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Founded in 1958 under the Treaty of Rome, the European Investment Bank is the house bank of the Euro-
pean Union, and as such is bound to contribute to the EU’s objectives and to support its commitments.

Yet, as this report details, the EIB’s transport related operations follow the EU’s transport policy selective-
ly at best, and more often jeopardize than contribute to the achievement of specific Community commit-
ments such as those on combating climate change or limiting the environmental impacts of the transport
sector.

In more than ten years of our monitoring of the EIB, CEE Bankwatch Network has consistently pointed out
that the EU’s house bank is a public institution with a responsibility towards EU citizens and nature. The
EIB therefore has a duty to ensure that the money it invests is spent wisely and contributes to Europe’s
long term sustainability vision.

This new report reveals that the vast sums (EUR 112 billion between 1996 and 2005, and almost EUR
15 billion in 2005 alone) invested by the EIB on the transport sector in the last decade have not helped to
deliver the EU White Paper on Transport’s goals of modal shift and decoupling of transport from growth,
nor have they contributed to the halting of climate change. On the contrary, with its ongoing heavy invest-
ments in aviation, new roads and car manufacturing the EIB is supporting the status quo by increasing
environmentally unfriendly transport modes and is fueling rather than cooling climate change.

As an EU institution with huge financial potential the EIB could be a key source supporting true environ-
mental revolution in European transport development. With the simple ability to accept or reject a project
that comes before it, the EIB has hugely significant power to define the economic, environmental and
social landscape across Europe and elsewhere. Yet, as this report shows, this power is currently confined
to responding to its clients’ demands rather than to the long term challenges facing Europe and the rest of
the world.

We hope the report you have in your hands will stimulate further discussion on how to make the EU's
house bank, fuelled with taxpayers’ money, thoroughly deliver on commitments which reflect the interests
of people and nature.

[‘/é}-au.fal el

Magda Stoczkiewicz
Policy Coordinator
CEE Bankwatch Network



This report critically analyses the European Investment Bank’s transport portfolio (1996-2005) and its
compatibility with EU environmental, social and transport objectives. It presents a number of case studies
of environmentally, economically and socially controversial projects that have enjoyed EIB loans.

In the EU the transport modes with the highest external costs — road and air — have grown rapidly, with a
corresponding increase in climate impacts. The 2001 EU White Paper on Transport sought to address
these issues by internalising the external costs of transport, decoupling transport growth from GDP
growth, shifting to more sustainable modes of transport and controlling the growth of aviation. However,
the White Paper is applied selectively by the EIB, partly because the EIB does not have a transport
operational policy. Instead the EIB uses very general objectives for all of its lending sectors (including
transport). As a result, almost any kind of project is eligible for EIB financing.

The EIB does not assess the cumulative impacts of its portfolio and its contribution to the White Paper’s
objectives, and too great a proportion of its transport investments have gone to environmentally and
socially unsustainable projects. Globally, over half of the EIB's transport investments have gone to roads
and air transport; in central and eastern Europe this figure stands at an enormous 68 per cent for the
period 1996-2005. Although the EIB is investing in urban public transport and rail, it has supported road
and air more heavily — therefore it is maintaining an unfavourable modal spilit.

Of particular concern are the climate change impacts of the EIB’s road and air projects. An estimate

of the potential CO, emissions from a selection of the EIB'’s already funded airport expansion projects
finds that cumulatively the resulting passenger flights are likely to result in extra emissions greater than

the annual CO, emissions of the three dirtiest coal power stations in Europe. The EIB'’s climate change
statement treats climate change-related investments such as renewable energy as an added extra rather
than actively committing not to finance projects with a significant climate impact. Climate-related costs are
calculated only as part of the economic appraisal for a project, so it is difficult to imagine a case where
this would lead to the EIB refusing to finance a project.

More broadly the EIB lacks the capacity to assess other environmental impacts sufficiently, which has
led to the approval of some projects damaging to biodiversity and air quality. Often court rulings proving
violation of national or EU law are the only way to stop the EIB financing such projects — instead of being
theoretically served by the EIB, instead the burden of proof can very often fall on people living in Europe
when an EIB project is illegal.



The EIB does not have any policies limiting or halting financing for any private industry sector, no matter
how environmentally harmful. Its direct lending to car manufacturers makes up 31% of its lending to indus-
try — much higher than its direct lending to any other industry sector — and raises questions about using
public money to support a sector which pays few of its external costs.

The EIB has also supported several public-private partnership (PPP) schemes for infrastructure construc-
tion and management. Again, in this area of finance its procedures are insufficient to ensure that the
public interest is being served and that PPP offers value for money compared to public procurement. In
some cases where the EIB has been involved such as the London Underground, excessive profits appear
to flow to companies at the expense of transport users or taxpayers.

The report concludes that the EIB must stop financing the heavily-subsidised aviation sector, restrict road
financing to safety and maintenance projects, and restrict support for the car industry to research and de-
velopment of more efficient or new technologies. As per its statute, the EIB should not — as is its tendency
- finance any project that can be financed by other sources at reasonable rates. It is also imperative that
the EIB develops its own operational policy for the transport sector: this must be clearly related to the
aims of the White Paper and prioritise public transport, transport management systems, inter-modal facili-
ties, pedestrian schemes and bicycle infrastructure.

The EIB needs to develop criteria — tighter than legislation — for excluding projects on environmental or
social grounds and needs to set year-on-year limits and targets for reductions in the greenhouse gas
emissions of its projects. It needs to improve its project appraisal process, particularly by assessing the
cumulative impacts of its projects and by independently verifying project promoter claims concerning
environmental and social concerns, particularly outside of the EU.

Criteria should be set for excluding under-performing companies and those convicted of corruption. In
PPP projects, the EIB must ensure strong public scrutiny over PPP projects and be much more active in
ensuring the quality of Value for Money and Public Sector Comparator analyses. It must also scrutinize
PPP contracts and refuse to finance projects in which excess profits for the private sector seem likely or
for which the private sector risks are low.



1.

In 2005, the European Investment Bank (EIB), the
European Union's financing institution, signed loans
worth EUR 47.4 billion," significantly more than other
more well-known international financial institutions
(IFIs) such as the World Bank. Around one third

of this (approximately EUR 14.66 billion) was for
transport projects?, with a further EUR 1.2 billion in
direct support for the car and aircraft manufacturing
industries.

Transport is a crucial issue within the European
Union: on the one hand it is key to the EU’s coher-
ence but, on the other, while almost all other sectors
are stabilising greenhouse gas (GHG) emissions,
those from transport are growing rapidly. Congestion
is increasing, while noise and pollution are problems
for those living near roads and airports, and natural
habitats are being destroyed by the construction of
new transport infrastructure.

The European Commission tried to address some of
these problems in its 2001 White Paper on Trans-
port, which aimed at slowing traffic growth and mov-
ing as much traffic as possible onto rail and urban
public transport. The EIB’s role is to use its funds to
implement EU policies, and since it is a non-profit
institution investing huge sums of public money into
transport projects, it has a unique responsibility to

ensure that these should work for the good of people
and the environment.

Its projects must be chosen in a balanced and selec-
tive manner, and should reflect careful analysis of
how to implement the EU'’s goals for the transport
sector, so that the EIB’s overall portfolio contributes
to increasing the share of rail and urban public trans-
port, not to the growth of road and air transport. The
proportion of financing given to the different modes
and different types of projects within those modes
must also be sufficient to change — rather than repro-
duce - the status quo.

Yet far too often this has not been the case. As
this report shows, the EIB does not always ade-
quately assess the environmental and social impacts
of projects, and its assessment criteria appear to
contain a number of important blind spots.

In addition, during and after the implementation

of projects, even the EIB does not always seem

to know whether its projects have been effective.
The bank’s monitoring of the non-financial areas of
projects mainly concentrates on the final costs and
completion dates,® so there is insufficient evaluation
of other aspects, such as environmental and social
issues, and the overall usefulness of the projects.

' EIB website, accessed 18th September 2006: http://www.eib.org/about/index.asp?designation=keydata

2 Calculated from EIB project database. It is impossible to be sure of the exact figures lent for transport because some projects have mixed
categories, such as urban infrastructure projects, so only projects consisting entirely of transport have been included here.

8 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.25
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Notably, a 2005 evaluation report on EIB investments
in the air infrastructure sector noted that project
completion reports had not been filled in for several
of the projects, and where they had they sometimes
over-rated the success of the projects:* “The weak-
nesses in project monitoring and follow-up noted in
many projects are issues that are well known to the
Bank from previous evaluations.” Whilst the honesty
of the evaluation is welcome, it is hardly reassuring
and raises a host of questions about the bank’s abil-
ity to utilise public money “as rationally as possible in
the interests of the (European) Community™®.

With these issues in mind, this report aims to bring
to light some of the environmental, social and
economic blind spots which the EIB’s transport

financing suffers from, and gather together case
studies showing the concrete impacts of EIB-fi-
nanced transport projects as a basis for recommen-
dations on how the Bank could make better quality
and more goal-oriented — even if fewer — transport
investments, with lower costs for people and the
environment. While the EIB’s commitment to finance
urban public transport and rail is generally positive,
the report argues that without commitments to avoid
financing the more environmentally harmful transport
modes — air and road transport — the bank’s posi-
tive transport investments will have an insufficient
impact on improving the modal share of rail, urban
public transport, cycling and walking, and therefore
on achieving the EU'’s transport and environmental
objectives.

4 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.25
5 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p. 3

8 EIB statute, Article 20, p. 19



10

2.

Transport is a highly important issue in the context
of European integration as the development of the
internal market has required a move from a series
of essentially national transport networks to a more
integrated European transport network in order for
goods and people to easily move around within the
EU. This has particularly been the case in the new
member states, where travel to western Europe was
limited during the Communist period, and where
trains and urban public transport previously made
up the majority of journeys made, but where private
vehicles have become more and more dominant.

The ideal of European mobility has faced serious
problems. First, for cross-border journeys, numerous
obstacles remain which make journey times longer
than necessary. These include lack of compatibility
between different national rail systems, long queues
on road borders, and long journey times for rail

freight, which must wait for passenger trains to pass.

Second, there are necessary limits to mobility. Solely
from the mobility perspective — without adding envi-

ronmental considerations — the more people travel, the
more congestion there is, and relative mobility declines
in the congested areas because of delays. For exam-
ple, in London, the average speed for road transport
during the morning peak period in 2002-3 was just 9.9
miles per hour (15.8 km/h), while in 1974-6 the speed
during the peak period was 14.2 miles per hour (22.7
km/h).® This phenomenon is most acute with road
transport because it takes up a large amount of space
per person, but also occurs with other modes to some
extent. The traditional response to these problems has
been to build more roads, but it has gradually become
apparent that it is impossible to build one’s way out of
congestion (see section 2.1.1 below).

Third, some transport modes have much higher
external costs than others. Currently there is a huge
imbalance between the prices that people pay to
use a certain mode of transport in the EU compared
to the external costs of that mode, for example it is
much more expensive to cross Europe by train than
by aeroplane, even though aviation has much higher
external costs.

” Eurostat News Release: Nearly one car per two inhabitants in the EU25 in 2004, 19th September 2006
8 Eurostat Website: Transport Growth: http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1996,39140985&_dad=portal&_schema=PO
RTAL&screen=detailref&language=en&product=Yearlies_new_transport&root=Yearlies_new_transport/G/eba10000, viewed 17th November

2006

¢ Laura Blow, Andrew Leicester and Zoe Smith: London’s Congestion Charge, Institute for Fiscal Studies, Briefing Note No. 31, 2003, www.

ifs.org.uk/bns/bn31.pdf
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As the graphs show, cars, vans and aviation have
particularly high external costs per passenger- or

tonne-kilometres. The fact that aviation has been

i calculated to have lower external costs per passen-
. ger kilometre than cars should be accompanied by
554 the caveat that people tend to make much longer
0 journeys by plane so the overall external costs per
o journey are likely to be higher.

"'_ d . Unfortunately the modes with the highest external

i costs are also the ones which are dominant or grow-

Eurp per 2000 passenger/ km

ing rapidly in the EU. As shown in the graphs below,
cars dominate passenger transport in the EU-25,
making up 74.4% of passenger-kilometres in 2003,
and car journeys are growing in absolute terms. Air

passenger transport is growing both absolutely and
E 200 relatively (intra-EU air transport made up 7.5% of
y 250 4 passenger-kilometres in 2003), while the share of rail
E 200 and sea transport in passenger transport is in decline
s 150 A (5.8% and 0.6% in 2003 respectively).'?
2 100
a 50 . With freight, sea transport holds a much greater
§ a - r — 1 share (39% in 2004), but road transport is increasing
B Q(gf’ Q\G‘\“d’ o &,Sf’ o (44.3% in 2004) and rail is declining in relative terms
\&5} & (10% in 2004) but still growing slightly in absolute
(b(@-\ \é@ terms.'® The number of cars per 1000 inhabitants in
N F the EU-15 countries rose from an already high 401
cars in 1991 to 488 cars in 2001."

0 The Greens/EFA: Soft Mobility Paper: Measures for a climate-friendly transport policy in Europe, July 2006, p.15

" The Greens/EFA: Soft Mobility Paper: Measures for a climate-friendly transport policy in Europe, July 2006, p.16

2 Source: European Commission Directorate-General for Energy and Transport: “Energy and transport in figures 2005", Part 3, 2005, Table 3.3.2
'3 Source: European Commission Directorate-General for Energy and Transport: “Energy and transport in figures 2005", Part 3, 2005, Table 3.2.2
4 Eurostat website: Passenger Cars per 1000 Inhabitants, http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1996,39140985& _
dad=portal& _schema=PORTAL&screen=detailref&language=en&product=Yearlies_new_transport&root=Yearlies_new_transport/G/
eba12048, viewed 17th November 2006
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Given the above situation, in 2001 the European
Commission produced a White Paper on trans-

port “European Transport Policy for 2010 - Time
to Decide"'”. The White Paper set out goals and

actions that needed to be undertaken and incorpo-
rated several principles crucial to the reduction of the
environmental impact of transport in the EU. It also
attempted to increase the share of rail, urban public
transport and inland waterways, as well as address-
ing the absolute growth of transport and its negative
side effects, with aims including:

internalising the external costs of transport’®,

decoupling transport growth from GDP (Gross
Domestic Product) growth,®

shifting the balance between modes of transport,°

controlling the growth of aviation.?!

Partly in contradiction with the aims above, the White
Paper also lays out the EC’s intention to continue with
the development of the Trans-European Transport
Network (TEN-T),?? a massive programme originating
from proposals by the influential European Roundta-
ble of Industrialists (ERT) lobby group,® which aims
to better connect Europe. While some of the aims of
the programme, such as improving cross-border sec-
tions and interoperability and optimising the capacity
of existing infrastructure®* are positive, the assump-
tion that the functioning of the single market requires
additional infrastructure is seriously flawed.

Since 1990, when the TEN-T concept was created,
the EC and member states have never reviewed

the necessity of TEN-T. A thorough analysis of the
infrastructure and non-infrastructural bottlenecks in
Europe is also missing and the priority projects have

5 NB. Air and sea statistics only include intra-EU-25 journeys. Source: European Commission Directorate-General for Energy and Transport:

“Energy and transport in figures 2005”", Part 3, 2005, Table 3.3.2

'8 NB. Air and sea statistics only include intra-EU-25 journeys. Source: European Commission Directorate-General for Energy and Transport:

“Energy and transport in figures 2005”", Part 3, 2005, Table 3.2.2
71n 20
2005 did not need to take it into account.

'8 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.71

9 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.70

20 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.22

2! European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.35

22 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.48ff

23 Corporate Europe Observatory: European Business Summit Factsheet No. 3: ERT: Corporate Europe's Elite, 2000, http://www.

corporateeurope.org/ebsummit/factsheet3.htm

24 European Council and Parliament Decision 884/2004/EC, Article 1.3 29th April 2004 europa.eu.int/eur-lex/pri/en/oj/dat/2004/I_167/

|_16720040430en00010038.pdf
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tended to be expensive prestige projects put forward
by national governments and industry associations
seeing a financing opportunity for projects which may
otherwise not be realised, such as the Oresund Fixed
Link between Denmark and Sweden, which cost
around EUR 2 billion?.

The White Paper did envisage building some trans-
port infrastructure, particularly for rail and shipping,
but it also emphasised, as we shall see below, that
road and aviation infrastructure construction need
to be drastically reduced. In short, an overall aim of
the White Paper was less but better infrastructure
construction.

Traditionally bottlenecks in transport infrastructure
have been addressed by building extra capacity.
However, it has gradually been accepted that this
‘predict and provide’ strategy is inadequate. As long
ago as 1994, a UK government SACTRA report
found that construction of new roads in order

to relieve congestion and therefore benefit the
economy is ineffective, as the construction of new
roads induces new traffic:

“In conditions of congestion, the consumer benefits
of a scheme would be generally reduced by the ef-
fects of induced traffic and, in some circumstances,
this could then make the net present value of the
scheme negative, though this would not necessarily
be the case. The Committee’s analysis suggested
that the more typical case would probably be to make
the net consumer benefits smaller, but still positive.
The environmental effects of induced traffic would,
however, generally be unambiguously negative.™®
Similarly an independent 2006 report?” showed that

three closely examined UK bypass schemes had ex-
perienced large traffic increases (up to 76%) — well
beyond what had been predicted — and that benefits
for town centres did exist but to a smaller extent

than predicted. It is not possible to ascertain how
much of this traffic was new traffic, and how much
was changing routes, but the smaller-than-expected
benefits for the town centres suggested that the new
roads had indeed encouraged a significant volume of
traffic.

Such studies have contributed to a gradual ac-
ceptance by decision-makers that it is impossible
to build one’s way out of congestion. This was
formalised in the 2001 White Paper, which set out
the intention to limit transport growth relative to GDP
growth, an aim which has also been backed up by
the 6% Environmental Action Plan (6" EAP)’s call for
“Structural changes in the transport sector to ad-
dress transport demand”?.

Proponents of road transport and aviation frequently
argue that this would harm the economy and that
road and air transport growth has to be accommo-
dated, but evidence for this is rather lacking. (see
Section 7.1 for more details) The fear that controlling
traffic growth may be detrimental to competitiveness
also needs further examination in the light of rising

oil prices. Seventy-one percent of all oil consumed in
the EU is used by transport: 60% of all oil consumed
in the EU is used by road transport alone, with 9%
by air transport.?® In the event of further rises in price
or interruptions in supply, fuel efficiency and the mini-
misation of transportation are likely to be important
factors in how much the EU is affected, and making
investments into energy-intensive modes of transport
now is likely to prove poor value for money in the
near future. Investments need to be made with fuel
efficiency and diversification as paramount concerns

% Oresund Bridge website: http://osb.oeresundsbron.dk/documents/document.php?obj=1000, viewed 16th November 2006
26 SACTRA (Standing advisory committee on trunk road assessment): “Trunk Roads and generation of traffic”, HMSO, 1994, cited in

SACTRA, 1999, see below.
27 Lilli Matson

Final report for CPRE and the Countryside Agency, July 2006, p.11 www.cpre.org.uk/resources/pub/pdfs/transport/road-transport/

beyondtransport-infrastructure-report.pdf

28 European Commission: Communication from the Commission to the Council, the European Parliament, the Economic and Social

Com

Our future, Our choice” - The Sixth Environment Action Programme /* COM/2001/0031 final */, Section 3.3
29 Communication From The Commission To The Council And The European Parliament: “Keep Europe moving - Sustainable mobility for our
continent, Mid-term review of the European Commission’s 2001 Transport White Paper”, 22.06.2006, p.15



Transport in the European Union

14

[,

in order to increase the EU’s energy security and
independence.

