance of water protection, with 
hot issues such as cyanide leaching technology in the mining sector, industrial 
and agricultural problems and opportunities for civil society engagement to 
the fore. 

Among the speakers was the CEO of MAL Zrt., whose plant was responsi-
ble for the red sludge disaster in Hungary last autumn, who stated that the 
company has complied with and continues to comply with all the required 
regulation. Civil society speakers insisted that decision makers have the 
responsibility of eliminating activities that can bring about water pollution 
and urged them to use the EU presidency to push for more extensive, binding 
water protection plans.

Energy dependency dominated the second day of the conference, with 
fossil fuel consumption and the Nabucco gas pipeline among the main talking 
points. 

Representatives from different departments of the Hungarian Ministry of 
National Development outlined to the participants the relation between the 
draft of the new Hungarian energy strategy and the country’s longer-term 
energy plans up to 2050. A representative of the NGO Crude Accountability 
described the problematic issues involved in western European countries rely-
ing on the eastern European and Caucasus region for their energy security – an 
acute, ongoing process with deep implications for European climate change 
and human rights agendas. Two panel discussions concluded the proceedings, 
one focusing on the destructive nature of fossil fuels and the other discussing 
the available options for reducing fossil fuel consumption.

“Privatisation of the pension scheme was 
supposed to extend individual choice and 
freedom, but it has become a mandatory 
scheme for passing public money into the 

hands of private financial companies.”
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In 2009, Romania accepted a EUR 20 billion 
loan package from the IMF, the World 
Bank and the European Commission, 
aimed primarily at stabilising the national 
currency and banking system in the context 
of the global financial crisis. The loan was 
conditioned by a package of austerity 
measures intended to limit the country's 
budget deficit to 6.8 percent of GDP in 2010. 
The Romanian government argued that 
without the IMF loan Romania's indebtedness 
could rise to over 60 percent of GDP by 2013. 
The austerity package involved a cut of 25 
percent in the salaries of all state employees 
as well as significant cuts in the public sector, 
among other measures. Victoria Stoiciu of 
Critic Atac discusses the scale and effects of 
the job cuts that have resulted from the IMF’s 
fiscal medicine for Romania.

In 2010 a full-blown attack on the public sector 
took place across Europe: in the EU, 13 percent 
of jobs lost because of the economic crisis fell 
in the public administration sector. In Romania, 
too, 2010 was the year in which the public sec-
tor was under siege, though unlike in other Eu-
ropean countries, the social battle in Romania 
was not noticeably intense as in some other 
countries. Nevertheless, its effects have been 
immense.

According to data from Eurofound, the Euro-
pean Foundation for the Improvement of Living 
and Working Conditions and an official EU body, 
in 2010 Romania was the European leader in 
public sector job restructuring: 78,700 public jobs 
were axed, representing 21 percent of jobs from 
all economic sectors that disappeared across the 
EU as a whole. In second place behind Romania 
was the UK, with job cuts from all sectors there 
accounting for 20.83 percent of the EU total. Im-
portantly, though, while UK job cuts have been 
deep, a considerable number of new jobs have 
also been created in the UK economy – 15.52 per-
cent of the new jobs created last year in the EU. 
In Romania, however, the gap between cut and 
newly created jobs is much wider, with new jobs 
in Romania representing only 6.28 percent of the 
European total. 

For the bulk of the remaining EU countries, 
the differentials between cut and newly created 
jobs were virtually non-existent, and in some 
countries the number of new jobs created out-
weighed job cuts. In Ireland, one of the countries 
most severely affected by the economic crisis, the 
number of new jobs was double that of cut jobs, 
while in Slovakia and Sweden new jobs outpaced 
job cuts by a factor of three.

The vast majority of public sector job cuts in 
Romania (60,610) fell in the public administration 
sector. Romania ranks second behind France in the 
EU in the total number of job cuts in public admin-
istration since the beginning of the economic crisis.

The purpose of these cuts, as outlined repeat-
edly by Romanian officials, has been to decrease 
the number of state employees in order to enact 
public administration reforms, while at the same 

time reducing the budget deficit. The effective-
ness of such an approach to reform remains ques-
tionable since neither personnel cuts nor salary 
cuts are any guarantee of reform in itself – some 
managemant consultants do argue, in fact, that 
the main obstacle to reform is not large numbers 
of employees, but rather the quality and produc-
tivity of their labour. 

In Romania, the public has become very fa-
miliar with the figure of the annoying bureaucrat 
looking arrogantly at people on the other side of 
the counter, as if the public is supposed to serve 
him and not vice-versa. But the solution to this 
problem is not cutting jobs. Numbers only affect 
the costs, not the quality, of job performance. 
Without the necessary changes in working cul-
ture, the potential for even worse service will in-
deed surely rise, with those remaining in public 
administration having to contend with reduced 
pay and fewer staff having to carry out more 
work.

Most tellingly, the economic and budgetary 
impact of these job cuts in Romania has been vir-
tually zero. The achieved savings on public sector 
salaries have not helped to significantly reduce 
state expenditure. 

For January-November 2010, according to the 
National Statistics Institute, salary costs from the 
state budget were 12.679 bn lei as opposed to 
12.701 bn lei in the same period in 2009  –  a 
virtually non-existent reduction, then, and this 
in spite of both heavy job cuts and salary cuts 
of 25 percent. In the consolidated budget (which 
also includes local budgets), savings were more 
significant, with expenses at this level decreasing 
by 8.5 percent. Nevertheless, even these savings 
can be viewed as relatively modest next to the 
hefty reductions in both job numbers and pay lev-
els that have delivered them.