The main implication of the decoupling policy is that
it is necessary not only to shift towards those
forms of transport with the lowest external costs,
but also to limit the growth of the modes with
higher external costs, ie. aviation and road trans-
port. This can take various forms, such as financial
(dis)incentives such as taxes, but an important first
step is to stop pouring financing into new capac-
ity for those modes.

In terms of public investments into individual trans-
port projects, ‘decoupling transport growth from
GDP growth’ means that it is necessary to both pas-
sively limit traffic growth, by not financing projects
likely to lead to an overall increase in traffic (including
non-transport projects such as oil infrastructure, or
edge-of-town and out-of-town shopping centres or
supermarkets), and actively finance projects which
would help to limit traffic growth, such as traffic
management schemes, urban pedestrian and cycling
schemes and models of production and consump-
tion involving less transportation, such as local food
projects.

However, the EIB does not recognise this. When
asked what the EIB is doing to further the 6" EAP's
requirement for structural changes in the transport
sector to address transport demand, the reply was
that “The EIB addresses these issues by financing
sustainable urban transport schemes, or projects
promoting the use of alternative transport fuels such

as biofuels.”*® These activities are clearly useful and
are likely to address CO, emissions from transport.
Yet the EIB’s unwillingness to directly preclude
investments that will promote the growth of road and
air transport means that its other transport invest-
ments are unlikely to have any overall cumulative
positive impact.

As shown above, transport — particularly road and
air traffic — does not cover its external costs, and
users therefore pay a much lower price than the real
cost of their transport of choice for society and the
environment. This keeps demand artificially high and
since the different modes are unequally privileged in
terms of pricing, competition between the transport
modes is distorted. For example, there is no fuel tax
on kerosene for aviation, whereas road and rail fuel is
subject to taxation, and payment for the use of roads
varies from country to country, but nowhere does it
cover anything like the full costs of road transport.®'
This subsidises the modes with the highest external
costs.

The White Paper sought to address this problem by
advocating a gradual change from existing taxes on
transport to taxes for use of infrastructure (to ensure
that payment is made by users rather than by all tax-
payers) and for fuel (to encourage fuel efficiency and
the use of less polluting modes).?? This is particularly
important in the air transport sector where kerosene
is not subject to fuel tax.

30 E|B response to Bankwatch information request, Luxembourg 10th December 2006
31 Louis Berger SA: Transport Infrastructure Regional Study (TIRS) final report, 2002, p.52
32 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.71
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Progress towards this goal is proceeding rather slow-
ly and, until this changes, a precautionary approach
is required in publicly financed projects. The exist-
ing hidden subsidies create more favourable market
conditions for some types of transport — such as air
and road — than for others, which in turn improves
the financial liquidity and investment conditions in
these sectors. Commercial financing should be more
easily available to them than to rail and urban public
transport and, therefore, it is questionable whether
public money should be available to finance them.

As we have seen above, rail has suffered a decline
during the last decades, while road transport has
rapidly expanded and car ownership has increased.
However the need to move away from road and

air transport, towards rail, urban public transport,
walking and cycling exists both because of abso-
lute constraints on road and air transport capacity
(congestion and limited possibilities for the further
expansion of infrastructure) and for environmental
reasons (reducing climate impact and air pollution).
For this reason the 2001 White Paper welcomed the
commitment by various European rail stakeholders to
increase rail's share of passenger transport from 6 to
10% and freight transport from 8 to 15% by 2020.%°

The aim of moving from mostly private road transport
towards more environmentally acceptable modes is
known as ‘modal shift’. Certain barriers remain to the
achievement of this goal, however: for example, the
most environmentally acceptable modes for longer
journeys (rail and inland waterways) are often less
convenient than road transport, which has a much
greater infrastructure network. With this in mind the
White Paper emphasised the need to improve inter-
modal transport in order for the best use to be made
of rail infrastructure and waterways.

In terms of project financing, this means that projects
need to contribute to an increase of rail, urban public

transport, inland waterways, walking and cycling rela-
tive to road transport and air transport. This means
that financing should privilege the modes whose
share needs to be increased, and should not con-
tribute to expanding the modes with high external
costs.

The transport White Paper sought to address the
high external costs of aviation by emphasising the
need to make the best use of existing infrastructure
and to control the growth of aviation through negoti-
ating a tax on kerosene within the International Civil
Aviation Organisation, as well as organising the use
of existing infrastructure and slot allocations more
efficiently.®

These measures are not sufficient on their own,
particularly as the White Paper also laid plans for the
liberalisation of air traffic, which has proceeded much
faster than efforts to internalise the external costs of
transport and has facilitated the massive growth of
‘low-cost’ flights. This has encouraged those who

fly to do so more often than they would previously
have done and, unless it is coupled with appropriate
measures to ensure that aviation covers its external
costs, it will continue to contradict the aims of modal
shift and addressing transport demand.

While the White Paper explicitly mentions “controlling
the growth of aviation” as an aim®, the EIB denies
that controlling the growth of aviation is one of the
EU’s objectives: “EU policy is not to minimise the
use of air transport; it is to minimise its environmental
impact.”™® The idea that rapid growth of air transport
is inevitable is also reflected in other public EIB state-
ments, for example: “Capacity constraints ... if not
addressed, will hamper the future development of air
transport.”"®” However the rapid growth rate of CO,
emissions from the EU’s international aviation (86%
between 1990 and 2004%®) indicates that the nega-
tive environmental impacts cannot be tackled without
tackling the growth of air transport at its roots.

% European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.27

34 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.104

35 European Commission: White Paper “European Transport Policy for 2010 - Time to Decide” http://ec.europa.eu/transport/white_paper/

index_en.htm, 2001, p.35
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adopted a stronger Resolution calling for a rigorous

- cap on emissions and an immediate tax on domestic
5 & and intra-EU flights.*® Although such moves have yet
to be implemented and are not sufficient to tackle
aviation's impact on climate change on their own,
they show that public investors must expect the
growth of aviation to be ‘hampered’, and must plan
accordingly, as investments into extra airport capacity
or new aeroplanes are long-term projects which can-
not be easily undone.

Concretely, this means that public money must not

The EIB must take this policy more seriously in be used for aviation projects and should instead
the future as the European Commission has pro- be used for projects which contribute to decreas
posed to include aviation in the EU Emissions ing the need for air traffic expansion, such as im-
Trading Scheme, along with the introduction of tax proving railways, cross-border rail interoperability and
on kerosene®®, and the European Parliament has inter-modal freight facilities.

3¢ EIB Operations Evaluation department: Evaluation of EIB financing of airlines, March 2004, p.9

37 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.10

38 See table in Appendix 1

3% European Commission: Communication From The Commission To The Council, The European Parliament, The European Economic And
Social Committee And The Committee Of The Regions: Reducing the Climate Change Impact of Aviation, 27.09.2005, http://ec.europa.
eu/environment/climat/aviation_en.htm

4% Euro

getDoc.do?Type=TA&Reference=P6-TA-2006-0296&language=EN



The EIB was set up under the Treaty of Rome in
1958 and gives loans and guarantees on a not-for-
profit basis. The bank’s members are the member
states of the EU, which contribute funds for the
bank’s capital and have decision-making power in the
Board of Governors and Board of Directors.

The EIB, as a body of the European Union, is sup-
posed to follow the EU’s priorities in its investments,
and to “contribute towards the integration, balanced
development and economic and social cohesion of
the Member Countries”.*!

According to the EIB, current priorities affecting the
transport sector are:

Economic and social cohesion in the enlarged EU

Development of Trans-European and Access Net-
works

Support of EU development and cooperation poli-
cies in partner countries

Environmental protection and improvement, includ-
ing climate change and renewable energy*?

From these priorities it can be seen that the most
progressive aims of the White Paper on transport
are missing and TEN-T has been singled out by
the EIB as its main transport priority. It is being
treated in isolation from EU transport and sustainable

41 EIB website, accessed 18th September 2006: www.eib.org/about
42 EIB website, accessed 18th September 2006 http://www.eib.org/

about/index.asp ?designation=objective
43 EIB statute, Article 20, paragraph 1b, 2004, p.19
44 EIB statute, Article 18, paragraph 1, 2004, p.18

development policy as a whole, which as we shall
see has led to the financing of a series of infrastruc-
ture projects and not necessarily to the development
of a coherent and functioning European transport
network.

Furthermore, the priorities shown above are very
broad objectives, and in practice they can be used to
justify just about any project.

The EIB’s statute does not give satisfactory
criteria for ensuring that public money is used in
the most responsible way and that projects offer
good value for money for taxpayers in the donor
states. The EIB “may grant loans or guarantees only
where the execution of the project contributes to

an increase in economic productivity in general and
promotes the attainment of the common market."**
There are rather few projects which cannot be said
in some way to contribute to these objectives, even
when the reasoning involved is sometimes question-
able, for example with widely-hailed roads projects
which may or may not contribute to increased eco-
nomic productivity.

Other conditions in the EIB's statute that place some
limitations on the bank’s involvement in projects are
as follows:

The bank should lend money only when “funds
are not available from other sources on reason-
able terms” *
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Money should be lent outside of the EU member
states only when the Board of Governors unanimous-
ly agrees.*

As far as possible, loans should only be granted
on condition that other sources of finance are also
used.*

The EIB's Eligibility Guidelines*” stipulate three pillars
of value added as the basis for project assessment:
consistency between each operation and the prior-
ity objectives of the EU;
quality and soundness of each project; and
particular financial benefits obtained by the provi-
sion of the EIB funds to the promoter.

However, as we shall see, even these few criteria
are not always adhered to in the project approval
process. The EIB interprets the clause about lending
money only when funds are not available from other
sources on reasonable terms as follows: “To allow
promoters to make use of other sources of finance
wherever possible, the EIB’s intervention in any
project is limited to 50% of the cost of the qualified
investment cost of a project as it is established dur-
ing appraisal."®

There is quite a large difference between this and not
financing projects at all when other funds are avail-
able, and a number of EIB-financed projects need
not have been financed by public money, according
to the bank’s own evaluations. (See section 3.2)

The EIB has little incentive to ensure that projects
offer good value for money for taxpayers in the bor-
rowing state. According to the EIB, in most cases
interest and amortisation payments “should be
covered either by a commitment entered into by the
State in which the project is carried out or by some
other means"*°.

As long as a project is guaranteed with taxpay-
ers’ money the bank will receive its repayments,

4 E|B statute, Article 18, paragraph 1, 2004, p.18
6 E|B statute, Article 18, paragraph 2, 2004, p.18

whether the project is necessary and successful
or not:

“The fact that the internal rates of return are low
does not have any practical implications from the
point of view of the EIB’s banking risk: either the
borrower (and guarantor) is different from the pro-
moter, or financially sound companies (particularly
the motorway companies) service the debt by means
of cross subsidies from the more profitable sections
of the network; or loss-making companies receive
public transfers and/or subsidies.”™°

Even more revealing than the EIB's statute and
eligibility guidelines is the lack of an EIB operational
policy and conditions in other areas. The EIB has
neither a proper environmental policy (only an
‘environmental statement’, which lacks sufficient
operational guidelines), nor sectoral policies,
even in major sectors such as transport and
energy. The short statement on ‘the EIB and the en-
vironment’ on the bank’'s website states that the EIB
seeks to ensure that all its projects:

Promote EU environmental policy.

Comply with EU environmental law in the EU, ac-
ceding and candidate countries.

Comply with EU environmental law, subject to local
conditions, in all other countries of operations.

Fulfill the requirements of the EU Directive on Envi-
ronmental Impact Assessment, where applicable.

Apply 'best available techniques', as appropriate.

Apply good environmental management practices,
including disclosure of environmental information.®!

The EIB is also a participant in the new European
Principles for the Environment initiative®?, in which it
commits to apply the guiding environmental principles
from the EC Treaty and the practices and standards
from EU environmental legislation in projects in the
European Economic Area countries, the EU Acced-
ing, Accession, Candidate and potential Candidate

47 EIB website: EIB Eligibility Guidelines, 24.06.2004, http://www.eib.org/publications/publication.asp?publ=153, viewed on 27.11.2006
8 EIB response to Bankwatch information request, Luxembourg 10th December 2006

4° E|B statute, Article 20, paragraph 1a, 2004, p.19

50 EIB: Contribution Of Major Road And Rail Infrastructure Projects To Regional Development, September 1998, p.8
51 EIB website: “EIB and the Environment” http://www.eib.org/site/index.asp?designation=environment, accessed 18th September 2006

52 For more details see www.eib.org/epe



Countries. Whilst this commitment is welcome, it
remains to be seen how effectively it is implemented.

The EIB singles out the 6" EAP as the most impor-
tant EU environmental policy guiding its work®2. In
relation to transport, the 6" EAP states that:

“Structural changes in the transport sector to ad-
dress transport demand, promote a shift to railways,
waterways and public transport and improve trans-
port efficiency are of primordial importance in this
context. Alternative fuels and appropriate engine
technologies offering higher efficiency or low or zero
carbon emissions need to be researched and ex-
ploited with a view to them becoming commercially
viable. Attention will be given to aviation emissions
which are expected to grow by almost 100% from
1990 to 2010."*

Its policy implications are therefore similar to those of
the 2001 White Paper, with an emphasis on decou-
pling transport growth from GDP, modal shift and
limiting the growth of aviation.

Since the EIB has no transport strategy of its own, it
claims to follow EU policies. However, its approach

to assessing a project’s adherence to EU policies is
far from rigorous.

In the case of air infrastructure investments from
1990-2001, for example, the bank’s evaluation as-
sessment of the projects’ relevance to EU policy
objectives stated that all of the projects within the
EU were relevant to Article 267c) of the EU Treaty®®.
The Article states that the EIB shall give loans and
guarantees for: “projects of common interest to
several Member States which are of such a size
or nature that they cannot be entirely financed

by the various means available in the individual
Member States.”® The first clause is not very restric-

tive: any project in which several member states have
an interest is valid. Yet it is doubtful whether airport
infrastructure complies with this requirement, as air-
ports, particularly large ‘hubs’, tend to compete with
one another (no explanation is given in the Evaluation
Report).

Only the stipulation about the lack of other available
financing sources actually places any real limitations
on potential project financing. In fact, it appears that
the EIB’s claim to have adhered even to this vague
policy is false, as on page 3 of the same evalua-
tion we learn that: “there were only two cases, both
outside the EU, where alternative sources of funding
would not have been available and Bank participa-
tion was crucial for the success of the project.”®”
This indicates that the EIB has repeatedly acted
in contravention of Article 18 of its own statute,
which allows financing only when “funds are not
available from other sources on reasonable terms”.

Another justification for transport projects cited
by the EIB is Article 267a) of the EU Treaty,
which allows projects which contribute to the
development of the less developed regions of
the EU.%® Although this claim is often inflated, it
is hard to imagine any transport project in a less
developed area for which the claim is not made,
irrespective of whether these benefits do in fact
show up in any rigorous evaluation.

53 EIB website: “EIB and the Environment” http://www.eib.org/site/index.asp?designation=environment, accessed 18th September 2006
54 European Commission: Communication from the Commission to the Council, the European Parliament, the Economic and Social

Co

Our future, Our choice’ - The Sixth Environment Action Programme /* COM/2001/0031 final */, Section 3.3
5% EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.12
56 Consolidated version of the Treaty Establishing the European Community, ttp://europa.eu.int/eur-lex/lex/en/treaties/dat/12002E/htm/C_

2002325EN.003301.html, Article 267¢), viewed 10th October 2006

57 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.3
58 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.12
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The EIB’s transport lending has mainly been
client-driven, and the bank has not suc-
ceeded in systematically taking different EU
policies into account in order to ensure their
balanced implementation. Instead of hav-

ing a strategy based on a thorough analysis of
different EU policies, and a portfolio reflecting

W Air
all elements of the strategy, there have simply i
. . . . Ll
been a string of projects, and their connection W Intermodal
to EU policy has been a tick-box exercise rather B Shipping

. e e " Urban public transport
than a matter of planning and prioritising. Even

the EIB's own evaluations have brought up this
issue:

“...the evaluation did not find evidence of the
Bank seeking to use its selection policy to max-
imise either project Relevance or the contribu-
tion to EU objectives; an issue which has been
identified in previous evaluations.™®

An analysis of the EIB's transport projects 1996- = Air
2005 shows that many of the progressive aims of
the 6" EAP and 2001 White Papers have not beer
followed by its investments, with large infrastructur
such as TEN-T projects, taking priority:

There are no projects which visibly address
transport demand, such as pedestrian or cycling"
cilities or projects encouraging low-transport prodi
tion models eg. local food schemes.

Although money has been spent on railways,
still much more has been spent on roads, mak-
ing it even more difficult for railways to increase their
modal share.

Nearly as much financing has been devoted to
airports and airlines as has been used for urban
public transport. Yet public transport investments
are encouraged by the White Paper and 6" EAP,
whereas air traffic has been identified as a mode
whose growth should be controlled.

The EIB’s main contribution to decreasing aircraft 10.61%-  5.75%
emissions is in financing the purchase of new aircraft, 0.83%- gl
argued to be more efficient than older ones (see sec-
tion on climate change). 20.13%

No visible efforts have been made to limit the
growth in demand for air transport, and the EIB
appears to be following an outdated and discredited
‘predict-and-provide’ policy.

M Rail

Road

& Urban
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M Shipping

M Air
W Roads
Rail
M Shipping
M Urban public transport
62.69%

5% EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.12



Between 1996 and 2005 the EIB lent:
EUR 16 billion for aviation
EUR 37.3 billion for roads
EUR 27 billion for rail
EUR 17.3 billion for public transport
EUR 95 million for inter-modal transport
EUR 3.4 billion for shipping

Additionally the Bank lent EUR 9.6 billion for car
manufacturing and EUR 1.5 billion for aircraft manu-
facturing.

The investment pattern varies by region. Even in the
EU, where investment is at its most balanced, the
EIB’s investment in roads has still been higher than in
any other transport mode, and air traffic has received
almost as much EIB investment as urban public
transport.

In other regions, the EU’s aim of improving modall
split has been reflected even less. In central and
eastern Europe around 62.69% of EIB transport
investment has been for roads, with around two
thirds of this going to motorways.

This is particularly questionable considering that CEE
countries had previously built up more sustainable
transport systems, in which public transport and rail
had the largest modal share. Instead of maintaining,
improving and expanding these networks, govern-
ments — supported by the EIB — are spending vast
amounts on encouraging road traffic, just as the EU
is trying — at least in theory — to increase the share

of urban public transport and rail. At the country level
little effort is made by the EIB to support a balance of
modes: for example, in Macedonia only road projects
were supported and in Croatia 87% of EIB invest-
ments supported roads.

Over the period 1996-2005 there were some posi-
tive trends in the EIB's investments, such as a dra-
matic increase in lending for urban public transport
and an increase in financing for rail.

However, as long as financing for roads and air
transport are maintained (as they have been

with roads), or increased (as with air transport),
rail will always be disadvantaged as air and road
transport do not pay anything like their real (inter-
nal and external) costs, and are therefore cheaper
for users, though not for society and the environment.

6000
e AT
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— Roads
4000
Rail
3000
- Shipping
2000 ——— Intermodal
1000 Urban Public
Transport
0

Within modes the most noticeable concentration

of funds has been in road projects, where 70% of
worldwide EIB road loans between 1996 and
2005 went to motorways. Almost all of these
projects entailed the construction of new motor-
ways or capacity expansion, thus encouraging
the growth of road transport. A further 5% went for
bridges and 4% for tunnels, some of which are also
part of motorways. Only 21% was allocated to 2™
and 3" class roads.

In urban public transport, 62% of investments went
to metro systems with the other 38% being distrib-
uted among other modes such as trams, buses and
urban light railways. It is not clear how much invest-
ment has been made into pedestrian or park-and-ride
schemes and cycling infrastructure in cities, as these
have either been included in non-transport project
categories such as urban infrastructure or the EIB
has not financed them at all.

For airports, excluding air traffic control projects,
54% of financing went to hub airports while 46%
went to national or regional airports. Most of the
projects involved at least some expansion of capac-
ity, raising questions about the EIB’s climate impact
(examined in section 5).

For railways, the 35 high-speed rail projects received
419% of the rail financing while the 115 normal rail
projects received 51% of the rail financing (the re-
mainder went for tunnels and road/rail bridges). This
is expected considering the higher cost of construct-
ing new high-speed railways. However, it raises the
question of whether it is better to finance fewer,
larger projects, or whether it would be better to make
more, less costly improvements?

Overview of the EIB’s priorities
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Although a wide range of rail projects have been
financed by the EIB it is noticeable that cross-
border railway improvements have infrequently
benefited from the bank’s loans. This should be

a priority area for the EIB as it is for the EU White
Paper on transport, and the bank should actively seek
to finance such projects. This would be particularly
valuable in south-eastern Europe, where long delays
at borders are common and contribute to making rail
travel slow compared with road transport.

10%

The car industry clearly dominates the EIB'’s lending
to the industrial sector, with 31% of EIB industry
loans worldwide supporting car manufacturing.
This percentage rises to 63% in central and eastern
Europe, and in Czech Republic, 98% of EIB indus-
try investments between 1996 and 2005 were for
the car industry. This preferential treatment for the
car industry is examined below in section 6.3. The
graph above does not include the support given to
the aircraft manufacturing industry through loans to
airlines to buy new aircraft, as these are included in
the transport loan statistics.
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The most progressive EU policies from an environ-
mental point of view, namely the 6" EAP and the
2001 White Paper on Transport, feature only very
selectively in the EIB's project selection and assess-
ment process, and the bank has not ensured even
the financing of their different policy strands. As the
above breakdown of investments shows, the EIB has
almost exclusively concentrated on upgrading and
building new infrastructure along the TEN-T corridors
without sufficiently analysing how best to contribute
to the aims of the TEN-T programme. This emphasis
on infrastructure and capacity expansion also contra-
dicts other areas of the White Paper.

The internalisation of external costs is an essential
prerequisite to achieving the decoupling of trans-
port growth and economic growth and modal shift.
In general, however, progress towards this goal is
proceeding rather slowly, thus allowing the artifi-
cially rapid expansion of road transport and avia-
tion, which have the highest external costs. So far
the EIB’s investments have reinforced this trend by
financing large-scale capacity expansion in these
modes.

80 Modal sh

Though the EIB clearly cannot create policies for in-
ternalising the external costs of transport in general,
it could and should avoid financing an expansion
of those modes which have high unpaid exter-
nal costs and concentrate on improving those
modes with lower external costs, ie. rail, urban
public transport, walking, cycling and inland wa-
terways. Until EU policies on this issue are decided
upon and begin to take effect, it is rather short-
sighted to invest into massive expansion of roads,
airports and airlines, as these are all long-term in-
vestments which may be influenced by higher prices
for fuel and any changes in the transport tax regime.
The EIB should take a precautionary approach until
EU policies for the internalisation of external costs
have been introduced.

Decoupling transport growth from GDP growth
requires both an absolute reduction in the growth
of transport and a shift to sustainable transport
modes,®° in order to reduce emissions from trans-
port and to reduce congestion by using more
space-efficient transport. This requires disinvest-
ment from those modes whose growth is to be
curbed, ie. road and air transport, and investment

that it reduces CO2 emissions, which is one of the possible indicators for assessing whether decoupling is taking place.
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in both sustainable transport and economic models
which require less travel. In the EU, ten per cent of
car journeys are shorter than a kilometre, 30% are
shorter than three kilometres, and 50% are shorter
than five kilometres,®' so many car journeys could be
avoided altogether by walking or cycling.

However, the ‘predict and provide’ ideology still dic-
tates most of the EIB’s transport investments, and

it has made no commitment to avoid investments,
even selectively, in the least sustainable modes,

nor to avoid financing capacity increases in road
and air traffic. As we have seen, 70% of the EIB’s
road investments have financed motorways, usually
involving a significant capacity increase. It is unclear
how this can be reconciled with the White Paper
and the 6" EAP.

Although road and aviation projects are usually
carried out with the expectation of relieving exist-
ing congestion, there have also been a number of
cases — such as the Oresund Bridge and Lubeck
Herrentunnel — in which demand has been poorly
forecasted and excessively large projects have
been undertaken, only to later find that demand
was not as high as expected. This is particularly
acute in public-private partnership projects, as the
private partner is often dependent on demand-
based fees for its income from the project. Efforts
are then made to increase the amount of traf-
fic using the infrastructure, thus running com-
pletely counter to the policy of slowing transport
growth. (See Section 6.4 on public-private partner-
ships for more details.)

If rail transport is to enjoy relative growth compared
to road transport, it is necessary to curb the growth
of road transport — and there are a variety of instru-
ments for this. The most basic of these is disinvest-
ment in road capacity expansion. However, as we
have seen the EIB has supported road transport

to a greater extent than rail transport, so the EIB’s
financing is not contributing to progress in rail

transport relative to road transport. This is exacer-
bated by the fact that road transport started from a
much stronger position than rail transport, and that it
pays few of its external costs.

It may be argued that the TEN-T programme is help-
ing to shift the balance between the modes of trans-
port, as a large proportion of the network consists
of rail projects. However, in implementation the rail
component of TEN-T has been neglected compared
to the road projects — in 2004 the European Com-
mission estimated: “For road, less than 4% of the
length of planned links will still not be completed
by 2010, and, for rail, up to 50% of the length of
planned links will remain uncompleted”.®?

In order to achieve balance in its investments the
EIB needs to stop financing road capacity expan-
sion and increase financing for rail projects, with
particular emphasis to be given to cross-border
sections.

Controlling aviation growth is a sub-aim of decou-
pling transport growth and GDP growth but it is
important enough to merit a specific mention in both
the White Paper on transport and the 6 EAP. The
EIB has not acknowledged controlling the growth

of air traffic as a policy objective, instead referring to
the need to “minimise its environmental impact™2. In
other words: business as usual.

The EIB finances aviation in three main ways:
Airport infrastructure (modernisation or expansion)
Airlines (modernisation or expansion)

Air traffic management projects

Of these, airport infrastructure and airline financ-
ing have often involved expansions in capacity, and
therefore an expansion of the noise, pollution and
greenhouse gases resulting from aviation. The sec-
tion below on climate change gives some examples
of the huge capacity increases resulting from EIB
airport infrastructure investments and their effects.

5! The Greens/EFA: Soft Mobility Paper: Measures for a climate-friendly transport policy in Europe, July 2006, p.28
52 European Commission: Commission Staff Working Paper: Trans-European Transport Network Report From The Commission To
The European Parliament, The Council, The European Economic And Social Committee, And The Committee Of The Regions On The

Implementation Of The Guidelines For The Period 1998-2001, 2004, p.32

53 EIB Operations Evaluation department: Evaluation of EIB financing of airlines, March 2004, p.9
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Regarding investments into airlines, it appears from
EIB project information documents that the bank
has supported fleet expansion, but it has not been
possible to quantify this. Information requests on the
climate change impacts of these projects were sent
to the relevant airline companies but no replies have
been received for this report.

The EIB justifies its support for air infrastructure
with several arguments:

Following the EU policy of liberalisation of air traf-
fic

Increasing the number of point-to-point flights, to
complement ‘hub and spoke’ flights.®*

Regional development and EU integration®®

Improving safety®®

While the EIB was not responsible for the liberalisa-
tion policy, it should not use public money to imple-
ment it, benefiting only a relatively small number

of people, (see later discussion on subsidies for
the air sector) whilst causing a noise and pollution
nuisance to others and contributing significantly to
climate change.

Moving towards direct flights rather than hub and
spoke flights might be reasonable in certain cases if
it means that overall smaller distances are covered

and there are fewer flights. However, the EIB rarely
does the calculations to work out whether a project
is beneficial or not in this respect: “Reduced conges-
tion, and improved routings from better ATM®” man-
agement, for example, have a positive environmental
impact, but these improvements are rarely analysed
in the Bank’s appraisal reports."®® Most importantly,
from 1996-2005, 54% of financing went to major
international hub airports, and 46% went to second-
ary and regional airports®®, therefore encouraging the
growth of major hub airports more than secondary
and regional airports combined. This means that the
EIB has perpetuated the growth of all classes of
airports, therefore contributing to an overall increase
in air traffic.

The idea of moving towards more point-to-point
flights is often linked with the idea of regional devel-
opment through more airport infrastructure, and bet-
ter integrating outlying areas of the EU. This point is
discussed in section 7.1.

Improving safety is clearly a good aim, but generally
relates only to air traffic management investments
rather than infrastructure expansion investments. In
the case of the Beijing International airport expan-
sion (involving an EIB loan of half a billion euros),
safety was cited as an important reason for the
investment, but the fact that the capacity of the 35

54 EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.20

% See for example EIB press releases:

“EIB finances Warsaw airport expansion”, 23/12/2002, http://www.eib.org/news/press/press.asp?press=2590
“Spain: Loans for financing the upgrading of Air Nostrum'’s fleet” 2003, http://www.eib.org/news/press/press.asp?press=2652

% See for example EIB press release: “EUR 500 million for the expansion of the Beijing International Airport (China), 06/09/2005, http://www.

eib.org/news/press/press.asp?press=2979
57 Air Traffic Management

% EIB Operations Evaluation department: Evaluation of EIB Financing of Air Infrastructure, January 2005, p.19
5 Analysis of EIB transport investments database, excluding air traffic control investments.
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million passengers-per-year airport is being ‘almost effort or financing has been put into making them

doubled’'”® suggests that expansion is the main aim, work and infrastructure and competitiveness have

with safety appearing to be only one component. been privileged above environmental and health
concerns. The EIB must bear its share of the

The fact that little progress is being made in the responsibility for this and develop a transport lend-

progressive areas of the White Paper can largely ing strategy that places the environmental and health

be attributed to the fact that comparatively little aspects of the White Paper at the fore.

7° EIB Press Release: EUR 500 million for the expansion of the Beijing International Airport (China), 06/09/2005, http://www.eib.org/news/
press/press.asp?press=2979



Transport deserves a prominent place in every piece
of EU climate change policy and legislation, as in
2004 it was responsible for 29.8% of the EU-15's
CO, emissions”’, and it is one of the few sectors in
which CO, emissions have risen rapidly since 1990.

Thus the ability of the EU to bring its CO, emis-
sions under control largely depends on its ability
to curb the growth of emissions from transport.

Although the EU has not yet taken adequate legisla-
tive action to address this issue, particularly in the
area of transport pricing, the aforementioned provi-
sions in the 6" EAP and the 2001 Transport White
Paper provide a useful basis for tackling CO, emis-
sions from transport, and the EIB should use such
policies as a basis for developing a transport strategy
which leads to reductions — not increases — in green-
house gases from the transport sector.

The EIB’s statement on climate change is weak
regarding transport. The only steps outlined in rela-
tion to transport are:

Stepping up lending for energy efficiency projects
such as more fuel efficient cars and public transport
systems

Stepping up investment into innovations such as
the introduction and manufacture of climate-friendly
engine technology and fuel cells

Maintaining lending for sustainable transport (public
transport systems, rail, etc.)”?

The EIB states that all projects are screened for

their potential to contribute significantly to the
climate change policy objective, including projects
that generate carbon credits or energy efficiency or
renewable energy projects.”® However, it appears
that those which do not contribute are rarely, if ever,
rejected, implying that contributing to GHG reduc-
tion is an optional extra, rather than something that all
projects must do.

More promisingly, the EIB states that the envi-
ronmental externality costs related to greenhouse
gas (GHG) emissions (in particular CO,) are sys-
tematically included in the economic analysis of
projects.” Yet without examining the calculation
system in depth, it is impossible to assess its scope
and efficacy, but the project case studies shown
below (which are not exceptional) invite scepticism
about the range of external costs which are included
in this analysis.

Financing token solutions: The EIB's statute
requires that it should finance projects for which
adequate funds would not otherwise be available,
and its Eligibility Guidelines require that it adds value
to projects. This indicates that the EIB should take a

71 Estimated from European Environment Agency: Annual European Community greenhouse gas inventory 1990-2004 and inventory report
20086 - Submission to the UNFCCC Secretariat, 7th June 2008, including international aviation and maritime transport. See Table 3, Appendix 1

in Climate Change Section of this report for further details.

72 EIB: Climate Change, July 2002, p. 3-4, www.eib.org/publications

73 EIB response to Bankwatch information request, Luxembourg 10th December 2006
74 EIB response to Bankwatch information request, Luxembourg 10th December 2006
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lead in financing innovative projects, which may not
be profit-oriented enough to interest other lenders,
but which play a part in implementing progressive EU
policies.

The statement above shows that the EIB is indeed
interested in such projects, however their impact is
severely reduced or eliminated by the bank’s equal or
greater financing of climate-damaging projects such
as motorway and airport expansion.

But still financing the problem: The EIB states

that because of environmental externalities related

to GHG emissions, “some of these projects may
not pass the economic test and thus would not be
financed by the Bank."”® However, given the climate-
damaging projects which have been financed by the
EIB - such as airport expansions - it is difficult to
imagine a project which the EIB would refuse to
finance due to its climate impact.

g C per passenger-km

Although aviation may seem to be respon-
sible for a relatively small proportion of the
EU’s CO, emissions - 3.6% for domestic and
international aviation combined - CO, emis-
sions from the EU 15’s international aviation
increased by 86% between 1990 and 2004¢
- much more than any other sector. Other
studies have estimated that because of vari-
ous effects caused by aviation emissions being
released high up in the atmosphere, the contri-
bution of aviation to climate change is currently
4-9% at the global level and 5-12% in the EU.”

The graph compares the carbon emissions of vari-
ous modes of passenger transport per passenger
kilometre. The EIB has used this graph to argue that:
“The argument against air travel on environmental
grounds is not clear-cut. It compares well with other
modes on long haul, less well on short-haul."™®

75 EIB response to Bankwatch information request, Luxembourg 10th December 2006

76 Excluding LULUCF. European Environment Agency: Annual European Community greenhouse gas inventory 1990-2004 and inventory
report 2006 - Submission to the UNFCCC Secretariat, 7th June 2006, p.223

7 Transport & Environment: Clearing the Air: The Myth and Reality of Aviation and Climate Change, 20086, p.6, http://www.

transportenvironment.org/docs/Publications/2006/2006-06_aviation_clearing_the_air_myths_reality.pdf

78 EIB Operations Evaluation department: Evaluation of EIB Financing of Airlines, March 2004, p.9-10

79 Brendan Sewill: Fly Now, Grieve Later, Aviation Environment Federation, June 2005, p.6

8 Calculated from K. Klein Goldewik et al.: GHG emissions in the Netherlands 1990-2003, National Inventory report 2005, RIVM report
773201009, 2005, Table A.7.1 p. A-45/46, A.7.6 p. A-54/55, www.rivm.nl/bibliotheek/rapporten/773201009.pdf
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This is a false comparison as it is rather rare for
people to drive between continents in a single-oc-
cupant light truck or go on a high-speed train, so it is
only for short and medium-haul that the comparison
really matters, and it also misses the point that long-

haul flights will still release more CO,, than shorter
journeys because each passenger is traveling much
further, so demand for such journeys needs to be
addressed.

Table 1: Selected airport expansion projects and estimated additional CO, emissions per year

g th
Schiphol 5 45 million 13 million®® AR VD EES (P21 32.5%
unway year
Warsaw Airport
new passenger 3.5 million 6.5 million® 1690 OO(;;c:nnes per 185.7%
terminal y
Prague Airport
new passenger 6.5 million 3.5 million®® 910 000 tonnes per year 53.8%
terminal
pg;)srzrf;;prc;retr:ﬁr\:\;l 2.18 million 3 million®® 780 000 tonnes per year 137.6%
Beijing
. ‘almost double’
P 35 million (additional 30 7SO0 fonnesiper 85.7%
anF():l new terminaly million assumed) !
th
Heathrow 5 60 million 30 millions® UYL o] 50%
Terminal year
Paris Roissy-
Charles de Gaulle | 30 million 25 million®® ¢ ERDEE) [eTEs 83.3%
3" runway y
Munich Terminal 2 20 million 25 million®® SRt OOy%;chnnes per 125%
Madrid Barajas T e 9 100 000 tonnes per ®
Terminal 4 42 million 35 million year 83.3%

81 Sausen et al., 2005, Aviation Radiative Forcing in 2000: An Update of IPCC (1999), Sausen, R., Isaksen, ., Grewe, V., Lee, D.S., Myhre,
G., Schumann, U., Stordal, F. and Zerefos, C., June 2005

82 Please note that these are theoretical estimates because they have been calculated by taking the average figures for the UK and
Netherlands shown in the text on page 30. The mean average of these two figures has been used as an estimate for other countries for which the
average figures are not known.

88 See text box below for references

84 EIB Press Release: Poland: EIB Finances Warsaw Airport Expansion, 23/12/2002, http://www.eib.org/news/press/press.asp?press=2590
8 EIB Press Release: Czech Republic: EIB Lends CZK 9 billion for Extension of Prague Airport, 10/04/2003, http://www.eib.org/news/
press/press.asp?press=2627

86 EIB Press Release: Ireland: Aer Rianta signs EUR 115 million loan facility with European Investment Bank to underpin development at Cork
Airport, 14/11/03, http://www.eib.org/news/press/press.asp?press=2711. In this case 2.18 million refers to actual passenger numbers in
2003 rather than the capacity.

87 EIB Press Release: EUR 500 million for the expansion of the Beijing International Airport (China), 06/09/2005, http://www.eib.org/news/
press/press.asp?press=2979

88 Heathrow Airport: www.heathrowairport.com: T5: Fascinating Facts, viewed 8th October 2006

8 EIB Press Release: “France: FRF 500 million loan from the EIB for Roissy-Charles de Gaulle airport in Paris”, 30/06/98, http://www.eib.
eu.int/news/press/press.asp?press=1574&style=printable

9 Munich Airport International Website: General Information http://www.munich-airport.de/EN/Areas/Company/Daten/Allgemein/index.html,
viewed 23rd October 2006

9! Passenger numbers in 2005 rather than theoretical capacity

92 Richard Rogers Partnership (Architects) website: http://www.richardrogers.co.uk/render.aspx?sitelD=1&navlDs=1,4,24,296,1035, viewed
13th December 2006
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Despite the EIB’'s unwarranted defence of air travel
the graph clearly shows that overall, per passenger
kilometre, aviation and car travel are the most cli-
mate-damaging modes of transport.