The explanation for such low savings stems 
from a series of factors but, since no official stud-
ies and statistics exist yet, a few potential inter-
pretations can be offered at this stage. 

A first possible explanation was offered by 
Finance Minister Gheorghe Gherghina last year. 
According to Gherghina, the 25 percent cut was 
applied to salary expenses, which are lumped to-
gether with all personnel expenses in the state 
budget: since other expenses associated with 
personnel have not been cut, this diminishes 
the impact of salary cuts on the overall budget. 
Another possible explanation could be that sal-
ary cuts were only applied in the second half 
of 2010 and, taking that into consideration, this 
reduces the overall volume of savings. Finally, a 
third hypothesis is that among the cut jobs, many 
of these existed “on paper only”, hence they in-
volved no expenses for the budget. 

Many Romanian experts and journalists have 
indeed taken it as read that numerous such “pa-
per-only” jobs existed. However, in reality, there 
are no precise numbers for this phenomenon and 
it is entirely possible that, rather than it being a 
widespread phenomenon, it is an example of a 
few cases being blown out of proportion by the 
media. 

What is known is that state salaries in Roma-
nia are to be increased in 2011 by 15 percent, 
that is 15 percent of the 2010 post-cut level. The 
real increase, though, is actually of an order of 
1.4 percent, given the 5.4 percent inflation rate 
as well as the fact that, in 2011, the traditional 
'13th salary' and holiday bonus will no longer 
be granted. 

Romania has made some of the biggest sac-
rifices in Europe, but with the least impact in the 
union. We are the champions of Europe in terms 
of the harshness of austerity measures, but that is 
all we can boast about. What have we achieved? 
No savings for the budget, no increased produc-
tivity, no reform.

Time and again, Romania seems to insist on 
making human sacrifices in order to be reborn as 
a state. Time and again, a new social category 
is sacrificed – yet  these human sacrifices never 
seem to pay off.  

Meanwhile, a new follow-up deal from the 
IMF, World Bank and the EU, to come into effect 
in May this year after the existing arrangement 
expires, is in the works for Romania. Where will 
the hammer blow of austerity strike hardest next, 
and for whose benefit?

A version of this article first appeared in the online 
magazine of Critic Atac, at: www.criticatac.ro

Leap of defiance

On December 23 last year, during a no-
confidence vote on the present government, 
Adrian Sobaru, an electrician for TVR, Romania's 
national television channel, jumped from the 
balcony of the Romanian parliament. 

Before he jumped, Sobaru yelled out to the 
Romanian parliamentarians below, “You have 
killed our future!” and “You have taken the 
bread away from our children's mouths!” 

Forty-three year old Sobaru is the father of 
two children, one of whom suffers from autism 
and requires specialised assistance. His parents 
receive a carer allowance (the equivalent of 150 
euros per month) from the Romanian state, but 
this was cut by 15 percent as a part of the gov-
ernment's austerity plan agreed with the IMF, 
which included 15 percent cuts in most forms of 
social assistance. 

Sobaru, who has not been diagnosed with 
any serious psychiatric condition, survived the 
jump and has declared since that his act was 
a political statement against the Romanian 
government and its austerity drive. 

His actions postponed the vote of no-
confidence, which took place last week with the 
coalition government surviving. The proceed-
ings were marked by 10,000 demonstrators 
gathered outside the Romanian parliament. The 
demonstration was organised to protest primar-
ily against the reform of the labour law that 
will make it easier to fire people and to make 
employees work longer hours.

Austerity is the mother of rising dissension in Romania

On February 17, a European Parliament 
vote for a more democratic, 
transparent and accountable European 
Investment Bank (EIB) was adopted 
with a strong majority. The vote related 
specifically to the future of the EIB’s 
lending outside the European Union 
with a EU guarantee, also known as the 
EIB’s external lending mandate (ELM).

MEPs also called for an increase to the ceil-
ings of the EIB's external lending, including 
an extra EUR 2 billion designated for cli-
mate adaptation and mitigation projects (or 
the so called “Climate change mandate”), 
and EUR 1 billion for the Mediterranean re-
gion. The NGO coalition Counter Balance 
believes, however, that the EIB’s patchy ex-
ternal lending record to date, involving too 
little evidence that the bank is able to de-
liver on EU development goals, means that 
these calls for increased lending volumes 
are premature and overly ambitious.

The European Parliament vote came after 
a two-year process following the cancella-
tion in November 2008 of the EIB’s EU guar-
antee for external lending by the European 
Court of Justice (ECJ). The ECJ questioned 
the decision-making process followed at 
the time of the approval of the last EIB ELM 
in 2007, concerning the 2007-2013 time 
period. The ECJ decision vindicated what 
European civil society and the European 
Parliament have been calling for in the last 
decade, namely that EIB lending outside of 
the EU requires a crystal clear development 

priority, an aim that has not been iterated 
in a coherent manner with other European 
commitments and legal provisions. In do-
ing so, the ECJ granted co-decision power 
to the European Parliament to decide jointly 
with the EU’s 27 member states on the ex-
ternal lending activities of the Bank. 

The European Parliament resolution 
concludes that: “More generally, EIB financ-
ing operations shall contribute to the gen-
eral principles guiding the Union's external 
action, as referred to in Article 21 of the 
Treaty on European Union, of consolidating 
and supporting democracy and the rule of 
law, human rights and fundamental free-
doms, and shall contribute to the imple-
mentation of international environmental 

agreements to which the Union is a party.” 
[Art. 3. Par. 1a]

The EIB announced in February that in 
2010 it increased its lending outside of the 
EU to 9 EUR billion, however Counter Bal-
ance maintains that the EIB is still falling far 
short of proving that its external activities 
are coherent with the EU policy objectives 
for poverty eradication and contribution to 
the 2015 Millennium Development Goals.