Based on UK government figures, economist
Brendan Sewill has calculated that each passen-
ger taking off from UK airports is responsible
for 300 kg of CO, emissions’. Calculations made
for this report indicate that the 2003-2004 average
for the Netherlands is 220.75 kg®, but it has not
been possible to calculate figures for other countries
where the EIB has financed airport expansion. The
estimates are of particular concern because total
GHG impacts from aviation have been estimated to
be between 2-5 times greater than that of the CO,
emissions alone, due to NOx emissions, contrails and
cirrus clouds®'. The EIB may object that the benefits
of increased efficiency and point-to-point flights have
brought environmental benefits, but as the bank has
not tried to quantify these it has no reason to be sure
that they will materialise.
For comparison, the total likely CO, emissions
from the EIB’s above selected airport expansion
projects, if the new capacity is fully used (45.15
mt), is:

More than the three most climate-damaging
power stations in Europe®® combined,

More than New Zealand, Switzerland, Ireland,
Norway or Slovakia’s total CO, emissions for
2003 (34.7/44.72/44.45/43.22/43.05 mt)

More than Lithuania, Estonia and Latvia’s 2003
CO, emissions added together (12.29 mt + 19.11
mt + 7.43 mt)

Nearly double Croatia’s total CO, emissions for
2003 (23 mt)**

Schiphol Airport 5" Runway, Amsterdam?®®

In 2002 the EIB approved a EUR 150 million loan
for the construction of a fifth runway and taxiways

at Schiphol Airport, in spite of the airport’s large

- and growing — contribution to Dutch CO, emis-
sions (around 3.79 per cent of the Netherlands’
total annual emissions in 2003, compared to 2.05
per cent in 1990, with a more than 100% absolute
increase®.) The project cost EUR 382 m®” and
increased the airport’s capacity from 45 million pas-
sengers in 2001 to 58 million in 2005.%8 If this ca-
pacity is to be fully used, and extrapolating from the
CO, emissions per passenger for 2002 and 2003,
the extra 13 million passengers will be responsi-
ble for around 2 869 750 tonnes of new CO, emis-
sions per year — an increase of 32.5% compared
to the airport’s estimated 2003 emissions.®®

Climate change considerations barely featured in the
project development process and, remarkably, the
EIB approved a loan before the full EIA process — as-
sessing the effects of the whole airport rather than
just the new runway — was even completed.'®°

The EIB claimed that the project would “help con-
solidate the airport’s position as one of Europe’s
major hub airports” and “enhance its importance for

93 2004 figures from the European Pollutant Emission Register http://eper.cec.eu.int for the Agios Dimitrios (Greece), Frimmersdorf
(Germany), and Abono (Spain) coal power stations. In 20056 WWF carried out a study to ascertain which of Europe's power stations are
the most climate-damaging per kilowatt hour of electricity produced. For more information see “Dirty Thirty: WWF names Europe’s dirtiest
power stations”, 04.10.2005, http://www.panda.org/about_wwf/what_we_do/climate_change/solutions/campaigns/powerswitch/index.

cfm?PuNewsID=23411

94 Excluding international shipping and aviation, excluding Land Use, Land Use Change and Forestry. UNFCC: Key GHG Data, Greenhouse
Gas Emissions Data for 1990 — 2003 submitted to the United Nations Framework Convention on Climate Change, 2005 p.30

% For more information see CEE Bankwatch Network, FoEl, Hacan Clearskies, Milieudefensie, Za Zemiata: “Flying with Big Business: The
European Investment Bank & The Aviation Industry” November 2003, www.bankwatch.org > Publications > 2003

¢ Estimated from K. Klein Goldewijk et al: Netherlands National Inventory Report 2005, RIVM report No. 773201009, p. A-45 - A-55 and 3-

27, www.rivm.nl

97 EIB website: Amsterdam Schiphol Aiport, 20.05.2002, viewed 28th October 2006, http://www.eib.org/news/news.asp?news=39&listing=

1&page=2

9% Amsterdam Airport Schiphol: Facts and Figures, www.schipholgroup.com, viewed on 26th September 2006
9% Estimated from K. Klein Goldewijk et al: Netherlands National Inventory Report 2005, RIVM report No. 773201009, p. A-45 - A-55 and 3-

27, www.rivm.nl

190 CEE Bankwatch Network, FoEl, Hacan Clearskies, Milieudefensie, Za Zemiata: “Flying with Big Business: The European Investment Bank
& The Aviation Industry” November 2003, www.bankwatch.org > Publications > 2003
101 EIB website: Amsterdam Schiphol Aiport, 20.05.2002, viewed 28th October 20086, http://www.eib.org/news/news.asp?news=394&listin

g=1&page=2

192 Amsterdam Airport Schiphol: Statistical Annual Review 2005, www.schipholgroup.com



the Dutch economy”. It was admitted that the runway
would “contribute in absolute terms to an increase

of air traffic volume” but this was supposed to be
mitigated by better distribution of the noise burden.'®’

The claims in favour of the airport expansion made by
the EIB and the project promoter were rather flimsy.
No evidence has been given as to how consolidating
Schiphol’s position as a hub airport would benefit
the EU as a whole; indeed the main hub airports

are only in competition with each other. Schiphol’s
contribution to the Dutch economy is likewise highly
debatable — 42.3 percent of Schiphol passengers
are transfer passengers'?, meaning that only the
airport and airlines are benefiting from them, while
local people have to put up with the resulting noise
and pollution.

The EIB's use of public money to finance this project
is particularly questionable since it is likely that
funding could have been found from other sources.
Although it can be claimed that the EIB was follow-
ing EU policy in the sense that Schiphol is part of
the TEN-T network, the project runs contrary to many
other aspects of EU policy, including the 6" EAP and
Transport White Paper. Rather than limiting transport
demand, promoting a shift to railways, and internalis-
ing the external costs of transport, the EIB has sup-
ported the status quo and encouraged the growth of
aviation and its inevitable emissions.

Impacts on climate change
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For more information, see “Flying with Big Busi-
ness: The European Investment Bank & The Aviation
Industry” by CEE Bankwatch Network, FoEl, Hacan
Clearskies, Milieudefensie, Za Zemiata, available at:
www.bankwatch.org > publications > 2003

London Heathrow Airport Terminal 5, UK.

In 2001, after the longest public inquiry in British his-
tory (46 months) the highly controversial 5% Terminal
for Heathrow Airport was approved by the British
Secretary of State, and is due to open in 2008.

BAA, the airport’s owner, claims that Terminal 5 and
its associated facilities are funded by BAA, not the
taxpayer.'®® However this is open to interpretation as
in 2002 the EIB approved a EUR 390 million loan for
the terminal, the total cost of which is GBP 4.2 billion
(EUR 6.2 billion) 04,

The development was fought by HACAN ClearSk-
ies, a group representing residents under the flight
paths and around the airport, as well as national
environmental organisations, on the grounds that

it would result in a massive increase in flights from
the airport, thus increasing noise, pollution and
CO, emissions.'*® With four terminals at Heathrow
already, is it estimated that noise already affects
around half a million people.'°®

BAA claimed that the additional 30 million passen-
gers per year would result in an increase of only

198 Heathrow Airport Website: Fascinating Facts fact sheet: www.heathrowairport.com >About BAA Heathrow> Heathrow Low-down>

Terminal 5> Learn more about the Terminal 5 project>T5 fact sheets, viewed 26.11.2006

104 Heathrow Airport Website: www.heathrowairport.com >About BAA Heathrow> Heathrow Low-down> Terminal 5, viewed 03.09.2006

1% HACAN: Opening Statement to the Public Inquiry into a Fifth Terminal at Heathrow by the Chairman of HACAN, Dermot Cox, Tuesday 16th

May 1995, http://www.hacan.org.uk/resources/consultation_responses.php

16 HACAN: Opening Statement to the Public Inquiry into a Fifth Terminal at Heathrow by the Chairman of HACAN, Dermot Cox, Tuesday 16th

May 1995, http://www.hacan.org.uk/resources/consultation_responses.php

197 HACAN: Opening Statement to the Public Inquiry into a Fifth Terminal at Heathrow by the Chairman of HACAN, Dermot Cox, Tuesday 16th

May 1995, http://www.hacan.org.uk/resources/consultation_responses.php 3 1
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36 000 flights compared with the 4-terminal airport,
but residents were sceptical, having been previ-
ously let down many times before: previous caps on
flight numbers had been set and then abolished, and
forecasts of increases in passengers per aircraft had
failed to materialise. HACAN ClearSkies instead pre-
dicted that Terminal 5 would lead to total congestion
of the existing runways and provide a pretext for in-
creasing night flights, ending runway alternation and
noise preferential routes, and would ultimately lead

to the construction of a third runway.'*” Their fears
have already proved to be justified as the government
has since made attempts to increase night flights and
end runway alternation, and is carrying out research
on the feasibility of constructing a third runway, thus
opening the way for a massive increase in flights.

Even before the completion of the new terminal, the

EU limits set by Directives 96/62/EC and 1999/30/
EC for the annual mean concentration of nitrogen di-
oxide are being exceeded at the airport and in some
nearby residential areas.'®

The increase in CO, emissions resulting from the

30 million extra passengers and unknown number

of extra flights is a major problem with the Terminal
project. We have seen above that the new terminal is
likely to result in an extra 9 000 000 tonnes of CO,,
per year, even without taking into account non-CO,
greenhouse gases and the increased impacts of
high-altitude emissions.

These issues highlight the inadequacy of the EIB'’s
project assessment procedure with regard to climate
change and ensuring coherence with EU transport
policy. Although the majority of the planning for the
terminal was carried out before the 2001 White Pa-
per was published, the EIB approved its loan after-
wards, and should have taken the Paper’s aims into
account. The involvement of the EIB in the expansion
is particularly of concern as HACAN ClearSkies has

found that 100 000 flights a year from Heathrow fly
to destinations which already have a good rail con-
nection to London, such as Paris, Edinburgh, Brus-
sels and Manchester.'® Thus it is not only the White
Paper's goal of decoupling transport growth and
GDP growth which has not been followed but also
the goal of improving the modal share of rail.

For more information see HACAN Clearskies web-
site: www.hacan.org.uk

It is not possible at this stage to quantify the im-
pact of the EIB'’s lending to airlines for the mod-
ernisation and expansion of their fleets because
none of the airlines concerned have replied to
information requests on the projects carried out
with the EIB’s support. It is therefore not clear
to what extent the new aircraft replaced ones
which were going out of service or being sold,
and to which extent they represented an expan-
sion of the fleets concerned.

In the EIB’s evaluation of its airline projects

from 1990-2001, the EIB stated that “..as al/
except one of the projects were for replacement
aircraft, the environmental objectives of lower
emissions and greater fuel economy have been
achieved.""® This statement is rather simplis-

tic and optimistic and ignores some important
climate impacts:

Even if there is no expansion involved, there may
still be an overall increase in CO, emissions due
to the project because old planes may be sold to
other countries where they may continue to be used
for several years

Manufacturing new aircraft uses a considerable
quantity of resources and produces a consider-
able amount of CO, emissions. In 2003, Airbus,

198 Aviation Environment Federation: Emissions Impossible: An assessment of the noise and air pollution problems at Heathrow airport and the

measures proposed to tackle them, February 2006, p.4

199 HACAN ClearSkies: “Short-Haul Flights: Clogging up Heathrow’s Runways” November 2006, www.hacan.org.uk

110 EIB Operations Evaluation department: Evaluation of EIB Financing of Airlines, March 2004, p.2

" Airbus: The Airbus Way: Environment (Airbus Environmental Report) 2004, http://www.airbus.com/en/corporate/ethics/environment/
112 Peeters P.M., Middel, J. and Hoolhorst, A., NLR 2005, Fuel efficiency of commercial aircraft, an overview of historical and future trends,

NLR (Dutch National Aerospace Laboratory), November 2005



whose planes were purchased in several EIB
projects, reported 199 606 tonnes of direct CO,
emissions from fossil fuel combustion — 3.5 tonnes

per seat.'"!

Any improvement in efficiency must be com-
pared with any rise in the number of flights
caused by the same or other EIB projects.

Research undertaken by the Dutch National Aero-
space Laboratory in 2005 showed that although jet
planes have increased in efficiency since they were
introduced, claims about the degree of increased
efficiency have been exaggerated and also fail to
take into account that the pre-jet planes of the early
1950s were as fuel-efficient as today’s aircraft.!'?
This calls into question the degree to which new
planes help to reduce emissions.

Such factors need to be taken into account and
thorough calculations made instead of simply
assuming that projects lead to positive climate
impacts.

The EIB lent approximately EUR 37 381.4 million for
roads between 1996 and 2005, of which EUR 26
508 million was for (mostly new or highly expanded)
motorways. It also lent EUR 8 947 million to the

car manufacturing and tyre industries, representing
further support for road transport. Road transport
alone counted for 21.3% of the EU 15’s CO, emis-
sions in 20043,

Impacts on climate change

While some of the traffic using new roads is simply
moving from more congested roads, the phenom-
enon of ‘induced traffic’, identified in the UK 1994
SACTRA study''¢, means that constructing new
roads directly leads to an increase in CO, emis-
sions, as more people choose to use road transport
because of the new capacity available.

In the case of toll roads with direct tolls, high
traffic levels — and therefore CO, emissions - are
actually needed to recover the money spent on
building the road, thus removing any incentives for
traffic reduction measures.

As stated above, in 2002 the EIB said that it was
beginning to quantify climate impacts of appropriate
projects. However, it is not known whether this is
being carried out for road projects, and if so, whether
it is having any impact on the bank’s decisions to
finance projects.

Vienna-Mikulov-Brno motorway (A5 motorway
Austria/R52 high-speed road Czech Republic)
In August 2005 the EIB approved a loan of up to
EUR 350 million for the Ostregion Autobahn section
of the highly controversial A5 motorway in Austria,
which would connect with the R52 high speed road
in the Czech Republic to form the Vienna-Mikulov-
Brno motorway. The loan has not yet been disbursed
as there are ongoing legal cases against the motor-
way project in both the Czech Republic and Austria.
In addition the EIB has approved a loan for the
Czech section of the D1, in which a technical study
for the controversial R52 is also included.!"® The
European Commission has suggested to the EIB that
it should suspend financing for the part of the project
relating to the technical study for the R52.""®

Critics of the project argue that the A5 is unneces-
sary, a point backed up by a standard economic
analysis, and that the alternatives have not been seri-
ously examined. This is likely to lead to overcapacity
in the coming years.

"3 Including international aviation and shipping. Excluding LULUCF. Estimated from European Environment Agency: Annual European
Community greenhouse gas inventory 1990-2004 and inventory report 2006 - Submission to the UNFCCC Secretariat, 7th June 2006,

p.160ff.

14 SACTRA (Standing advisory committee on trunk road assessment): “Trunk Roads and generation of traffic’, HMSO, 1994
15 E|B website: http://www.eib.org/projects/pipeline/project.asp?pipe=1566, accessed 12.01.2007
116 |etter from DG Environment, 19th January 2007, ENV D3/MN/jv D(2007)970
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Debate on the matter has been complicated by the
fact that the A5 and its link roads have been subject
to six different EIA proceedings although, for example,
the A5 south, S1 West and East and S2 were subject
to only one public procurement proceeding, clearly
indicating that this is one project. The splitting up of
major infrastructure projects into smaller sections for
EIA purposes (“salami-slicing”) is a common tactic
which serves to downplay environmental impacts

and allow the construction of the least controversial
sections, thereby buying time and creating political
pressure for the completion of the whole project.

Ciritics believe that the A5 would create a bottleneck
in Vienna because there is no more capacity on the
only link road towards the south.

The cost-benefit analysis for the project seems to be
faulty and unrealistic, as the documents say that with
the Ab there would be fewer traffic kilometres per
person per day than without the A5 in the region. The
Austrian Ministry of the Environment also pointed out
this inconsistency and stated in its official comments
for the respective EIA proceeding that the A5 would
lead to an additional 40 000 tonnes of greenhouse

gas emissions as well as an additional 115 tonnes of
NOx every year."'” Considering that Austria’s GHG
emissions rose by around 15.2 per cent between
1990 and 2004,'"® and that its GHG emissions
from road transport rose by 88 per cent in the same
period,'"® any further increases, particularly in this
sector, are a matter of serious concern.

The project is a prime example of poor strate-

gic transport planning and failure to take climate
change objectives into account in transport de-
velopment. The fact that it has been able to get to
the approval stage in the EIB amply demonstrates
that the bank’s policies are insufficient to verify that
transport projects are well-justified and that they
will not entail an excessive burden of GHG emis-
sions.

For further information on the case, see the letter
sent to EIB President Maystadt regarding the loan
for the A5 motorway by Global 2000, CEE Bank-
watch Network, Environmental Law Service and
Greenpeace (October 4, 2006) http://www.bank-
watch.org/newsroom/documents.shtml

For more information on EU CO, emissions from
transport see Table 3 below.

"7 Ministry of Agriculture, Forestry, the Environment and Water Management of the Republic of Austria: Letter to the Federal Ministry for

Transport, Innovation and Technology, 18th July 2006, p. 4

18 European Environment Agency: Annual European Community greenhouse gas inventory 1990-2004 and inventory report 2006 -

Submission to the UNFCCC Secretariat, 7th June 2006, p.14

1° European Environment Agency: Annual European Community greenhouse gas inventory 1990-2004 and inventory report 2006 -



The EIB's loans are somewhat different from those
from commercial banks:
Although giving loans rather than grants, the EIB is
using public money to enable projects to happen.'?
It offers ‘fine’ (ie. low) interest rates. It is able to
do this because it is non-profit-making and charges
only to cover its own borrowing costs plus the costs
of administration.'®'

The EIB’s involvement brings political clout and en-
courages other commercial banks to get involved.

At least according to the EIB's statute, the projects
could not otherwise happen if the bank did not
finance them. This is not always the case in reality but
where it is the case, the EIB's investment of public
money is the deciding factor in whether the project
can proceed, therefore representing the intervention
of public money in the market.

It offers long repayment periods of up to 30 years
and longer in certain cases.'??

The EIB normally charges low or no commit-
ment fees or non-utilisation fees, though fees for a
project’s appraisal and required legal services may
be applicable in certain cases.'?®

The exact amounts of money saved by having an EIB
loan cannot be easily quantified, particularly as the
bank should not finance projects which could have
borrowed the full project costs from other sources.
However, the principle of using public money is more
important than the actual amount saved. If public
money is used, the project should be beneficial to
a wide section of the general public, and should
safeguard common interests such as health and
environmental protection. Unfortunately this is often
not the case with the EIB’s transport investments,
which are subsidising sectors with harmful impacts.

It is widely recognised in the EU that flying has high
external costs, particularly in terms of climate impact,
and that it is even further away than other modes
from paying those costs. Brendan Sewill has calculat-
ed that because of the lack of VAT on air tickets, lack
of fuel tax, duty free allowances, and the low level

of Air Passenger Duty, there is an annual subsidy
of GBP 9.2 billion (EUR 13.7 billion) for the air
industry in the UK;'** while T&E, a European NGO
specialising in transport and environmental issues,

120 EIB financing can be considered public money because EU Member States provide capital and make decisions in the Bank. The EIB

has an
borrower/dynamic.asp?cat=33.

21 EIB website: http://www.eib.eu.int/fag/faq.asp?faqg=366, viewed 17th November 2006

122 www.eib.org > About EIB > Objectives > Development of Trans-European and Access Networks > Added Value, viewed 8th September 2006
123 EIB response to Bankwatch information request, Luxembourg 10th December 2006

124 Brendan Sewill: “The Hidden Cost of Flying”, Aviation Environment Federation, February 2003
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has calculated that aviation’s exemption from fuel
taxes is worth around EUR 35 billion per year in
the EU based on the level of road tax.'?®

Yet against this background, as we have seen, the
EIB is financing the expansion of the air industry,
with airport companies, airline companies and aircraft
manufacturers all benefiting from public money.

The EIB has provided loans extensively to airport
companies for the construction and modernisation of
infrastructure. Although many airport companies are
at least partly owned by governments or local authori-
ties, private companies have also benefited from
these investments, most notably the privately owned
BAA, the British airport operator taken over by Grupo
Ferrovial SA in 2006.

BAA

Between 1996 and 2005 the EIB lent BAA over a
billion euros'?® of public money for airport expan-
sion and modernisation projects as well as one rail
project, the “Heathrow Express”, running from Lon-
don to the airport. As well as the negative impacts
caused by some of the projects, it is hard to justify
the lending of public money at favourable rates to a
huge company such as BAA, which holds a monopo-
ly on the London airports. Since 2002 the company’s
annual pre-tax profits have ranged between GBP
524 million (EUR 781.6 million - 2002/3)'?7 and
GBP 637 million (EUR 950 million - 2004/5),'%® so
the company should be able to mobilise sufficient
resources for its infrastructure projects without re-
course to public money.

Hochtief: Athens International Airport

Hochtief Airport, the airport arm of German construc-
tion company Hochtief, has benefited from EIB loans
through its part-ownership of Hamburg, Dusseldorf
and especially Athens airports. The construction of
Athens airport was supported with almost EUR 1
billion by the EIB,'* yet the project was the subject
of complaints and questions from the start. The
tender process was heavily criticised by French
company Dumez, which was a member of the losing
consortium'®, and questions have been raised by
MEPs about the actual construction costs compared
to the total project costs, as well as the fact that the
EC decided to classify the airport company as a pub-
lic authority in order to make it eligible for cohesion
funding, which is allegedly against Cohesion Fund
rules and EU law.'®'

Hochtief Airport now has the right to run the airport
for 30 years, bringing virtually guaranteed profit to
the company. The management of the airport has
been criticised by the IATA, which states that service
at the airport is good but that it comes at too high a
price, with the regulated target rate of return of 15%
ensuring monopoly profits for the airport operator at
the expense of its captive customer base. There is
no independent economic regulator, nor any direct
incentive-based price caps, so there are no incen-
tives for improving efficiency, and if monopoly profits
are not made in one year charges may be raised in
order to recoup shortfalls.’? The case raises seri-
ous questions about the value for money of the new
airport project, and shows that the EIB’s processes
for evaluating the efficiency of its investments need
to be seriously improved.

%5 Transport & Environment: Clearing the Air: The Myth and Reality of Aviation and Climate Change, 2006, p.12, http://www.transportenvi-
ronment.org/docs/Publications/2006/2006-06_aviation_clearing_the_air_myths_reality.pdf
126 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93&Sector=4, viewed 5th

November 2006

27 BAA Press Release: BAA results for the year to 31 March 2003, 03.06.2003, http://www.baa.co.uk > media centre > news releases
28 BAA Press Release: BAA results for the year ended March 2005, 17.05.2005, http://www.baa.co.uk > media centre > news releases
129 EIB Website: http://www.eib.org/projects/loans/sectors/list.asp?listing=1&submitted=4&page=&Ic=14&SignatureStart=-1&Region=4&C

ountry=104&SignatureEnd=-1, viewed 6th November 2006

130 See summary of Dumez v. Commission of the European Communities: Refusal by the Commission to initiate Treaty infringement
proceedings, Case T-126/95, 13th November 1995, http://eur-lex.europa.eu/smartapi/cgi/sga_doc?smartapilcelexplus!prod! CELEXnumdoc

&lg=en&numdoc=61995B0126

181 Christopher Booker: “Billions vanished in this airport” The Telegraph, 14.03.2004, http://www.telegraph.co.uk/news/main.jhtml?xml=/

news/2004/03/14/nbook14.xml&sSheet=/news/2004/03/14/ixhome.html



Airlines have benefited from EIB loans for the pur-
chase of new aircraft to either replace or expand their
fleets. Given the structure of the industry, which has
until recently been dominated by large state-owned
or privatised airlines, it is mostly these companies
which have benefited: British Airways received
EUR 909.5 million between 1996 and 2005'® and
Iberia Airlines received EUR 1.057 billion, or EUR
1.137 billion if its regional franchise-holder Air Nos-
trum is included.®* In 2005 however, the EIB pro-
vided a loan to the low-cost airline easyJet EUR 98.6
million,"® potentially paving the way for more loans to
low-cost carriers.

Loans to low-cost airlines are particularly controver-
sial as they are seen as the most obvious example of
an industry that is not paying its external costs and
is encouraging people to fly more. While the EU’s
efforts to internalise the external costs of flying have
proceeded rather slowly, this has nevertheless been
an EU policy objective since the publication of the
2001 White Paper on Transport. The EU’s aim of
liberalising air services has unfortunately proceeded
faster, meaning that low-cost airlines have been able
to expand rapidly without the necessary policies in
place to ensure payment of their external costs. In
such situations where EU policies either conflict or
have been developed in an insufficiently synchro-
nised way, the EIB needs to take a precautionary
stance, refusing to finance projects which adhere to
one policy and contradict others.

The EIB's justifications for loans to airlines are
environmental improvements through the increased
efficiency of new aircraft, regional development,
increasing international competitiveness, and increas-
ing competition (within the EU).'% As shown above,
the first of these arguments relies more on assertions
than evidence. There is a built-in conflict between
trying to achieve environmental aims by purchasing

Corporate subsidies

more efficient aircraft and financing other projects to
expand airline fleets and increase competition in the
sector. Expansion and increased competition nec-
essarily lead to an overall increase in the number
of flights, which overshadows the improvements
made by increased efficiency. However the EIB’s
project-by-project analysis and evaluation is not likely
to identify such cumulative impacts. Having sectoral
policies and actively seeking to finance projects that
would fulfil those policies would help the EIB to ad-
dress such contradictions.

Whilst the aims related to international and intra-EU
competition are likely to be served by the projects,

in most of the projects EIB financing was not
necessary to achieve this. The bank’s evaluation of
airline projects from 1990-2001 stated that although
two projects outside of the EU could only have been
financed at a significantly higher cost, the other eight
projects examined could also have been financed by
commercial banks, as the majority of their capital in-
vestments were.'3” The Bank again contravened Ar-
ticle 18 of its statute by lending for these projects.

easylet:

In 2005 the EIB provided a EUR 98.6 million loan to
low-cost airline easyJet to expand its fleet by buying
up to 42 new Airbus aircraft,'*® enabling both the
airline and the aircraft manufacturer to benefit from
public money. Given that in 2004-5 easyJet's pre-tax

132 Brian Pearce, Chief Economist IATA: IATA Economics Briefing: Airport Privatisation, IATA, 04.07.2005. p.12
133 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93&Sector=4, viewed 4th November 2006
134 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=83&Sector=4, viewed 7th

November 2006

135 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93, viewed 6th November

136 EIB Operations Evaluation department: Evaluation of EIB Financing of Airlines, March 2004, p.12

137 EIB Operations Evaluation department: Evaluation of EIB Financing of Airlines, March 2004, p.20-21

1% EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93, viewed 6th November 2006
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profit was GBP 67.9 million (EUR 101 million),"3® it

is hard to imagine that this investment could not have
been financed from other sources such as commer-
cialbanks. The justifications given for the loan were
‘regional development’ and ‘transport project of com-
mon interest’.'*° However, as outlined above, there is
no inherent reason why regional development should
result from the expansion of easyJet. Nor is it clear
that the expansion of the airline is a project of interest
to several EU Member States, as stipulated in Article
18 of the EIB’S statute: benefits will accrue to the
small percentage of the population who use easylet's
services, but mainly to the airline’s shareholders,
while taxpayers will continue to pay for the external
costs of aviation.

EADS/Airbus

The main recipient of EIB loans for aircraft manufac-
turing is Airbus, owned by EADS. It is seen as a quin-
tessentially European company, with its headquarters
in Toulouse, France, and facilities in France (around
17 000 employees'*!), Spain (around 3 000'4?),

the UK (around 9 500'#) and Germany (around 19
200'44).

Because of its European nature it has also become a
symbol of European competition with the US and is
currently the subject of a trade dispute at the World
Trade Organisation, in which the US has complained
that subsidies for the company are contrary to the
General Agreement on Trade and Tariffs (GATT)
1994 and the Agreement on Subsidies and Counter-

140 EIB Annual Report 2005, Statistical Section, p. 21

vailing Measures (SCM Agreement). Between 1990
and 2001 57% of the EIB'’s lending for aircraft went
for US Boeing aircraft,'*® but since then there has
been a marked shift towards Airbus.

The US complaint'*® lists an array of different subsi-
dies given to Airbus, among the most obvious being
‘launch aid’ - loans by individual states for design and
development, which, as they are made on a non-com-
mercial basis, offer low rates of interest and the pos-
sibility of being written off if the new project is not a
success. The US complaint also covers EIB loans for
the development of Airbus planes, though not loans
given to airlines for the purchase of Airbuses.

In fact, apart from a massive EUR 700 million loan

to EADS in 2002,'*” widely considered to have
contributed to the development of the much over-
hyped A380, during the period 1996-2005 the EIB
mainly gave money to Airbus via airline companies.
Loans totalling EUR 2 879.8 million were given

to various airline companies for purchasing Airbus
planes, and although it is unknown how much Airbus
made as a result of these deals, a minimum of 112
Airbuses were purchased as a result of EIB loans
between 1996 and 2005, representing huge support
for the company.

Against this background of abundant corporate wel-
fare, the question arises, why does a company with
so few competitors need so much public money?
Even more so, with so much state aid, why does it
need financing from the EIB that is mandated only to
provide loans when there is no other source avail-
able on reasonable terms? Even Airbus’ former CEO,

41 Airbus website: http://www.airbus.com/en/worldwide/airbus_in_france.html, viewed on 2nd November 2006

42 Airbus website: http://www.airbus.com/en/worldwide/airbus_in_spain.html, viewed on 2nd November 2006

143 Airbus website: http://www.airbus.com/en/worldwide/airbus_in_uk.html, viewed on 2nd November 2006

44 Airbus website: http://www.airbus.com/en/worldwide/airbus_in_germany.html, viewed on 2nd November 2006

145 EIB Operations Evaluation department: Evaluation of EIB Financing of Airlines, March 2004, p.11

146 World Trade Organisation: European Communities And Certain Member States — Measures Affecting Trade In Large Civil Aircraft:
Request for the Establishment of a Panel by the United States, WT/DS316/6, 11th April 20086, http://www.wto.org/english/news_e/

news06_e/dsb_9may06_e.htm

47 EIB website: http://www.eib.org/projects/loans/project.asp?loan=8537107, viewed 2nd November 2006

148 Dominic O'Connell: “Airbus boss lashes out over government export agency”, Times Online, 18th July 2004

14° Corporate Europe Observer: “Construction lobby demands infrastructure spending”, Issue 0, October 1997, http://www.corporateeurope.
org/observerO/construction.html. See also www.ert.be and www.fiec.org for position papers and reports.

150 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp ?page=&Region=4&Country=93&listing=1&SignatureStart=-

1&Sector=4&SignatureEnd=-1, viewed 15th November 2006

51 Hochtief website: http://www.hochtief.co.uk/projects/project_archive.htm, viewed 15.11.2006
52 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=70&Sector=4, viewed 4th

November 2006

153 Hochtief website: http://www.hochtief-construction.com/construction_en/1254.jhtml|?pid=7492, viewed 19th October 2006

139 Easylet: Annual Report 2005, p.2'%° EasylJet: Annual Report 2005, p.2
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Table 2: Hochtief’s involvement in EIB transport projects

Channel Tunnel Rail Link, UK

EUR 964.7 million'®°

GBP 370 million (EUR

Contracts 320, 342, 420 545.4 m)'®"

Prague Ring Road

EUR 310 million'%?

Ring Road 514 > EUR 100 million'®®

Athens International Airport

EUR 999.3 million'%*

Hochtief Airport owns 40%
airport shares'®®

Hochtief Airport owns 30%

1 HIH 156
Dusseldorf Airport EUR 324.4 million airport sharesi®?
Hochtief Airport and Aer
Hamburg Airport EUR 220 million®® Rianta together hold 49% of

airport shares'®®

Herrentunnel/Travequerung
Lubeck

EUR 80 million'®°

Hochtief holds 50% of
shares in the concession
company'®!

Elbetunnel 4* tube, Hamburg

EUR 355.5 million'®?

Part of construction
consortium, share unknown'%®

N4 Platinum Highway, South
Africa

EUR 50 million'®

Involvement through Concor
— part-owned by Hochtief
until 2005'%°

Oresund Fixed Link

EUR 1.765 billion '®

2 Jargest participant in
Sundlink consortium with
Skanska, Hejgaard & Schultz
and Monberg & Thorsen

EUR 844.8 million for the
Sundlink consortium as a
whole'®”

A2 Motorway, Poland

EUR 580 million'®®

Building bridges and
viaducts'®®

Container Terminal Bremerhaven

wEUR 110 million'”®

Part of joint venture with
Strabag, Bilfinger Berger and
Rogge!”!

Noel Forgeard, agrees that it doesn't: “We do not
need them [UK export credit guarantee agencyl]
if they behave like a bank — there are plenty of
banks that will finance our deals.”"“®

The construction sector as a whole has actively
promoted TEN-T at the European level through the
European Roundtable of Industrialists, FIEC (Euro-
pean Construction Industry Federation) and the now
defunct European Centre for Infrastructure Studies
(ECIS).™® Although in any individual project there is

no way of knowing which companies will win con-
tracts, overall the sector gains whenever any infra-
structure is built - and the bigger the better.

Hochtief has been one of the main beneficiaries from
projects financed by the EIB. It is not always possible

to state that the EIB financed the exact part of the
projects that Hochtief worked on, but it is indica-
tive that the company, and others in its sector, are

significantly benefiting from public money. In addition

it should be noted that these are only projects from
the transport sector and that construction compa-
nies also benefit from other kinds of EIB-financed
projects.
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It is particularly questionable to what extent pub- torways financed by the EIB: the east section of the
lic money should support the private profits of the MO motorway, between M5 and road No 4, and the
construction industry considering that the sector M35 motorway between Gorbehaza and Debrecen,
has been prone to corruption scandals, for example as well as other motorways (M1, M5)'””. The com-
the notorious Lesotho Highlands Water Project in pany has also appeared prominently in the motorway
which several European construction companies construction scandals which have hit in Hungary in
including ABB and the Highlands Water Venture recent years.
consortium (including Hochtief, Bouygues, Kier and
Stirling'”?) have been accused of paying bribes to a In 2004, the Hungarian Competition Council fined
Lesotho official,'”® and Lahmeyer International, Spie several motorway construction companies, including
Batignolles/Schneider and Impregilo, as well as Strabag, a total of around EUR 28 million because
Acres International of Canada, have been convicted they had been consulting with each other and engag-
of doing so0."”* While Lahmeyer International has ing in cartel behaviour during tender processes.'”®
finally been barred from receiving World Bank funds Then in September 2006 Strabag was accused by
for up to seven years due to being convicted'”®, all Austrian MEP Hans-Peter Martin of channelling mon-
of the companies involved remain free to benefit ey to the governing parties of Hungary through inter-
from EIB financing and are likely to do so (Lahmeyer mediaries in connection with the M5 motorway.'”®
International for example has been involved in at least
seven projects financed by the EIB'). As the cartel case shows, Strabag is not alone in its
guestionable business practices. In 2006 Hungarian
Strabag NGOs wrote to the EIB's president'® to alert him to
Cash for contracts? Hungarian motorways the series of scandals which have afflicted Hungar-
Austrian construction company Strabag has been ian motorway construction since 2003, when the
involved in the construction of two Hungarian mo- president of the State Motorway Management was

154 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=104&Sector=4, viewed 7th
November 2006

155 Hochtief website: http://www.hochtief-airport.com/airport_en/16.jhtml, viewed 15th November 2006

1%6 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=71&Sector=4, viewed 15th
November 2006,

157 Hochtief website: http://www.hochtief-airport.com/airport_en/17.jhtml, viewed 15th November 2006

158 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=71&Sector=4, viewed 15th
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159 Hochtief website: http://www.hochtief-airport.com/airport_en/18.jhtml, viewed 15th November 2006
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181 Hochtief website: Project List - Concessions Business Within the Hochtief Group, http://www.hochtief.com/hochtief_en/hochtief?id=964,
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162 E|B website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=71&Sector=4, viewed 15th
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163 EIB website: http://www.eib.eu.int/news/press/press.asp?press=2082&style=printable, viewed 15th November 2006

164 EIB website: http://www.eib.org/projects/loans/project.asp?loan=8695783, viewed 15th November 2006

185 Concor website: www.concor.co.za/News/Documents/Press05.pdf, viewed 15th November 2006

16 EIB Press Release: “EIB support for Swedish Skane Region”, 13.06.2003, http://www.eib.europa.eu/news/press/press.asp?press=2656
&style=printable

167 Oresund Bridge website: http://osb.oeresundsbron.dk/documents/document.php?obj=1009, viewed 15th November 2006

168 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp ?page=&Region=4&Country=200&listing=1&SignatureStart=-
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189 Hochtief Polska website: http://www.hochtief.pl/, viewed 10th November 2006
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October 2006

7 Container Terminal 4 Bremerhaven website: http://www.ct-bremerhaven.de/90_2, viewed 16th November 2006

72 Lesotho Highlands Water Project website: http://www.lhwp.org.Is/overview/default.htm, viewed 12.01.2007

178 David Greybe, “Official faces charge over R12m bribes”, Business Day, 29th July 1999, Cape Town, reproduced on http://www.
odiousdebts.org/odiousdebts/index.cfm?DSP=content&ContentlD=4874
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sacked and prosecuted for misappropriating large
sums of money, and to urge the Bank to move away
from financing motorways in Hungary and instead
finance public transport and the maintenance of exist-
ing roads.

Cartel offences in Slovakia

The Hungarian events were accompanied by
Strabag’s presence among a number of companies
excluded for five years from public procurement in
Slovakia after being found guilty of cartel offences
connected with the construction of the D1 motorway
and fined around EUR 10 million (around EUR 38.6
million in total for all the companies involved).'®!
However it appears that Strabag’s subsidiaries are
still able to bid for contracts.'® The EIB signed

a loan for the relevant section of the D1 in 2004,
though it is not known whether the loan was ever
disbursed.8®

Rising costs, falling ceilings: Sofia Airport
The Sofia airport project, part-financed with a EUR
60 million loan from the EIB, was split up into two
parts, with the EIB loan and ISPA grant mainly fi-
nancing the new terminal and the Kuwait fund mainly
financing the runway. Strabag won the tender for the
terminal, with NACO B.V. from the Netherlands as a
design and engineering consultant.

Corporate subsidies

Strabag's work has been the subject of considerable
controversy:

e The new terminal was originally supposed to be
completed at the end of 2004, but was finally opened
on 27" December 2006, nearly two years late.

e In November 2003 an extra EUR 4.67 million was
added to the project cost of EUR 110.6 for the terminal
after it was discovered that the geology of the terrain
required a more expensive construction technique.'8

e |In the summer of 2004 Strabag asked for additional
costs because of rising steel prices.'® In late 2004
the company was blamed for the poor quality of the
new paving on the taxiways and at the new terminal'€®.
It is not clear whether Strabag or its subcontractors
carried out the work.

e In February 2006 Strabag was reported as hav-
ing demanded an additional EUR 15 million for the
completion of the project, even though the Bulgarian
government was also charging Strabag fines for not
completing the project on time.'®”

e |In the same month, a newly-built roof caved in at
the terminal.'®® It is not clear whether Strabag or its
subcontractors carried out the work.