Following the plenary vote, the Euro-
pean Parliament now has the challenging 
task to negotiate and agree with the Coun-
cil on the future of EIB external lending up 
to 2013. A decision needs to be taken by 
October 2011 at the latest when the dead-
line given by the ECJ decision ends. 

Split signals on 
EIB’s lending 
outside Europe

Key points of the European Parliament resolution: 

Better coherence with EU development poli-
cies, performance, and accountability of EIB's 
external action  

The Parliament follows on its previous calls 
to the EIB for better coherence with EU policies 
and objectives especially in fulfilling its devel-
opment objectives in line with the ECJ decision 
and the Lisbon treaty, the EU 2020 strategy, 
the contribution to the achievement of the 
2015 MDGs, and the promotion of democratic 
governance. 

The Parliament further underlines the need for 
operationalising the development responsibili-
ties of the EIB by requiring the EIB to “develop 
performance indicators in relation to the develop-
ment, environmental and human rights aspects 
of projects funded as well as taking into account 
the relevant indicators under the Paris Declaration 
for Aid Effectiveness, in order to facilitate such 
monitoring” [Art.5. Para. 2]. 

The Parliament underlines the necessity for 
better accountability and reporting on the results 
achieved by the EIB with regard to assessing its 
development impact [Art. 6, 2a].

Increased transparency, better monitoring, 
reporting, and assessment of the quality of 
the EIB’s operations

The Parliament recognises the need for 
increased transparency and better monitoring of 
the EIB's operations, calling for reporting to the 
Commission, but as well as to the European Par-
liament and citizens on the “development impact 
of the operations financed during the year...based 
on the EIB performance indicators” [Art 6. Par.2a]. 

The decision also stresses the importance of in-
creased monitoring of the EIB's operations also during 
project implementation and completion, with disclo-
sure of the results of the monitoring, and including 
the performance of financial intermediaries in support 
of small and medium enterprises [Art 6. Par.2]. 

According to the decision, “In the interests of 
transparency, the Commission shall make publicly 
available on its website full details relating to all 
cases of recoveries under the guarantee agree-
ment” [Art. 11, Par.2b]. To increase scrutiny over the 
bank's operations, the European Parliament further 
included a special clause on the role of the European 
Court of Auditors, according to which the external 
action of the EIB is subject to its scrutiny [Art. 12a].

Big lending numbers, big banks … and still big question marks

Since the publication in November of Bank-
watch's 'Missing in action' report into the European 
Investment Bank's crisis support package for small 
and medium-sized enterprises (SMEs) in central 
and eastern Europe, some new details – and 
choice quotes – have been emerging. Of the EUR 
30 billion that the EIB was instructed in September 
2008 to dish out to SMEs via private banks, EUR 
11 billion has been disbursed to several major 
European banks operating in eastern Europe, ac-
cording to EIB figures released on the occasion of 
its annual press conference in late February.

Matthias Kollatz-Ahnen, a vice-president of the 
European Investment Bank, was quoted in EurA-
ctiv.com: "A lot of what we did was so the banks 
wouldn't shut down. We said, 'we'll give you 
(money) for new SME loans under the condition 
you don't move out of the country'".  

This is probably the closest that any official at 
the EIB, the European Bank for Reconstruction 

and Development or the International Finance 
Corporation (some of the other international public 
lenders that provide a similar system of intermedi-
ated lending to SMEs via private banks) has come 
to publicly calling this kind of multi-billion euro 
fund channelling a “bailout” for the embattled 
European banking sector. 

With, to date, information publicly available on a 
mere five out of the tens of thousands of the SMEs 
that have received EIB assistance under this form of 
lending (the EIB released some brief case studies 
about these European companies in May last year), 
there is continuing concern not just over whether 
the private banks are hoarding this EIB finance for 
SMEs – an equally acute issue is just what kind of 
SME development the EIB Is helping to shape. 

As Counter Balance’s co-ordinator Desislava 
Stoyanova warned in European Voice as far back 
as November 2008 (just as the EIB was being 
“front-loaded”, in Gordon Brown’s terminology, for 

crisis duty): “As shareholders in the EIB, EU govern-
ments should resist the temptation to view the 
EIB serving small businesses merely as a last-ditch 
cash cow, and instead insist on far better targeted, 
socially responsible and, ultimately, measurable 
investment behaviour from the EU's prime lending 
arm. In essence, let's hear less about quantity and 
let's see much more quality.”

Alas, we are no further forward when it comes 
to really knowing what is going in with this vitally 
important plank in the EIB’s portfolio. Members of 
the European Parliament may be making more 
and more promising noises on transparency, ac-
countability and measurability surrounding these 
loans, now they have to stop being bamboozled 
by the barrage of big numbers regularly pumped 
out by the EIB. They say that ‘less is more’, and 
certainly with the ongoing shortage of information 
about the EIB’s lending to SMEs, more and more 
questions and doubts are piling up.
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What is the EBRD?

Changing job is a big step into the unknown 
for most people. Switching employer from the 
BBC to the EBRD represents – apart from anything 
else – a big jump in brand and acronym recogni-
tion, as Jonathan Charles must have recently 
discovered. The stalwart BBC journalist took up 
his new position as Director of Communications 
at the EBRD in February, prompting among other 
messages the following Tweet from one of his 
Twitter followers: “Good luck in the new job, 
what is EBRD?” 

That the EBRD is not instantly recognisable in the 
UK is regrettable. UK taxpayers – as well as taxpayers 
from around the developed western world – really 
ought to be a lot more cognisant of the mixed bag of 
investments their tax money is helping to serve up in 
central and eastern Europe via the EBRD. The Econo-
mist's eastern Europe-focused blog noted, indeed, 
in January that “PR people at the European Bank for 
Reconstruction and Development often moan about 
the lack of coverage that the media gives their wor-
thy efforts in modernising the ex-communist world.” 

Hopefully Mr Charles, via his BBC contacts and oth-
ers, may be able to breathe new life into EBRD media 
coverage beyond the uncritical cutting and pasting of 
bank press releases done by so many of the region's 
press outlets. If the BBC is the objective and balanced 
reporter that it says it is, an increased spotlight on the 
bank should mean more coverage for the testimonies 
of those people and communities often at the sharp 
end of the EBRD's activities in the region. 

But “what is the EBRD?” In this a red-letter year 
for the bank, as it gets ready to mark 20 years 

Replaying an old 
record, as Bankwatch 
provides input to 
latest review of EBRD 
public information 
policy

CEE Bankwatch Network has provided 
a submission to the EBRD’s recently 
launched review of its public 
information policy (PIP). The call 
for commenting from the bank was 
launched on December 22, 2010, with 
comments invited on the existing 
PIP that came into force in 2008. The 
new submission, sent to the EBRD in 
January, draws heavily on comments 
provided by Bankwatch and the 
Global Transparency Initiative 
during the 2007/2008 PIP review 
as they were poorly reflected in the 
adopted PIP in 2008, with additional 
amendments being based on 
experiences with the current policy’s 
implementation.  

The Bankwatch submission places emphasis on 
several priority issues, perhaps the leading one 
being the need for the EBRD to provide much 
more robust information disclosure about its lend-
ing via financial intermediaries. 

Ramped up by the EBRD’s crisis lending in the 
last couple of years, these type of investments 
now account for up to 40 percent of the bank’s 
portfolio. And, indeed, one of the few tangible 
facts to emerge about the EBRD’s lending to pri-
vate banks in eastern Europe came in a Novem-
ber 2010 report into the bank's crisis response 
from its own evaluation department: “some” of 
the EBRD credit lines for SMEs were not disbursed 
by the banks, and they “did not prevent the credit 
crunch, particularly for small businesses”.

What has been all too familiar is that neither 
the intermediaries nor the EBRD offer any mean-

ingful information on the final destination, the 
size or conditions, let alone the social and envi-
ronmental impacts of these sub-loans. Yet despite 
the ongoing lack of information, it has become 
evident that the EBRD's involvement does not 
prevent financial intermediaries from investing 
in harmful projects, even if not directly using the 
EBRD's money. Notorious examples include VTB 
Armenia, which is financing the highly contested 
Teghut mining project, and Russian state-con-
trolled Sberbank, which is general partner of the 
environmentally disastrous Sochi Olympic Games. 

At the centre of Bankwatch's thinking, there-
fore, is a belief – and a hardly radical one in fact 
– that public scrutiny is crucial for guaranteeing 
that the EBRD's investments bring real benefits 
for real people and that the bank does not sup-
port intermediaries that harm people and the en-
vironment. When it comes to EBRD investments 
destined for private equity funds, Bankwatch also 
calls for regular disclosure of EBRD-related invest-
ments, and not merely leaving this to the discre-
tion of the private equity fund beneficiaries. 

A further PIP oversight identified in the Bank-
watch submission relates to the Aarhus Conven-
tion. Not only does the EBRD determine in its 
Environmental and Social Policy that “stakeholder 
engagement should be consistent with the spirit, 
purpose and ultimate goals” of the Aarhus Con-
vention, but it also “expects” and “will promote 
similar good practices amongst its client”. Surpris-
ingly, therefore, the current PIP does not contain 
any reference to the Aarhus Convention – the im-
portance of implementing Aarhus among EBRD 
clients should be included in the revised PIP.  

Bankwatch also points to the need for disclo-
sure of the Environmental and Social Action Plan 
(ESAP) that accompanies EBRD projects, either 
regularly by its clients, or by the bank itself in 
the case of significant public interest. As the dis-
closure of ESAPs for both category A (high risk) 
and B projects has failed due to frequent neglect 
by EBRD clients, Bankwatch advises the bank to 
disclose the ESAP itself. Similarly, Bankwatch is 
also requesting the EBRD to disclose evaluation 
reports (or at least their summaries) into financed 
projects within 6 months of evaluation missions, 
as it is important for the public to know what the 
bank has learned from the projects it finances.  

Emphasis is also placed on improving disclo-
sure of project-specific information. Bankwatch 
has requested that the EBRD ensure effective 
public participation for category B projects, espe-
cially in high risk industries. This would also be 

in line with the Aarhus Convention. For exam-
ple, the Centerra Revolving Debt Facility regional 
project that was recently approved by the EBRD 
received category B classification, yet interested 
stakeholders were not properly consulted, even 
though they had expressed significant interest. 

Moreover, the same Centerra project appeared 
in the list of projects to be discussed at a meet-
ing of the EBRD Board of Directors in late October 
2010, but no project summary document (PSD) 
was disclosed for it. The project aroused signifi-
cant interest at the local and international levels, 
given the company’s history of operations in Kyr-
gyzstan. Information requests and letters were 
submitted to the EBRD and the Secretary General. 
One month after the project’s approval, the PSD 
appeared on the bank’s website, the delay being 
described as a derogation. 