175 World Bank website: http://web.worldbank.org/WBSITE/EXTERNAL/NEWS/
76 Lahmeyer International website list of projects: http://www.lahmeyer.de/e/units/gt/index.html

viewed 16th November 2006

77 Strabag website: www.strabag.com > performance spectrum > projects, viewed 18.01.2007, Vinci Press Release,
30.01.2006 www.vinci.com/appli/vnc/cmnprs.nsf/282A45C9F3F490ECC125710600526A8C/$file/cphidepito-en.pdf

178 Hungarian Competition Council, Case No. Vj-27/2003/186.

179 See for example Hans-Peter Martin’s website at: http://www.weisse.at/Detailanzeige.52+M572559596ea.0.htm|?&cHash
=66db2d598e or Martin Fritzl and Peter Bognar * Spendenaffaere: Staatsanwalt befasst”, Die Presse, 23.09.2006

'8 See CEE Bankwatch Network website: http://www.bankwatch.org/project.shtm|?apc=147578--a--1&x=1926653

'8! Christoph Thanei: “Slowakei: Strabag fuenf Jahre gesperrt”, Die Presse, 29.11.2006, http://www.diepresse.com/Artikel.
aspx?channel=e&ressort=eo0&id=601952&archiv=false, Anti-Monopoly Office of the Slovak Republic: http://www.antimon.

gov.sk/eng/article.aspx?c=387&a=2462

182 “Strabag darf ueber Tochterfirmen bieten”, Die Presse, 02.12.2006
183 EIB Press Release: “Slovakia: EIB loan of EUR 30 million for new motorway”, 12.11.2004 http://www.eib.europa.eu/news/

press/press.asp?press=2865&listing=1
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10078/catid_23
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e Even though the terminal is officially open, the Na-
tional Construction Control Directorate has still not
issued permits for part of the facilities. Passengers
complain that mobile communications are hard or
impossible to use at the new terminal, as the mobile
networks have not yet been allowed to set their sys-
tems for safe transmission, so as not to interfere with
the air traffic control.'®®

In spite of the above, at the airport’s official opening
European Commissioner for Regional Policy, Danuta
Hubner, still claimed that “despite the complexity and
scale of this project, it was brought to a success-

ful end showing that when all efforts are mobilised
Bulgaria demonstrates good absorption capacity
which is of critical importance for its performance as
a Member State of the EU"'°

The case illustrates the potential for both excessive
demands and corner cutting by construction compa-
nies involved in infrastructure construction. The EIB
currently has no mechanism for excluding underper-
forming companies from future contracts, meaning
that such cases are likely to occur again.

For more on the Sofia Airport case, see Section 8
on Environmental Impact Assessment (EIA) public
participation and impact on nature.

It is widely recognised, including in the 2001 White
Paper, that road transport is unsustainable and that
a massive shift towards public transport, cycling and
walking needs to take place within the EU. Against
this background, however, the EIB continues to sup-
port the car industry more than any other industry.
As shown above, 31% of the EIB’s entire funding
for industry between 1996 and 2005 went to the
car industry and in central and eastern Europe this
percentage rose to 63%.

It is widely recognised that road transport is un-
sustainable and that a massive shift towards public
transport, cycling and walking needs to take place
within the EU. Yet the EIB continues to support the
car industry more than any other industry.

It is true that the European car industry is subject
to fierce competition from manufacturers from other
parts of the world, and that giving favourable EIB
loans to the industry is one of the ways in which the
EU can support its own industry and help to maintain
jobs. However, as with support for the air industry,
a number of questions arise as to whether maintain-
ing jobs is the only aim of EIB loans, and whether it
would not be better to use public money to support
or expand industries and services with more public
interest credentials.

189 Calendar.dir.bg web portal: "Puskat noviyat terminal na letishche Sofia”, 27.12.2006 http://calendar.dir.bg/inner.php?d=2
7&month=12&year=2006&cid=&sid=&eid=30883; Big.bg web portal: “Dokoga bez GSM na noviya terminal?”, 23.01.2007,

http://big.bg/modules/news/article.php?storyid=40498

190 European Commission Press Release: Opening of new terminal for Sofia airport co-financed
by the EU, 28.12.20086, http://www.europa.eu/rapid/pressReleasesAction.do?reference=IP/06/

1905&format=HTML&aged=0&language=EN&guiLanguage=en



Some may support the use of public money for the
car industry if it is being used to develop more ef-
ficient engines and engines running on alternative
fuels. From the small amount of information publicly
available about EIB projects it has usually not been
possible to tell whether the financing is being used
for more efficient engines. However, there are no-
table cases where EIB financing has been used
for the development of luxury vehicles affordable
to only a few — vehicles which feature neither
low fuel consumption nor low emission levels, for
example:

In 2003 the EIB provided to Land Rover a EUR
250 million to develop two new versions of existing
Land Rover models.*®"

In 2002 the Bank lent Jaguar EUR 300 million to
develop the Jaguar X350."%2

In 1998 the Bank lent EUR 21.7 million to Steyr
Daimler Puch for the development and manufacture
of a sports utility vehicle (SUV).'®3

SUVs are widely criticised for their high fuel con-
sumption and high levels of CO, emissions, as well
as for safety reasons and there is even a campaign
group solely dedicated to stopping their use in urban
areas in the UK.™®*

Even though there has been a gradual trend towards
more efficient vehicles in the EU, progress by the
European car manufacturers has not been as fast as
they pledged in 1998 when the European Automo-
bile Manufacturers Association (ACEA) committed
the EU to reduce the average CO, emissions from
their new cars in the EU to 140 g/km by 2008.'%°

In October 2006 campaign and research group T&E
published a report comparing the progress made by
car manufacturers so far in achieving their targets.
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Only three out of 20 had managed to do so, with
another two manufacturers coming close.'® Yet the
EIB has also financed several companies which have
failed to reach their targets such as Volkswagen and
Skoda, thus showing that, overall, EIB financing has
not been targeted towards those companies mak-
ing progress towards improving their efficiency.

In addition, several problems remain with financing
the car industry in general, whether the resulting cars
are more efficient or less efficient:

There is no reason apart from generally maintain-
ing employment why their manufacture should be
supported, and as noted above there are other ways
to create employment. There are simply too many
cars on the roads, and whether efficient or not,
they still cause congestion and accidents.

Ensuring a steady supply of relatively afford-
able cars influences people’s transport decisions
and hinders the much-needed shift to rail and public
transport outlined in the 2001 Transport White Pa-
per. It represents a subsidy against public transport.

Cars are developed by private companies for
use by those citizens who can afford them - there
is no public interest reason for supporting the car
industry per se.

The key feature of a public-private partnership, in the
understanding of the EIB, is a “risk sharing relation-
ship between public and private promoters, based
on a shared commitment to achieve a desired public
policy outcome.... The term PPP is, thus, used to de-

191 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93&Sector=9,

viewed 9th November 2006

192 EIB website: http://www.eib.org/projects/loans/regions/CountryList.asp?listing=1&Region=4&Country=93&Sector=9,

viewed 9th November 2006

193 EIB website: http://www.eib.org/projects/loans/project.asp?loan=8693474, viewed 9th November 2006
194 See http://www.stopurban4x4s.org.uk for more information about the problems caused by SUVs in cities.
198 Transport & Environment: How Clean is Your Car Brand? The car industry’s commitment to the EU to reduce CO,

emissions: a brand-by-brand progress report, October 20086, p.2

1% Transport & Environment: How Clean is Your Car Brand? The car industry’s commitment to the EU to reduce CO,

emissions: a brand-by-brand progress report, October 2006, p.6

197 E|B: The EIB's role in Public-Private Partnerships (PPPs), 15th July 2004, p.2, http://www.eib.org/publications/publication.

asp?publ=189
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scribe a wide variety of working arrangements from
loose, informal and strategic partnerships, to design,
build, finance and operate (DBFO) type service con-
tracts and formal joint venture companies.”’®”

By the end of 2003 the EIB had signed loans for
PPPs worth EUR 13.7 billion for transport projects,
making up 93% of the EIB’s PPP investments.'®®
Most of these were for motorways, tunnels and
bridges. The EIB states that “/t should be stressed

... that the Bank has no policy preference for PPPs,
as opposed to other forms of procurement,”’®° but on
the other hand “there has been, since 1999, a clear
policy from the European Commission to increase
the level of private funding of infrastructure, e.g. in
the transport sector, and the PPP structure is one
way of achieving that policy objective.™

The main common feature of different PPP arrange-
ments is that some degree of risk is transferred to
the private sector. There are three main kinds of risk
which can arise in infrastructure projects:

1) Construction risks: mainly for physical infrastruc-
ture such as roads or railways. If the product is not
delivered on time, runs up extra costs, or has techni-
cal defects, the risk is borne by the partner who pays
for such unforeseen cases.

2) Availability risk: mainly for services such as running
prisons, hospitals or schools. If the private company
cannot provide the service promised, or at the level
promised — for example it does not meet safety or
other relevant quality standards. If the public sector is
contractually allowed to withhold payments then the
risk is borne by the private sector.

3) Demand risk: in cases where there are fewer than
expected users of the service or infrastructure, for
example on toll-roads, bridges or tunnels. If the public
sector has agreed to pay a minimum fee irrespective

of the demand, it is assumed to bear the demand risk.

According to Eurostat, a project is a non-government
investment if the private sector bears the construc-
tion risk and either the availability risk or the demand
risk.20!

The perceived advantage of PPPs is that the private
sector can bring its expertise and efficiency into
projects, and that time and therefore cost over-runs
should occur less frequently than with purely public
sector projects. However, this may not be solely a
result of PPPs. The EIB’s evaluation of PPP projects
stated that the completion of projects on time, on-
budget and to specification “reflected the use of
fixed-price, fixed-term turnkey construction sub-
contracts. These are common in PPP structures,
but could also have been applied to public procure-
ment." 22

PPPs have proved to be controversial in all sec-
tors and transport is no exception. The relatively
complicated structure of PPPs and the purported
need to maintain commercial confidentiality has
meant that projects have not been open to a high
degree of public scrutiny. Poor distribution of risks
has in some cases led to financial problems for

the project company (eg. the Channel Tunnel) and
on the other hand has sometimes led to excessive
profits (see the London Underground case study
below and Athens International Airport case study
above). In the UK, one of the countries in which
PPPs have been frequently used in the form of the
Private Finance Initiative (PFI), construction firms
traditionally receive rates of return of 1.5% to 2%
on contracts but expect margins of 7.5% to 15%
on PFI building schemes, and if they are also equity
holders in the project company they may expect
10% to 20%:.%° This increase in profits is said to be

198 EIB Operations Evaluation Department: Evaluation of PPP Projects Financed by the EIB, March 2005, Appendix 1.
19 EIB: The EIB's role in Public-Private Partnerships (PPPs), 15th July 2004, p.13, http://www.eib.org/publications/

publication.asp?publ=189

200 E|B Operations Evaluation Department: Evaluation of PPP Projects Financed by the EIB, March 2005, p.15
201 Eurostat Decision STAT/04/18 (11 February 2004): New decision of Eurostat on deficit and debt: Treatment of public-

private partnerships

202 E|B Operations Evaluation Department: Evaluation of PPP Projects Financed by the EIB, March 2005, p.4
208 Terry Macalister: “PFl triples profits say firms” The Guardian, 08.09.2003, http://business.guardian.co.uk/story/

0,,1037267,00.html



compensation for the risk transfer to the private sec-
tor, but it is nevertheless open to debate whether it
is proportionate and how much of the risk is actually
transferred.

Teething problems or corporate welfare scheme?
London Underground PPP

In 2002 and 2003 the EIB provided loans totalling
EUR 1.3 billion for the modernisation of the London
Underground®* as part of a highly controversial PPP
scheme which involved splitting the metro network’s
infrastructure from its operation.

London Underground Ltd. operates the system, while
two engineering consortiums — Metronet and Tube
Lines — are responsible for modernising the infra-
structure, an arrangement which the then Transport
Commissioner for London condemned as “unsafe, in-
efficient and prohibitively expensive.”?® The Mayor of
London also opposed the project, instead proposing
a bond-financed scheme with private sector involve-
ment only for larger discreet engineering contracts.

Metronet is made up of contractors WS Atkins,
Balfour Beatty, Bombardier, Seeboard and Thames
Water, while Tube Lines comprises Amey (now
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owned by Ferrovial) and Bechtel (Jarvis also formerly
owned a stake).

The companies won 30-year contracts worth GBP
15.7bn with the private sector contributing 25%
towards the work, government grants 60% and fares
15%. The contract alone cost GBP 455m of public
money in lawyers' and consultants’ expenses due to
its complexity. In 2002, the UK government Select
Committee on Transport, the Environment and the
Regions concluded: “It was not possible to establish
that the PPP offered value for money”.2%

The risk for the companies is low. They are paid less
if they do not meet their targets for availability, but
the targets are not very ambitious. The House of
Commons Transport Committee delivered a damning
verdict on the work done up until the end of 2004:
“All the infracos [infrastructure companies] needed
to do to meet their availability benchmarks was to
perform only a little worse than in the past. On most
lines, they did not even manage that."?°”

Yet the poor performance has not been sufficiently
reflected in the companies’ income from the PPP.
Due to the performance criteria in the contract, in

204 EIB Press Release: EIB supports London Underground modernisation, 04.04.2003, http://www.eib.europa.eu/news/press/
press.asp ?press=2624&style=printable

205 Robert Kiley, Transport Commissioner for London, Report to Ken Livingstone on the London Underground PPP, 2001,
www.london.gov.uk/mayor/ppp/reportfinal.pdf

206 UK Government: Second Report from the Transport, Local Government and the Regions Committee, London Underground,
2002 (HC (200102) 387-)

207 House of Commons Transport Committee: The Performance of the London Underground, Sixth Report of Session 2004—
05, 18th March 2005. p.9

208 House of Commons Transport Committee: The Performance of the London Underground, Sixth Report of Session 2004-05,
18th March 2005. Appendix: Oral evidence taken before the Transport Committee on Wednesday 8th December 2004, Ev.39
209 House of Commons Transport Committee: The Performance of the London Underground, Sixth Report of Session 2004-05, 45
18th March 2005. Appendix: Oral evidence taken before the Transport Committee on Wednesday 8th December 2004, Ev.1
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2003 the two companies were fined a total of GBP
32 million for not reaching their targets, yet were

still awarded GBP 12 million in bonuses for good
performance.?°® During the first full year of the PPP,
combined operating profits were at 13%.2°° Tube
Lines made a pre-tax profit of GBP 41.6 million in
the year to March 2004 and Metronet made a pre-tax
profit of over GBP 50 million.?" Such profits have
not gone unnoticed among London Underground us-
ers and have been widely criticised in the media.?'

Even though the PPP is still at a relatively early stage,
the issues above show that the project has been
poorly designed. The need to implement a PPP ar-
rangement as opposed to a bond-based financing
scheme has never been adequately proven; ques-
tions about the efficiency and safety of the manage-
ment structure for the underground system remain,
and the PPP contract appears to enable the infra-
structure companies to make large profits with too
little risk transferred onto them.

Trakia Highway?'2

In 2000, the EIB approved a loan of EUR 100 million
for the construction of the Orizovo-Stara Zagora and
Karnobat-Bourgas sections, totalling 75km, of the
east-west Trakia Highway in Bulgaria.?'®

In March 2005, when more than 40% of the EIB loan
had still not been disbursed, the Bulgarian govern-
ment awarded a 35-year concession to a consortium
to build and operate 188km of the motorway. The
consortium consists of two Bulgarian companies
Avtomagistrali s.p. (25% of shares) and Technoex-
portstroi s.p. (24% of shares) - and three Portuguese
companies: MFS - Moniz Da Maia, Serra And For-
tunato, “Lena Engenharia E Construcoes, S.A, and
Somague Concessoerirs E Servicos, S.A (together
owning 51% of the shares). According to the clause
in the concession contract EIB could give another

loan of 100 million euro for competition of the Trakia
Motorway if the government decided on it. The con-
cession was awarded with no tender process, and
the contract gave the consortium excessively gener-
ous conditions:

1) The concessionaire won the right to collect tolls
from already-built road sections as well as already-
built roadside facilities, although this involves no
construction risk.

2) The agreement included a clause guaranteeing
that the Bulgarian state would pay compensation to
the company if there was not enough traffic for the
company to make a profit. Thus the private sector
carries no demand risk. This is particularly important
in this case considering that even the govern-
ment’s own figures lead to the conclusion that it
will have to pay compensation to the consortium
for at least 23 years after the completion of the
motorway, and other studies carried out for example
by Spanish consulting firm Europistas show that
compensation may have to be paid for the entire
duration of the concession. According to Transpar-
ency International 25 650 vehicles per day need to
use the motorway, each paying 2.5 Euro Cents per
kilometre, but according to an official forecast from
the Central Laboratory for Roads and Bridges for
2010, traffic rates are likely to vary as follows:

212 House of Commons Transport Committee: The Performance of the London Underground, Sixth Report of Session 2004—
05, 18th March 2005. Appendix: Oral evidence taken before the Transport Committee on Wednesday 8th December 2004,

Ev.39

211 eg. Ed Vulliamy and Andrew Clark: Down the tube: how PPP deal is costing London, The Guardian, 21.02.2005 http://

www.guardian.co.uk/uk_news/story/0,,1418922,00.html

212 Unless otherwise stated, all information in this case study comes from: Transparency International Bulgaria: “Granting a
concession on Trakia Motorway - Interim Report of the investigation of Transparency International Bulgaria on the problems
related to the construction of Trakia Motorway as a Public-Private Partnership between the Republic of Bulgaria and
Avtomagistrala Trakia Joint Stock Company”, Sofia, April 2005, p.12-13

213 EIB Press release: “EUR 100 million for the main east-west motorway in Bulgaria”, 28.07.2000, http://www.eib.org/news/

press/press.asp?press=524



e 6400 vehicles/day on the Kalotina — Sofia section;
e 11 000 - 21 000 vehicles/day on the already con-
structed sections;

¢ 13 000 vehicles/day on the Orizovo — Stara Za-
gora section;

e 7500 thousand/ day on the Sliven — Karnobat sec-
tion.

3) According to the contract the concessionaire
owes a concession payment only if its income
exceeds its expenses, including the right to 12 %
profit. In addition, payment is only due from the
year following the first year when income exceeds
expenses.

4) The value of the contract is subject to some un-
certainty, as the government cited EUR 717 million
as the total investment cost but cited EUR 590 mil-
lion as the construction costs. Transparency Interna-
tional calculated that this put the cost of construc-
tion at EUR 2.7 million per kilometre for relatively flat
terrain without tunnels and viaducts, which is 2-3
times the normal market price.

5) The expected profit of the concessionaire over the
concession period would be EUR 191.8 million.

The issue became subject to intense debate in
Bulgaria, and in early 2007 the Prime Minister finally
stated that: “We reached the conclusion that the
state is overly burdened by the guarantees on the
risks of the concession and our wish is for this situ-
ation to be changed,”?'* Attempts have been made
to change the concession contract, increasing the
demand risk for the concessionaire, scrapping state
guarantees for loans, and ensuring that the state,
not the concessionaire, will pay back the previously
borrowed EUR 100 to the EIB.?'® As yet it is unclear
whether the consortium will accept the new condi-
tions.
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The case illustrates the ability of companies to

take advantage of weak, inexperienced or corrupt
decision-makers in drawing up PPP contracts, but
also highlights the fact that such contracts can be
changed by thorough public scrutiny. However,

the issue of the lack of tender procedures remains
unresolved. The EIB has previously been quoted as
saying that it could not finance a project for which
there was no tender process?'® but since the Bulgar-
ian government is hurrying to finish the project and
has no intention of organising a tender, only time will
tell whether the EIB will turn a blind eye.

For further information see Transparency Interna-
tional report cited in footnotes.

The EC Resource Book on PPP Case Studies recog-
nises that “the transport sector is useful in dem-
onstrating the potential for failure if fundamental
issues are not correctly addressed. These include:
demand forecasts, cost control, coherent planning
or ensuring sustained political support, to cite but
a few causes.™'”

Poor demand forecasting:

The Herrentunnel, Lubeck, Germany

In 2001 the EIB provided a loan of EUR 80 million
for the construction of a EUR 175 million?'® toll road
tunnel under the River Trave in Lubeck, Germany,?*'°
to replace an older lifting bridge which sometimes
needed to be opened to let larger ships pass, thus
causing traffic jams in the city. A PPP contract
between the City of Lubeck and concessionaires
Hochtief and Bilfinger Berger was signed in March
1999, and the tunnel opened in 2005.22°

After a year of operation, however, the project had
left no-one satisfied. In August 2006 it was reported
that 22 000 vehicles per day were using the tunnel,
compared with the 37 000 forecast, and that around

214 Marija Vasileva: “Pravitelstvoto pusna dogovora za “Trakia” s novi uslovija”, Mediapool.bg portal, 25.01.2007, http://

mediapool.bg/show/?storyid=125396

21% Marija Vasileva: “Pravitelstvoto pusna dogovora za “Trakia” s novi uslovija”, Mediapool.bg portal, 25.01.2007, http://

mediapool.bg/show/?storyid=125396

218 Sofia Echo: “EIB firm on Trakia Highway", 30.05.2005 http://www.sofiaecho.com/article/eib-firm-on-trakia-highway/id_

11410/catid_5

217 European Commission Directorate-General Regional Policy: Resource Book on PPP Case Studies, June 2004, p.87
218 Herrentunnel website: www.herrentunnel.de/fakten.html, viewed 14 December 2006
21° EIB website: http://www.eib.org/projects/loans/project.asp?loan=8918386, viewed on 10th December 2006

220 “Streit um Herrentunnel spitzt sich zu: Stadt prueft Klage”, Luebecker Nachrichten, 08.08.2008, p.9
221 “Hochtief-Chef zum Herrentunnel: Wir waren zu unkritisch”, Luebecker Nachrichten, 06-07.08.2006, p.22
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EUR 9-10 million worth of tolls were being taken per
year compared with the expected EUR 18-20 million.
The main reason cited for this was that the predicted
traffic figures were too high and that long-distance
traffic was using the longer alternative A20 motorway
route rather than using the tunnel.??!

The concessionaires began negotiations with inves-
tors to extend the loan repayment period and are
also negotiating with the City Council to extend the
concession period for the tunnel so that income can
be made up over a longer period.?>? The running of
the tunnel has been subject to fierce criticism in local
newspapers, particularly due to the raising of toll fees
in October 2006,%2° which is seen as making the
public pay for the failures made by the City and the
concessionaires.

The concessionaires have also begun to look at ways
of saving money to make up for the shortfall, and
suggested replacing the current free of charge shut-
tle-bus service, which takes pedestrians and cyclists
through the tunnel, with a footpath through the tun-
nel. Halting the bus service during the night had been
suggested before, as it was deemed too inefficient
due to the small number of passengers, yet without

it pedestrians and cyclists have would have had no
way to cross the river during the night, and protests
stopped the move. The footpath plan has also been
criticised by city councillors as they point out that
many people would simply be too scared to use the
tunnel at night.?

The future of the project remains open but the tunnel,
supposed to be a pioneering PPP in Germany, has
not provided a good example for others to follow. The
project is likely to have been economically problem-
atic in any case but the expectation and legal neces-
sity of private concessionaires to make a profit has
resulted in dissatisfaction all round.

Value for money and public sector compara-
tors: Central to the success or failure of PPPs is an

analysis on whether a PPP option represents good
value for money compared to a public procurement
scheme. The EIB does not normally regard it as nec-
essary to independently assess the expected value
for money from PPP compared to public procure-
ment:

“In practice, public promoters usually prepare a
“public sector comparator” for their PPP operations,
and this would generally be reviewed by the Bank's
technical services and, where appropriate, discussed
with the promoter as part of the Bank’s economic
appraisal of the project. The Bank would expect the
competent authorities to carry out such an analysis
themselves and choose the most appropriate solu-
tion for the investment. The Bank’s role is to decide
on whether it was ready to finance the investment as
developed by the project promoter”.??®

The crucial analysis of relative value for money is not
always carried out with the diligence it deserves,
partly because there is no standardised method

for doing so. In the UK, a Public Sector Compara-
tor (PSC) calculation is used but it has been widely
criticised for rigging calculations in favour of PPP
schemes, including by the National Audit Office,
whose deputy controller and auditor-general Jeremy
Coleman dismissed some calculations as “utter rub-
bish” and “pseudo-scientific mumbo-jumbo”.??¢

The EIB's evaluation of its PPP projects also shows
the lack of consistency with which PSCs and value
for money calculations are carried out and highlights
that in most cases the Bank does not scrutinise
these analyses adequately:

“Only the projects in two countries had been the
object of a formalised PSC process, although a
third had used an ad hoc system. The Bank did not
normally review the PSC, although the assumed
cost and benefit figures were often used for the
Economic Return (EIRR) calculation. However PJ
[EIB Projects Directorate] economists said that

222 *Hochtief-Chef zum Herrentunnel: Wir waren zu unkritisch”, Luebecker Nachrichten, 06-07.08.2006, p.22
228 “Herrentunnel: Maut wird teurer statt billiger”, Hamburger Abendblatt, 29th August 20086, http://www.abendblatt.de/daten/

2006/08/29/603768.html

224 “Fussweg durch den Herrentunnel: Betreiber wollen Roehre umbauen”, Luebecker Nachrichten, 04.08.2006
225 EIB response to Bankwatch information request, Luxembourg 10th December 2006v
226 Nicholas Timmins: “Warning of ‘spurious’ figures on value of PFI", Financial Times, 05.06.2002



+

they would encourage the Promoter to make use

of a PSC in its own review of alternatives. [With
one exception] The Bank did not normally consider
whether a particular PPP structure offered VIM
[Value for Money] compared to other possible struc-
tures. It is also notable that a PSC was not used for
one country’s motorway programme, and a subse-
quent review by the national audit office pointed out
that the programme had not been preceded by an
assessment of VM.

' A

Excessively large projects: The need to encour-
age private sector interest can in some cases also
encourage the development of very large projects
which are attractive to the private sector, particu-
larly construction companies, but whose benefits to
citizens, the environment, or the economy may not be
assured. Whilst it is the projects themselves which
are questionable and not the fact that they are PPPs,
it is PPP which enables the mobilisation of financ-
ing for such projects and which may in some cases
encourage the over-construction of transport infra-
structure.

Examples of EIB-financed projects raising this issue
are the Oresund Fixed Link between Denmark and
Sweden, and the Channel Tunnel between the UK
and France, and the associated Channel Tunnel Rail
Link. The Oresund Fixed Link and Channel Tunnel
both experienced a weak beginning, with lower than
expected levels of traffic — in the case of the Eurostar
train service from London to Paris and Brussels, traf-
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fic was only around half of the expected levels until
2003.%28 Eurotunnel, the Channel Tunnel operating
company, has suffered from financial problems ever
since the tunnel was opened, and is now attempting
to undergo a debt restructuring process to save itself
from bankruptcy.??°

While the demand risk in these projects was mainly
borne by the private sector there are still issues
which are of general public concern. First, in road
projects, from an environmental point of view, encour-
aging an increase in traffic levels in order to increase
income from user fees is at odds with the need to re-
duce transport demand and emissions, and therefore
it needs to be established to what extent payments
should be made to the PPP company on the basis

of demand for road projects. If payment is made ac-
cording to demand, it encourages the setting of pric-
ing at a level which encourages more traffic, whereas
if payment is unconnected to demand there is a high
incentive to construct new infrastructure irrespective
of demand. Second, in some types of project, such
as the Channel Tunnel, it is hard to entirely transfer
risk to the private sector because if the project gets
into difficulties the public sector has little choice

but to support the existing project implementation
team.2%°

The EIB's involvement in PPPs, as in other projects,
should be limited by its statute: The Bank’s evalu-
ation of PPP projects found that: ‘There is only

one case (out of 10 evaluated in-depth) where the
project could not have proceeded without the EIB'’s
participation, or at least not without being substan-
tially revised.”3" As we have seen above, however,
Article 18 of the EIB's statute stipulates that it may
only finance projects where other financing is not
available on reasonable terms, so the question of
whether it should support PPPs would be of much
less importance if the EIB would interpret its statute
literally.

227 EIB Operations Evaluation Department, ‘Evaluation of PPP projects financed by the EIB’, March 2005, p.21
228 European Commission Directorate-General Regional Policy: Resource Book on PPP Case Studies, June 2004, p.119
229 BBC website: “Key Vote for Eurotunnel Debt Plan”, 14th December 20086, http://news.bbc.co.uk/2/hi/business/6178447.
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230 European Commission Directorate-General Regional Policy: Resource Book on PPP Case Studies, June 2004, p.123
231 EIB Operations Evaluation Department, ‘Evaluation of PPP projects financed by the EIB’, March 2005, p. 29
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The EIB’s involvement added financial value to
the PPP projects, but this added value sometimes

benefited corporations rather than the public sector:

‘While issues of loan term and repayment profile
were important, the most important reason for the
EIB being brought into the projects was its lower
“all-in” cost of financing. This raises the issue of
displacement of commercial lending, especially as
this lower cost did not always accrue to the public
sector.”®?

From the EU policy point of view there is no reason
why the EIB should not be involved in PPP projects
in the transport sector, but as can be seen from the
above there are a number of conditions which need
to be met for PPP to be a useful tool in transport
financing:

The project must be based on a thorough strategy
(at the EU and national level) of real transport needs
which is in accordance with the EU White Paper on

Transport and has been subject to public consultation
and strategic environmental impact assessment (SEA).

The project itself must be socially, environmentally
and economically sound. This is universally recog-
nised but too often overlooked.

There needs to be stronger public scrutiny over
PPP projects and contracts. This is the most difficult
criterion to achieve as PPP arrangements are often
extremely complex.

A thorough and fair analysis needs to be made on
whether a PPP represents the best value for money
compared to public procurement, and the EIB needs
to be much more active and rigorous in ensuring the
quality of this.

The public sector needs to be strong enough to
successfully negotiate with the private sector and
willing to break off negotiations if the private sector is
too demanding.

232 E|B Operations Evaluation Department, ‘Evaluation of PPP projects financed by the EIB’, March 2005, p. 29



It has frequently been claimed by proponents of
road-building and airport expansion that more roads
and airports help to bring economic growth. EIB
loans, particularly for airport infrastructure, are often
defended on the grounds of employment creation or
maintenance. The Air Transport Action Group claims
that aviation generates 29 million jobs globally — 5
million of them direct employment — and supports
8% of global GDP.?*® Such claims are made with
the implication that governments that do not con-
struct ‘enough’ new infrastructure risk diminishing
the competitiveness of their country and inducing an
economic downturn.

However, only direct employment and economic
figures are meaningful as it is unclear to what extent
the other related industries and services are really
dependent on aviation. T&E has therefore re-calcu-
lated aviation's contribution to global employment in
1998 as being 0.1% and its contribution to GDP as
being 1%.2%*

Figures on the current contribution of a sector to
employment and GDP are interesting, but it is often

overlooked that they do not in themselves provide
any guidance on the extent to which a sector should
expand or be restricted:

“Neither figures on employment — direct, indirect or
induced — nor figures on an industry’s contribution
to national GDP provide any sound indication of the
social desirability of expansion or restriction. Proper
allowance should be made for the redistribution
effect: to a large extent, people will find employment
elsewhere in the economy."*%®

Airbus, for example, has a total of 55 000
employees?®®, most of whom are employed in Europe.
This is a considerable number, however it is not so
impressive when subsidies are factored in. In the UK,
around 200 000 people are employed in the aviation
industry, but with the annual subsidy of GBP 9 billion
(EUR 13.4 billion) to the aviation sector estimated by
Brendan Sewill, subsidies per job amount to GBP 45
000 (EUR 67 000) per year, and any industry could
provide jobs if subsidised at that rate.?%”

Thus the issue should not be whether jobs and
contribution to GDP from aviation exist per se,
but whether aviation is the best value way to
create jobs and contribute to GDP if compared

238 ATAG: “The economic and social benefits of air transport”, 2005 http://www.atag.org/content/showlatestpublications.

asp?level1=4&folderid=431

234 Transport & Environment: Clearing the Air: The Myth and Reality of Aviation and Climate Change, 2006, p.10, http://www.
transportenvironment.org/docs/Publications/2006/2006-06_aviation_clearing_the_air_myths_reality.pdf
238 GE Delft: The contribution of aviation to the economy: Assessment of arguments put forward, 2005, p.13

236 Airbus website: www.airbus.com, viewed 2nd November 2006

237 Brendan Sewill: “Fly Now, Grieve Later,” Aviation Environment Federation, 2005 p. 41
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with other policy options.?®® With this in mind the
EIB'’s support for the air industry becomes especially
questionable.

This is also true of road construction. Proponents
often claim that roads bring economic development,
but in 1999 the SACTRA Report on “Transport and
the Economy” found that economic benefits from
new trunk roads may exist but that they are not
guaranteed and are strongly dependent on local
circumstances. It also found that improved acces-
sibility between two countries or regions may
sometimes benefit one of them to the detriment
of the other,?*® which calls into question the ration-
ale — often treated as default — of transport infrastruc-
ture projects intended to increase the economic and
social cohesion of the EU, and shows that their costs
and benefits need to be better examined.

The claim that aviation contributes to regional de-
velopment deserves the same scrutiny as the argu-
ment that roads bring economic development. While
increased air services do bring increased num-
bers of tourists to some areas, this is generally at
the expense of other tourist areas. For example, it
has been estimated that British tourists spend 35%
more abroad than foreign tourists do in the UK.24°

In addition, cheap air travel means that rural tour-

ist regions which are mainly reached by means of

transport other than planes lose out as people spend
their holidays further away. It is also not clear why
the financing of one airline is a project of common
interest to several EU Member States: people may fly
to and from several Member States, but this does not
automatically mean that it is in the overall interest of
each state.

Another general argument is often given in favour of
low-cost airlines: that they enable low-income people
to fly and therefore they “contribute towards social
justice. This may initially sound appealing, but reality
does not bear this out. A 2004 passenger survey at
Stansted airport in the UK, which mainly operates
low-cost flights, showed that the average leisure
passenger income was GBP 45 419.25 (around
EUR 67 000)2*' - compared to the 2004 average
UK gross salary of approximately GBP 23 000%2,
Rather than enabling a greater variety of people to fly,
it seems that budget flights simply enable a similar
group of people to fly more often.

As the EIB invests more and more outside of the
European Union, more care needs to be taken that
loans do not contribute to moving production to
countries with lower labour standards for the benefit
of company profits. It is usually difficult to pinpoint
exact cases in which jobs have been lost in Europe
and moved to ‘cheaper’ countries. There is already
one known case in the transport sector in which the
EIB has supported a European company with a lack
of control over the labour standards of its contrac-
tors.

Volkswagen, Mexico

In 2004 the EIB approved a EUR 70 million loan for
Volkswagen'’s plant in Pueblo, Mexico. The aim of
the project was the installation of new production
facilities for the VW Jetta A5 vehicles, and invest-

238 Professor John Whitelegg: The Economics of Aviation: a North West England perspective, Council for the Protection of
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23 SACTRA (Standing advisory committee on trunk road assessment) Report: “Transport and the economy”, HMSO, 1999,

p.3

240 Oxford Economic Forecasting (OEF): The contribution of the aviation industry to the UK economy; Final report, November
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241 Civil Aviation Authority Economic Regulation Group: Passenger Survey Report 2004, CAA, Table 16.5, www.caa.co.uk
242 UK Office for National Statistics: “Labour Force Survey (LFS) Historical Quarterly Supplement Table 37 - Average gross
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ment in the production of the new R5 low emission
engine, which would meet North American emissions
standards.?*® The project is one of three EIB-financed
projects supporting Volkswagen in Latin America
(EUR 91 million was lent to Volkswagen in Brazil in
2000,2** and EUR 45 million was lent to Volkswagen
in Argentina in 2001245,

Labour standards have been identified as a problem
in the project: The Independent Workers Union of the
Volkswagen Automobile Industry (SITIAVW) Me xico
has repeatedly confronted the company’s manage-
ment on its allegedly anti-union policies. In addition,
much of the work is contracted out to local employ-
ers which pay 40-50% less than Volkwagen.?*¢ The
majority of Volkswagen Mexico’s production (around
66% in 2003) is exported to North America,**” so
on the one hand EU and US workers are disad-
vantaged by Volkswagen’s decision to locate its
production in Mexico, while on the other hand
Mexican workers are disadvantaged by poorer
working conditions than their Northern counter-
parts. Although the EIB has guidelines for the social
assessment of projects in developing countries it is
not clear whether a social assessment was carried
out for this project at all.?*®

The project, along with the EIB’s other Latin and
Central American investments examined in the
recent report: “The EIB in the South: In Whose
Interest?™4°, raises questions about the degree to
which the affected country benefits from EIB invest-

Social and economic impacts

ments, compared to European businesses. In Mexico
all of the EIB's investments have benefited large Eu-
ropean or half-European companies, while no Global
Loans or other financial assistance has been made
available to support the small and medium compa-
nies which make up approximately 98% of Mexican
companies.?®°

The case, along with others in different sectors, rais-
es questions about the EIB'’s operations outside of
the EU and their impacts. Recommendations for the
EIB’s operations outside of the EU have been laid
out in The EIB in the South: In Whose Interest??’

Many of the same concerns about the EIB's financ-
ing of projects increasing CO, emissions also apply
to projects which increase air pollution and affect
people directly in the vicinity of the projects. It is es-
timated that 310 000 premature deaths are caused
annually in Europe by air pollution,?®? as well as 41
600 deaths and more than 1.7 million people injured
in road accidents in Europe in 2005.%58

Roads and airports are the main sources of transport
pollution. We have seen above that the air around
Heathrow airport already contains high levels of ni-
trogen dioxide. Projects like that at Heathrow provide
evidence that the EIB is failing to take air quality into
account sufficiently during its project evaluation proc-
ess, with a knock-on effect on public health.

243 EIB Press Release: Mexico: EIB loan of EUR 70 million for Volkswagen de Mexico, 08/10/2004, http://www.eib.org/news/
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D1 flyover bridge, Povazska Bystrica, Slovakia
In June 20086, the EIB signed a contract with the
Slovak government to lend EUR 50 million for the
expansion of the D1 motorway linking the country’s
two biggest cities, Bratislava and Kosice, and forming
part of the Trans European Corridor V, branch A.

The project has been subject to protests from local
citizens and NGOs for almost a decade as the 9.6
kilometre section between Sverepec and Vrtizer
includes a flyover bridge which is projected to run
forty metres above residential houses in the city of
Povazska Bystrica, causing excessive noise and
pollution levels, and forcing the expropriation of
some residents’ homes. The Environmental Impact
Assessment (EIA) procedure was repeated twice
because of the reluctance of the transport ministry
to accept an initial variant that would have avoided
these homes, but in the end the variant which is now
planned is not among those recommended in the
study at all.

Having had their concerns largely ignored during the
supposed consultation process, the affected com-
munity has now launched a lawsuit to try to stop the
projects. The EIB is withholding funds until the law-
suit is resolved, but the fact that the loan has been
signed at all illustrates the deficiencies in the EIB's
consultation and project appraisal process.

For more information on the case, see Bankwatch's
website at: http://www.bankwatch.org/project.
shtml?w=147578&s=1926433

However, pollution also needs to be taken into ac-
count for any projects which may cause a knock-on
increase in traffic, ranging from local projects like
shopping centres and waste treatment facilities to
larger projects such as airports and ports.

Rotterdam port’s impact on air quality

In recent years the EIB has financed:

e Container terminals at the port of Rotterdam (2000)
EUR 100 m

e New container terminal at the port of Rotterdam
(first phase) (2004) EUR 200 m

o New container terminal at the port of Rotterdam
(second phase) (2006) EUR 100 m

While, as we have seen, shipping in general has
lower external costs than either aviation or road trans-
port, it must be recognised that building new port
facilities will also cause an increase in land-based
transport.

Although Rotterdam is lucky to be exposed to air
from the North Sea, pollution is already a problem:

“Air quality problems differ spatially: the ring road,
the waterfront and many inner-city roads do not meet
the NO, standards with traffic being the main prob-
lem... Freight trucks, from all over Europe, are a major
source, mainly on the ring road and the feeder roads
for the port-industrial area. On the waterfront ships
add to an already high city background. In all areas
where NO, is a problem, PM10 is a problem as well.
In addition PM10 is a general problem with back-
ground concentrations already exceeding the limit
value for daily averages half of the Rijnmond area."**

Air quality in Rotterdam is poor and will be worse
than is allowed under EU air quality regulations even
in 2020 (when vehicles are expected to be cleaner).
NO, will remain a problem, especially along busy
roads, and in many locations (in the city and in the
port) the 24-hour limits for PM10 will be exceeded.?®®
This raises serious questions about whether the
health of local people has been adequately taken into
account during the project appraisal process.