Bankwatch is thus requesting that the EBRD 
should provide justifications for derogations to 
the timely disclosure of PSDs as soon as they are 
finally released to the public. Furthermore, the 
names of all the projects that have been granted 
derogations should appear in the Report on PIP 
implementation along with the reasons for these 
derogations.

The importance of releasing the ‘transition 
impacts rating’ of EBRD projects, as part of the 
PSD template, is another innovation suggested by 
Bankwatch – the core EBRD mandate of achieving 
positive transition impacts through the projects 
that it finances can be beefed up with greater 
transparency. And Bankwatch maintains that pub-
lic accountability at EBRD board level can also be 
strengthened: this would require released Board 
minutes including a full record of voting, a record 
of the opinions expressed and, where relevant, 
written statements prepared by the Executive Di-
rectors.      

Providing “accurate and timely information 
regarding its operational activities … so as to 
promote better awareness and understanding of 
its strategies, policies and operations” is an ex-
press principle at the heart of the EBRD's PIP. It 
remains unclear for now how many more times 
the Bankwatch PIP record will have to be blasted 
out before we see this principle properly cours-
ing through all the various branches of the EBRD's 
operations in central and eastern Europe.

Read more The Bankwatch submission is available 
in pdf at: http://bankwatch.org/documents/
comments_EBRD_PIP_28Jan2011.pdf

of operations at its annual meeting this May in 
Kazakhstan, it's a basic question that informed 
observers of the EBRD are also asking.

Back in late autumn last year, with the 
publishing of the EBRD's Transition Report for 
2010, certain gasps accompanied the news that 
the EBRD was apparently set on revamping its 
previously unrelenting free-market approach to 
economic transition for central and eastern Europe. 
This standard approach, critiqued regularly by 
Bankwatch and others, reflected “a rather simplis-
tic view that a successful transition is mainly about 
removing the role of the state and encouraging 
private ownership and market forces whenever 
possible.” Yes, that's the EBRD's own description of 
its practices to date.

Had the economic crisis triggered a belated re-
think from the EBRD? On paper it appeared so, with 
further candid talk in the Transition Report including 
the following: "Selling off a large state-owned 
enterprise or utility to private ownership will not 
necessarily lead to greater efficiency and ultimate 
benefits to consumers unless there is a regulator in 
place to enforce rules and ensure fair competition."

However, whether a full-scale revamp from the 
EBRD is under way rather than just marginal tweak-
ing, is a point taken up by economists Jan Drahok-
oupil and Martin Myant in a recent paper. Focusing 
on the details of the Transition Report, they describe 
the EBRD embarking not so much on a wholeheart-
ed apostasy away from the failures of neoliberal 
thinking, but instead offering both mixed messages 
and a half-hearted response to crisis lessons: 

“The EBRD has acknowledged that its [transi-
tion] indicators ‘may have exaggerated the actual 
progress’ (EBRD, 2010, p.12) and should be revised 
in the light of the crisis to give greater weight to 
‘the quality of regulatory and supervisory institu-
tions’ (EBRD, 2010, p.ii). However, its response 
wavered between assertions that a return to the 
growth model of the past was ‘neither feasible 
nor desirable’ (p.iii) and that past strategies were 
‘fundamentally successful’ (p.v). Practical revisions 
were relatively minor. Its new [transition] indica-
tors continue to emphasise the benefits of large 
finance and real estate sectors while failing to 
incorporate features that, in its own analysis, could 
mitigate [economic] vulnerability.”

Though couched in the sober language of an 
academic paper, Drahokoupil and Myant reserve 
one of their toughest EBRD critiques for the bank's 

laissez-faire approach to financialisation, especially 
as it took ruinous root in the Baltic countries in the 
years preceding the economic crisis: “Financialisa-
tion also depended on a good enough interna-
tional reputation to encourage financial inflows. 
That was usually a result of vigorously free-market 
policies in preceding years. The EBRD’s Transi-
tion Indicators give no guide to resilience. They 
rather operated in reverse here, leaving out the 
indicators that should have warned of dangers and 
encouraging outside confidence where it was not 
deserved.”

The same transition indicators, supposed guides 
to economic progress and health, formed the basis 
of the EBRD Transition Report's ranking of Hungary 
– for the third year in a row – as its top transition 
economy, despite the economic problems that 
have bedevilled the Hungarian economy for years 
and left it so notably exposed to the crisis turbu-
lence since 2008. 

Yet fast forward to late February this year, and 
Hungary would appear to be one of the focuses 
of criticism in a speech given by EBRD president 
Thomas Mirow at Oxford University. Referring to 
concerning political developments in the region, 
Mirow noted that, “There is the danger that the 
economic crisis and its painful aftermath will turn 
people against the concepts of market economy 
and democracy.”  

He continues, “We have seen incidents that 
seem to indicate a level of disenchantment, disil-
lusionment and resentment among parts of the 
population in some countries – particularly among 
the young.” And he goes on to insist on “a wake-
up call for policy-makers in Eastern Europe and 
beyond not to let the achievements and progress 
of 20 years of transition slip away.”

Stunningly, popular dissent – and it has been 
widespread in recent months across the region, 
especially in the streets of the Balkan countries – is 
acknowledged, yet the underlying and manifest 
reasons for it are brushed aside: Mirow makes not 
a single mention of the blight of unemployment, 
currently such a major, growing factor in most of 
the region's economies, not to mention in people's 
lives. Instead, the EBRD president correlates the 
required “wake-up call” for policy-makers with 
a need to dish up more of the same recipes that 
have flowed so patchily over 20 years of transition. 

This peculiar blind spot to unemployment was 
also demonstrated by the EBRD's chief economist, 

Erik Berglof, who purred to the Financial Times 
about Latvia's marginal return to growth in Novem-
ber: “If you look particularly at the way Latvia has 
turned around its competitiveness it is truly excep-
tional.” Latvia's widely documented unemploy-
ment – rising to 18.7 percent in 2010 from 16.9 
percent in 2009 – and the suffering it has brought 
to Latvians is simply not a subject for discussion. 
What is, though, is the not uncommon trope that 
eastern Europeans can take the hard times. “It’s 
true that emerging Europe has proven very flexible 
in labour markets and people’s ability to adjust to 
hardship,” according to the EBRD's Berglof. 

The irony of flexible labour markets and eastern 
Europeans' apparent flexible ability to adjust to 
hardship being uttered in the same breath is 
staggering in itself. Yet this glib western economist 
insouciance towards eastern European resilience 
in the face of economic, environmental and social 
dereliction needs to be challenged – and it is being 
challenged, if the evidence is to be believed.  

Elsewhere in Bankwatch Mail we've described 
how IMF and EU imposed austerity is being ap-
plied in Romania, and protested against. According 
to the recently published Romanian Evaluation 
and Strategy Survey (based on a poll taken in late 
2010 from a sample of 1,476 adults, with an error 
margin of plus/minus 2.7 percent), 61 percent 
of the survey participants said they currently live 
under much worse conditions than they did under 
Ceausescu. After 21 years of turbulent post-Com-
munist life, only 24 percent of respondents said 
they are better off now. 

These are stark figures, and come as an early 
warning ahead of the expected May release of 
the EBRD's own sponsored survey into attitudes 
to transition. It's unlikely that the EBRD survey, the 
follow-up to the Life in Transition survey published 
in 2007, will be asking people straight: “What is 
the EBRD?” The people of the region, however, 
should be starting to ask, after 20 years and so 
many billions worth of investments that we hear 
about most often in purely numeric terms: what 
has the EBRD done for us?

Read more: 'International integration, varieties 
of capitalism, and resilience to crisis in transition 
economies', a paper written by Martin Myant and Jan 
Drahokoupil, is available in pdf at: http://ssrn.com/
abstract=1744726
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Last year, the Clean 
Technology Fund (CTF) 
allocated USD 350 

million in order for Ukraine 
to take measures to reduce 
its greenhouse gas (GHG) 
emissions. The money was 
intended specifically to help 
reduce the country’s emission 
levels. The official position of 
the Government of Ukraine is 
that the country can reduce 
emissions to 20 percent of 
what they were in 1990 by 
2020. However the reality of 
the situation is that due to 
a downturn in the industrial 
output of Ukraine over the last 
20 years, the country’s current 
emission levels are already at 
45 percent of the 1990 level. 
So in fact the CTF allocation 
backed up by government 
thinking will seek to increase 
emission levels by 70 percent 
comparing to today, rather 
than cutting them drastically. 

The basis for the CTF 
decision was the Investment 
Plan (IP), which was prepared - 
by order of the Government of 
Ukraine - by the local office of 
the World Bank together with 
the National Environmental 
Investment Agency. 

The IP identifies areas of 
Ukraine’s existing strategies 
and plans which could be 
co-financed by the Fund 
and describes the proposed 
utilisation of the country’s 
resources. 

Detailed consideration of 
the document, however, brings 
more questions than answers. 

The World Bank used the 
country’s Energy Strategy 
up to 2030 as the basis for 
the IP, however it completely 
ignored the fact that Ukraine 
is persistently among the 
worst performing countries 
with the highest energy 
consumption level per unit 
of output. Ukraine suffers 
from a fairly extreme ‘energy 
intensity’ and this fact was 
one of many reasons why 
the Energy Strategy has been 
criticised by independent 
experts – the Ukrainian Energy 
Strategy compounds matters 
further by assuming high 
energy intensity in the future 
and failing to establish a solid 
target to improve Ukraine's 
energy efficiency. Using this 
Strategy and ignoring such a 
glaring track record is a major 
failing from an international 

institution that promotes its 
own “expertise capacity”.

Yet the Strategy appears 
blind to this entrenched 
reality of the country’s 
energy consumption levels, 
and instead insists on 
almost doubling the nation’s 
coal production as well as 
proposing the Herculean task 
of constructing two dozen 
new nuclear reactors. By any 
measure these plans would 
be considered massively 
ambitious – their feasibility for 
the country’s economy, which 
is still struggling to get over 
the economic crisis, is deeply 
questionable.

What is alarming, however, 
is that this same scenario from 
the Energy Strategy was simply 
renamed and formed the basis 
of the IP that was prepared 
for the CTF. The ‘business 
as usual’ scenario in the IP 
corresponds to the ‘pessimistic 
scenario’ of the Energy strategy 
based on the lowest projected 
growth in energy consumption 
and production. However, in 
NECU’s opinion actual energy 

consumption will be even less 
than what is actually projected 
in the ‘pessimistic‘ scenario, 
thus calling it ‘business as 
usual’ in the IP is completely 
misleading.  

The document contains a 
number of other contentious 
issues, such as the 
methodology that was used as 
well as the interpretation of the 
data. Let’s look more closely at 
one such example. 

The graph below was 
produced by the International 
Institute for Applied System 
Analysis to illustrate the costs 
of implementing various levels 
of greenhouse reduction 
measures. As can be seen, 
implementing such measures 
up to a certain level will in fact 
be profitable for the country. 
Obviously, beyond this level, 
the costs then rise up to a level 
of 1.8 percent of GDP. However 
the authors of the IP have 
chosen to ignore the profitable 
side of the curve and have 
focused their arguments only 
on the extreme scenario which 
would impact on Ukraine’s GDP.   

The graph completely 
contradicts the outcome of the 
study which says that it will 
be difficult and expensive for 
Ukraine to reach a reduction 
of -20 percent at 1990 levels, 
while this graph shows that any 
reduction up to -57 percent 
will be profitable for Ukraine. 
This means that achieving such 
a cut will not require any grant 
support and can be made on a 
purely commercial basis. Thus 
CTF is providing a very large 
grant for something that is 
highly profitable.

It is odd that such a glaring 
oversight has gone unnoticed 
by the decision makers. It 
is obvious that the CTF was 
quite impressed by some of 
the statements contained in 
the Strategy, including the 
following: the “Government 
of Ukraine’s ambitious goal of 
keeping emissions 50 percent 
below 1990 levels, i.e. net 
zero emissions growth, by 
2050.” Yet the official target of 
20 percent of GHG emissions 
reduction by 2020 and 50 
percent by 2050 is far from 
ambitious. As already pointed 
out, since current emissions 
levels in Ukraine are in fact 
already 54.4 percent below 
1990 levels (as of 2008), 
such a target for emissions 
‘reductions’ in fact allows room 
for significant increases in GHG 
emissions by 2020. 

Does Ukraine need the 
money for the energy efficiency 
and GHG reduction measures? 
Yes. What is wrong, then, with 
receiving money for these 
measures from the CTF? 

It boils down to the fact that 
the disbursement of the money 
is based on assumptions – 
derived from the IP – that 
promote among other 
things increases in energy 
consumption and a rise in 
the level of emissions. Energy 
efficiency and other positive 
climate mitigation measures 
are present, but in effect will 
be mere decoration within 
an overall “carbon positive” 
energy agenda. 

The fact is that Ukraine 
already has money for energy 
efficiency due to the fact that 
the country has been quite 
successful in selling quotas of 
GHG emissions and has so far 
received more than USD 300 
million from them. However 
this money has not been used 

Since the outbreak of the 
financial crisis in autumn 
2008, the fight against 

tax havens has been a hot 
issue, and growing direct street 
level protests against major 
corporations and their deft use 
of these secrecy jurisdictions 
suggests that things are only 
getting hotter. Because in 
spite of commitments taken 
by different world leaders and 
the G-20 countries regarding 
tax havens, the policies put 
in place have proved to be 
ineffective. This looks likely 
to be the case for the recently 
reviewed tax haven policy of 
the European Investment Bank 
(EIB). Although the EIB’s policy 
goes further than those of 
other international financial 
institutions (IFIs), it will still 
do little to prevent European 
public money reaching tax 
havens.

The OECD club of rich 
countries has a dominant 
position in setting economic 
rules, on international tax 
in particular, and the widely 
hailed ‘moves’ that we have 
seen against tax havens since 
2008 have come with an OECD 
stamp attached. But effectively, 
the OECD’s policy on tax 
havens reflects the interests of 
its members, many of which 
are tax havens in their own 
right. In April 2009 there was 
a G-20 statement that the 
‘era of bank secrecy is over’, 
and this mandated the OECD 
to start cracking down on it, 
accompanied by a lot of media 
fanfare. 

Yet, as Nicholas Shaxson 
of the Tax Justice Network, 

and author of the recently 
published bestseller “Treasure 
Islands: Tax havens and the 
men who stole the world”, 
points out: “If you actually look 
at the specifics of what the 
OECD has done since then it 
looks like a whitewash. There 
is no other word for it. There 
has not been the change that is 
required.” 

It is within this context that 
the EIB has recently reviewed 
its policy on non-cooperative 
jurisdictions, more commonly 
known as tax havens or 
secrecy jurisdictions. Although 
the EIB is one of the few IFIs 
to have at least adopted a 
comprehensive public policy 
on tax havens, will this allow 
it to curb illicit flows and 
the abuse of tax havens by 
European corporations that 
benefit from EIB public loan 
support?

Betraying a highly 
ideological approach, and 
loaded as always in favour of 
corporate rights over public 

and taxpayer interest, the EIB 
has left several loopholes in 
its new policy. Apart from 
the reference to the toothless 
international lists of countries 
regarded as tax havens (that 
OECD problem noted above), 
the main problem lies in the 
wide number of exemptions 
granted to European business 
operating via tax havens. In 
particular the bank would still 
accept the usual argumentation 
of corporations around the 
need to operate via tax havens 
because of the inadequate 
legal framework and 
investment climate in many 
developing countries where 
projects are implemented, and 
consequently about the need 
to avoid burdensome double 
taxation.  

This is clearly an approach 
biased in favour of investors' 
rights which fails to consider 
that some provisions less 
friendly to investors could 
be highly suitable for local 
governments and populations, 

and their development 
strategies. However the EIB 
policy goes beyond these 
arguments usually used by 
corporations and accepted by 
public financiers. The EIB will 
permit corporations operating 
in a specific country to register 
in a different country which 
is a tax haven or secrecy 
jurisdiction just because there 
might be “other tax burdens 
that make the structure 
uneconomical”. Rather than a 
comprehensive tax policy this 
in fact reads like a bad joke! 

Of even more concern 
is that the EIB policy does 
not exclude the possibility 
to support a financial 
intermediary incorporated 
in a tax haven or secrecy 
jurisdiction even if this bank 
or private financial institution 
, such as a private equity 
vehicle, operates in sectors 
related to the local economy of 
that country. Yet how can the 
EIB ever assess what is what 
if money is fungible and the 
same intermediary can engage 
in proprietary trading or shift 
the money elsewhere in a 
highly liberalised global capital 
and financial market?

The widespread use by the 
EIB of financial intermediaries 
and private equity funds poses 
a major threat to accountability 
at the bank, particularly in 
its lending outside of the EU 
where these entities are the 
destination for up to almost 
40 per cent of its entire 
portfolio outside of the EU. As 
documented by recent Counter 
Balance research, all 12 private 
equity funds in which the EIB 
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for some time and remains 
virtually untouched because of 
the state's inability to prepare 
appropriate projects. Moreover, 
budget funding earmarked for 
energy efficiency measures 
has historically never been 
deployed. 

So, unfortunately, as things 
now stand the allocation of 
USD 350 million of CTF money 
will back the realisation of 
existing carbon-heavy policies. 
Most of this money stands to 
go to new energy production 
capacities instead of reduced 
consumption, something which 
would genuinely help to bring 

about a meaningful reduction 
in Ukraine’s GHG emissions.

At this stage in Ukraine’s 
evolving energy picture it 
is essential that the country 
adopts concrete policies and 
fiscal measures to implement 
energy saving projects 
that will in turn encourage 
actual reductions in energy 
consumption. As undoubtedly 
key players in this, the efforts 
of the international financial 
institutions should be aimed 
at both  demonstrating the 
fallacy of the adopted national 
Strategy and outlining instead 
the decisions that need to 

be taken at the state level 
to encourage lower energy 
consumption. 

NECU believes that one of 
the first steps in this direction 
should be the reformulation of 
the IP for the CTF. It should be 
based on a realistic assessment 
and outlook for the level of 
national demand and GDP. 
Moreover, it should not be 
geared towards the export-
oriented development of the 
national energy sector, since 
this increases the burden on 
existing capacity and promotes 
the construction of new 
capacity instead of promoting 

energy efficiency and demand 
management. 

Finally, a telling oversight 
that needs to be addressed in 
the current IP is that most of 
the GHG reduction measures 
indicated are concentrated 
in the energy and industrial 
sectors, with only some 
marginal consideration 
given to Ukraine’s housing, 
communal and agriculture 
sectors. Ukraine has immense 
potential for energy savings 
improvements in these areas. 
This should be taken into 
account in the revised version 
of the document. 



invested in Sub Saharan Africa 
between 2007 and 2009 were 
registered in well-known tax 
havens. Two of these indeed 
were in Luxembourg where the 
EIB itelf is based. As Nicholas 
Shaxson notes: “Luxembourg 
is a great dark horse of the 
offshore world – it is absolutely 
massive.” 

The development 
implications of tax havens, of 
course, are hugely troubling. 
At the beginning of this 
year the Washington-based 
organisation Global Financial 
Integrity produced some 
startling new research. They 
asked a former IMF senior 
economist to crunch the 
numbers on illicit financial 
flows out of developing 
countries, and their latest 
analysis is that in 2008 USD 
1.2 trillion – trillion, not 

billion – leaked as illicit flows 
out of developing countries. 
If we compare the USD 100+ 
billion of foreign aid going to 
developing countries, then this 
translates to one dollar going 
in as aid and ten dollars going 
out under the table. This is the 
bigger picture that the likes 
of the EIB and other IFIs are, 
unfortunately, only adding to 
with their lax policies.

What the EIB should be 
doing instead is simply 
limiting its partners to 
entities – whether private 
banks or equity funds – that 
are incorporated in the same 
countries as the ultimate 
beneficiaries, and then 
imposing fully transparent 
and stringent standards on 
them for the projects they 
support. While this principle 
should make perfect sense 

after the financial crisis, it is 
not being reflected in today’s 
practices between the EIB and 
the “trusted and experienced” 
financial partners it chooses. 
Moreover, information about 
the final beneficiaries is 
still so badly lacking that 
it makes it impossible to 
assess the environmental 
and development impacts of 
these projects, never mind the 
potential for tax abuse.

Since the European 
Parliament has recently called 
for significant improvements 
in the new EIB policy on 
non-cooperative jurisdictons 
through votes on both the 
2009 EIB Annual Report and, 
more importantly, the new 
external lending mandate 
of the bank, MEPs have still 
an important, direct role in 
preventing public money 

ending up in tax havens by 
convincing EU member states 
to agree to these requests. 

It’s time to ensure that 
European public money 
becomes tax haven free by 
insisting that the EIB  adopts 
stronger policies. The only 
way to do this is by obliging 
the EIB to disclose information 
about its financial partners and 
by ensuring that it uses local 
intermediaries with a verifiable 
development mission. These 
intermediaries should of 
course operate in a transparent 
manner, implementing the 
highest environmental, social 
and human rights standards. 
Hopefully this will soon be 
reflected in the final revised 
external lending mandate of 
the EU’s bank.

The Bankwatch report "Missing in action" confirms one 
of the central mysteries of international development 
finance. 

In spite of European Investment Bank claims that it has come to the 
rescue of the SME sector since the outbreak of the economic crisis in 
autumn 2008, the report uncovers several fundamental weaknesses 
attached to this form of EIB lending in central and eastern Europe:

•  a poor penetration rate
•  alarming disbursal trends from the commercial banks that do the 
'on-lending' of the EIB loans to SMEs
•  terminally bad transparency
•  shoddy targeting of the loans to high value sectors such as micro 
enterprises and renewable energy 

The report is available at:  
http://bankwatch.org/documents/missinginactionEIB.pdf 
 
The report's author discusses the findings at:  
http://www.youtube.com/watch?v=kGBsjp-MJcc
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