24 CITEAIR Air Quality In Europe website: http://www.airqualitynow.org/index.php?id=142, viewed 01.12.2006
25 Ajr Quality in Rotterdam: Strategische Milieubeoordeling bij Deel 3 PKB PMR Ministry of Transport, 2006, p.41 (Strategic
EIA accompanying part 3 of the spatial planning document for the Mainport Rotterdam Project)



As shown in the various case studies above, the
EIB's transport projects have too often conflicted
with EU nature protection and environmental aims,
not only concerning biodiversity conservation, but
also in areas such as air quality. This is the result of
an inadequate project appraisal process which does
not adequately ensure that public consultation and
EIA processes are carried out fairly and in a timely
manner, and does not sufficiently ensure that the
results of those processes are taken into account by
decision-makers. The EIB has been too willing to ac-
cept national authorities’ assurances that procedures
have been adhered to and too willing to ignore con-

cerns raised by the public and NGOs. This is particu-

larly the case with projects outside of the European
Union, but as we have seen with the Heathrow and
Schiphol cases, the bank often pays too little atten-
tion to the issues raised within the EU as well.

In theory the EIB could help to improve transparency
in projects by disclosing relevant documents in order
for stakeholders to assess the project’s strengths
and weaknesses. However information disclosed by
the EIB on projects is not sufficient, even compared
to other IFls. The nature of the project is often un-
clear: for example when the EIB supports an airline,
it is not clear whether it will result in expansion of ca-
pacity or not, and when it supports the car industry, it

is not clear whether the loan will support existing pro-

duction or new production, and whether the resulting
vehicles will meet CO, emissions targets.

Stipulations from the EIB for EIA studies and proce-
dures need to be much more rigorous, including re-

alistic traffic projections and GHG emissions predic-
tions, and projects need to be based on plans which
have undergone thorough Strategic Environmental
Assessments (SEA), in line with EU legislation. The
EIB needs to follow the EIA and public consulta-
tion process much more carefully and ensure that all
relevant concerns have been taken into account. The
experiences in the D1 flyover bridge case in Slovakia
and the Sofia Airport expansion show that the bank
has not done this satisfactorily.

The EIB should not rely solely on the word of the
project promoter but should also independently verify
the resolution of issues raised through direct consul-
tations with local residents and civil society groups.

It is not satisfactory for the EIB to suspend financing
for a project on environmental or social grounds only
if it is proven in court to violate legislation, as this
puts the burden of proof on local residents who are
affected by the project through no fault of their own.

D8 motorway, Czech Republic

The D8 motorway is part of the Berlin - Prague

- Budapest - Sofia - Istanbul European multi-modal
transport corridor IV. From Prague, the D8 heads
north and connects with the German A17 motorway
in the Eastern Ore Mountains (Vychodni Krusne
Hory/ /Osterzgebirge).

The D8's construction has a ten-year controversial

history, with the two most harmful sections — both

financed by the EIB — being left until last: the 16.2-

kilometre long section across the Ceske Stredohori

Protected Landscape Area, and the 23.3-kilometre 55
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long section between Trmice/Usti nad Labem and
the German border (also financed by the EU's ISPA
fund). Both cross sites of outstanding biological
value. The second section touches the top plateau of
the Eastern Ore Mountains which experts mapping
sites for NATURA 2000 have recommended to be
declared a Specially Protected Area according to the
EC Birds Directive.

In 2005, the section that was supported by ISPA and
EIB was criticised by the National Competitiveness
Protection Authority for the non-transparent tender for
the construction of a bridge on the Czech-German
border. Furthermore, the construction of the Panens-
ka tunnel has led to the acid poisoning of the Libou-
chec stream, that until recently was “trout water”.

The D8 project amply illustrates the basic contradic-
tion between the declared European priorities of
nature protection and combating climate change
and the attitudes of project promoters, who remain
stuck in the distant past when there was no public
discussion of alternatives. The fact that the EIB has
supported this project shows that it has either been
unwilling or incapable of ensuring that its transport
investments are coherent with EU policies on nature
protection.

For more information see the Bankwatch web-
site at: http://www.bankwatch.org/project.
shtml?w=147578&s=153963

Sofia airport expansion, Bulgaria

Note: more information on the airport’s troubled con-
struction is available in the case study on Strabag in
section 6.2

Sofia airport is situated within the city of Sofia, on
two Trans European Corridors (TENs) — N4 and N8.
In the 1990s it was decided to extend the airport
with an additional runway and terminal building, sub-
jecting the Sofia districts of Vasil Levski and Hristo

Boteyv, the town of Vrazjdebna and the residential
areas Nova Mahala and Dolni Bogrov to additional
noise.

The new terminal adds a capacity of 2.6 million pas-
sengers per year to the current traffic of just under
2 million passengers per year,?® causing estimated
new CO, emissions of 676 000 tonnes per year.>’

The EIB approved a loan of EUR 60 million in
1997,%8 before a proper plan had even been drawn
up. The EU also provided financing in the form of a
Phare grant for EUR 7.6 million for technical assist-
ance in project planning, design and supervision, and
for management of the airport and an ISPA (Instru-
ment for Structural Policies and Accession) grant of
EUR 50 million. The Kuwait Fund for Arab Economic
Development provided further financing.?®°

According to NGOs the EIA process for the project
was highly unsatisfactory. The new runway and the
new terminal were assessed separately, so the cumu-
lative and real impact of the project on human health
and the environment has not been assessed. The EIA
was approved even though it pointed out that the wa-
ter purification system had shortcomings and that the
runway would cross a bird migration route, posing

a danger for both birds and air traffic. The approval
was subject to 20 conditions, but several of these
have not been implemented. The EIB stated that it
“carefully reviewed the EIA processes undertaken

for the project”®, but if this is the case then the EIB
lacks knowledge of EIA legislation and best practice.

The case illustrates both the insufficiency of the
project appraisal process within the EIB and its
willingness to rely on the word of project promoters
without independently verifying their claims.

For more information on the earlier stages of the
project see Za Zemiata's website: http://www.
zazemiata.org/bw/airport/index_en.php

256 European Commission Press Release: Opening of new terminal for Sofia airport co-financed
by the EU, 28.12.20086, http://www.europa.eu/rapid/pressReleasesAction.do?reference=IP/06/

1905&format=HTML&aged=0&language=EN&guiLanguage=en

27 See section 5 on climate change for details of estimate calculation.
258 E|B Press Release: Bulgaria: EIB loan for upgrading Sofia airport, 10.09.1997,

http://www.eib.org/news/press/press.asp ?press=2023,

29 E|B website: “Sofia Airport”, 03/12/2002, http://www.eib.org/news/news.asp?news=49, viewed 12.01.2007
260 F|B website: “Sofia Airport”, 03/12/2002, http://www.eib.org/news/news.asp?news=49, viewed 12.01.2007
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Lack of Strategic Environmental Assessment
(SEA) on Polish National Roads Programme
The EIB has an obligation to ensure that projects
within the EU adhere to both the EU Directive and
national SEA legislation. In its Environmental State-
ment 2004, the EIB explicitly states that when differ-
ent laws impose different requirements, the stricter
applies. Yet the bank is currently the subject of a
complaint to the EU Ombudsman by Polish Green
Network (PGN), which argues that in 2006 the EIB
approved financing for the project entitled: “Poland
Road Modernisation"*®" without ensuring that the Na-
tional Road Programme had been subject to an SEA.
Although not required by EU Directive 2001/142/EC
in this case, an SEA was required for plans and
programmes in the transport sector at the national
and regional level which are required by legislative,
regulatory or administrative provisions, according to
the Polish Environmental Protection Act dated April
27, 200122,

After being contacted by PGN, the EIB promised
to question the Polish authorities on whether an
SEA was required for the Road Programme and to
contact PGN. It did not contact PGN again, but
later claimed, in response to the complaint to the
EU Ombudsman, that the Road Programme did not
require an SEA as it was merely a financial plan to

support planned road investments. The EIB ac-
cepted the explanation given by the Polish govern-
ment without seeking any independent legal opinion
on the matter. However PGN rejects the explanation
given as the Road Programme actually sets out

the priorities for investments, so it is not merely a
financial plan.

The case is ongoing but illustrates the EIB's insuf-
ficient will in implementing its own environmental
statement. It is not sufficient to simply accept a
project promoter’s opinion on legal issues. Instead of
condoning the avoidance of SEA by project promot-
ers, the EIB should seize the opportunities offered by
relevant legislation to improve the sustainability and
coherence of the projects it promotes.

261 EIB website: http://www.eib.org/projects/loans/project.asp?loan=9186531, viewed 18" January 2007
262 This law has since been updated and would no longer require an SEA for this programme, but was valid at the time the

project was approved.
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9.

Given the EIB's status as an investor of public money
both within and outside of the European Union, it is
imperative that the Bank's financing directly ben-
efits people and the environment. Financing from
the EIB is a privilege, not a right, and its financ-
ing should therefore be used for only the most
socially and environmentally useful projects. The
EIB is well placed to lend for such projects: having a
mandate to promote EU policy, and being a non-prof-
it institution, it is able to finance innovative projects
which may not have high economic returns but

which serve a public interest objective. According to
Article 18 of its statute, the EIB should only finance
projects when financing is not available from
other sources on reasonable terms. However, the
EIB's own evaluations have found numerous cases

in which other financing would have been available,
raising questions about the rationality of using its
resources in these cases.

This report has identified problems with the aims and
objectives of the EIB's transport investments, as well
as with the implementation of its rules and guidelines,
which have led to too great a proportion of the bank’s
transport investments going to environmentally and
sometimes socially unsustainable projects. Globally
over half of the EIB’s transport investments went
to roads and air transport between 1996 and 2005
- the least sustainable forms of transport - and in
central and eastern Europe this figure is over 68
per cent.

The EIB claims to follow EU transport policy but
this has been applied selectively. The EIB has

taken on individual policies such as the construction
of the TEN-T network but has not ensured that its
financing works to further its main objectives in-
stead of supporting large prestige projects. The EU
White Paper on Transport’s most environmentally
important aims are not being furthered by the
EIB’s investments. In particular the EIB does not
recognise the EU’s aim of controlling the growth
of air transport, seeking instead to mitigate its en-
vironmental impact. In practice this has been limited
to token measures which cannot compare with the
overall environmental impact of aviation.

Although the EIB is investing in urban public
transport and rail, road and air traffic has been
more heavily supported, thus maintaining an un-
favourable modal split. An indicator of this trend is
the fact that the EU-15’s CO, emissions as a whole
increased by 7% between 1990 and 2004 whereas
its emissions from transport increased by 31.4%.

The EIB does not appear to have targets for
financing sustainable modes, and it does not seek
to balance its portfolio by actively seeking out
projects which would further EU policy objectives.
As a result, its investments are a series of client-driven
projects, most of which comply with one EU policy
objective, but much fewer of which avoid contra-
dicting other policy objectives. For example, most
projects can be justified as enhancing social and eco-
nomic cohesion, but on the other hand many projects
increase the EU’s CO, emissions considerably. In
such cases, it has tended to be economic objec-
tives which have taken priority over environmental
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objectives, as can be seen for example with the EIB’s
support for aviation.

The EIB’s environmental criteria tend to be lim-
ited to making sure that projects remain within
national and EU law - though even this is not al-
ways achieved - and that the environmental costs
of the projects do not make the project economi-
cally unviable. However, this is not sufficient to guar-
antee that the EIB finances environmentally sustain-
able projects as in practice transport does not pay its
external costs so environment-related costs are not
likely to render a project economically unviable.

In practice the EIB lacks the capacity to as-

sess the environmental impacts of its transport
projects sufficiently, which has led to the approval
of some projects damaging to biodiversity, air quality
and therefore potentially to people’s health. The EIB
often relies too heavily on the word of local authori-
ties, which have no interest in admitting that there are
problems with projects or opposition to them. Instead
of taking a precautionary approach and staying away
from projects which are subject to heavy opposition
from local residents because of noise or air pollution,
it appears that the EIB is willing to finance projects
unless they are actually proven in court to contravene
national or EU law, thus transferring the burden onto
local residents to prove that a project is illegal.

The EIB's climate change statement is weak, treat-
ing climate-change-related investments as an added
extra rather than integrating CO,, reduction objectives
into its entire portfolio. It calculates climate-related
costs in economic terms such as the costs for buying
carbon credits, but it is hard to imagine a case where
this would lead to the bank refusing to finance a
project. In the transport sector, the EIB's investments
in the road and air sectors are particularly problematic
concerning GHG emissions. An estimate of the future
potential CO, emissions from a selection of the EIB's
airport expansion projects showed that together the
new passenger flights are likely to result in extra emis-
sions greater than the entire annual CO, emissions

of New Zealand, Norway, Slovakia, Ireland or Switzer-
land. Without clear commitments to refuse financ-
ing for climate-damaging projects, the EIB’s more
climate-friendly investments will have little impact.

So far the EIB does not have any policies limit-
ing or halting financing for any industry sector, no

matter how environmentally harmful. The EIB’s
most controversial loans benefiting private com-
panies in the transport sector are its air transport
investments: it has supported aircraft manufacturers,
airlines and airport companies, and therefore the ex-
pansion of air traffic, which is in direct contradiction
with the EU White Paper's objective of controlling
the growth of air transport.

The EIB’s lending to the car manufacturing sector

is much more than its direct lending to any other
industry sector — again raising questions about the
justification for supporting a private industry manufac-
turing products only affordable to some citizens and
contributing significantly to congestion and GHG
emissions.

As well as the general question of support for certain
sectors, there is also the question of the degree to
which supporting private profits is acceptable. The
EIB tends to rely on project promoters to assess
this, but the PPP cases outlined in this report
indicate that the EIB’s procedures are insufficient
to ensure that the public interest is being served
and that the PPP structure offers value for money
compared to public procurement. Due to the EIB's
focus on infrastructure construction projects, con-
struction companies are large beneficiaries of its fi-
nancing. Though this is not unusual, there have been
some cases in PPPs where excessive profits appear
to flow to companies at the expense of transport us-
ers or taxpayers.

An important reason for the deficiencies in the
EIB's transport investments is that the EIB lacks a
clear strategy for the transport sector. lts priori-
ties for transport investments and eligibility criteria
are extremely broad, and can accommodate almost
any project. There are few projects which cannot be
claimed to contribute to regional development, EU
integration, or increasing economic activity, though
as we have seen these claims are often based on
assertions rather than evidence, as studies such as
those by the SACTRA committee (see above) have
confirmed that the economic effects of infrastruc-
ture construction are not always positive.

Without a clear transport sector strategy it is impos-
sible for the EIB to ensure that its investments are
contributing to sector-specific aims such as modal
shift, and investments are made project-by-project,
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without an adequate assessment of their cumula-
tive impacts on climate change or modal split.

The EIB needs to dramatically improve its project
selection procedures to transform itself from a client-
driven bank financing a series of transport projects
into a truly policy-driven bank that succeeds in bal-
ancing the different transport policies of the EU, fully
integrates environmental considerations into trans-
port financing and contributes to developing more
sustainable transport:

The EIB must halt investments into aviation.
The industry is the fastest growing source of CO,
emissions causing climate change, the 2001 White
Paper sought to control its growth, and it has been
shown that its perceived economic benefits have
been exaggerated — yet aviation still receives mas-
sive, unjustified public subsidies.

Investments in rail, urban public transport, and
inter-modal transport must continue to increase
and must make up the vast majority of the EIB’s
transport investments in each country.

These projects may include:

railway infrastructure and passenger rolling stock,
particularly that which is aimed at improving cross-
border interoperability

integrated urban public transport systems, includ-
ing innovative pricing systems such as all-in-one
inter-modal travel-pass cards

suburban and regional transport systems

non-physical infrastructure and transport manage-
ment projects such as the ERTMS (European Rail
Traffic Management System) and IT solutions to
improve the efficiency of logistics chains.

inter-modal facilities

Maintenance or safety improvements should
become a priority for the EIB financing in the
road sector, followed by support for secondary road
networks. In any road projects, alternatives (includ-
ing the zero alternative — no construction) need to be
assessed prior to the financing decision and environ-
mental damage needs to be avoided. There must be
no damage to present or planned protected natural

areas. By 2010 the share of road transport invest-
ments in the EIB portfolio should be halved to make
space for the development of sustainable transport
modes.

Support to projects limiting transport growth
needs to be stepped up. These may include:
- urban pedestrianisation projects,
- the construction of urban cycle path networks and
other urban cycling facilities,
- projects which specifically reduce the need for the
transportation of certain goods, for example local
food schemes.

Loans should only be given to the car industry
for R&D for more efficient, cleaner and safer tech-
nologies, not for manufacturing.

The EIB should prepare, in consultation with
the public, its own transport sector operational
policy, stating what its transport priorities are, setting
targets for them, and showing how it is promoting EU
goals on transport, environment and regional cohe-
sion. This would require the recruitment of policy
experts able to integrate social and environmental
goals with those of transport policy.

The EIB’s project eligibility criteria must
promote environmentally acceptable transport
solutions with low climate impacts and ensure
that projects can be excluded from financing on
environmental or social grounds. Transport projects
in non-EU countries must meet the same criteria to
avoid double standards and the offsetting of benefits
gained in EU countries.



Conclusions and recommendations

The EIB needs to set year-on-year limits and
targets for reductions in the greenhouse gas
emissions from its projects, both individually and
cumulatively, and carry out annual emissions audits.
This should include all projects resulting in traffic
generation, eg. shopping centres, industry invest-
ments etc. The climate impact of a project must
be assessed separately from economic costs and
clear criteria should be set for excluding projects with
significant GHG emissions.

The EIB must ensure the transparency of its
projects and strong public scrutiny over them.
This is especially important in PPP projects and
contracts as PPP arrangements are often extremely
complex.

The EIB must develop criteria for excluding
underperforming companies and those which
have been convicted of corruption.

Projects should be based on a thorough national
or EU transport strategy sharing the main goals
of the EU White Paper on Transport and subject
to public consultation and strategic environmental
impact assessment (SEA). Support from the EIB,
especially for TEN-T projects,?®®* must be condi-

263 Also required by art.8 of the TEN-T guidelines (884/2004/EC)

tional on the existence of an SEA of the plans and
programmes containing the projects.

The EIB needs to be much more rigorous in
its verification of project promoters’ claims re-
garding environmental impacts and public partici-
pation processes. EIA processes and other public
consultations need to be independently monitored by
contacting civil society groups during the project ap-
praisal process and its conclusions need to feed into
the decision-making process of the EIB Board.

In PPP projects, a thorough and fair analysis
needs to be made on whether a PPP represents
the best value for money compared to public
procurement, and the EIB needs to be much more
active and rigorous in ensuring the quality of this.
Public access to such analyses is a must.

The EIB must be more rigorous in apply-
ing EU standards in projects outside of the EU,
particularly concerning environmental and labour
issues. If the EIB does not have the capacity to carry
out proper appraisal and monitoring it should avoid
financing projects in which such issues could arise.

The EIB needs to interpret Article 18 of its
statute literally, ie. it must not finance any project
able to be financed by other sources at reasonable
rates.
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Table 3. EU 15 Transport CO, emissions and increases 1990-2004. in Gigagrams

el ectons 3357000 | 3506000 4.4%
excl. international aviation and -
shipping?®*
Total CO, emissions inc.
international aviation and 3 521 566 3 767 659 100% 7%
shipping?®s
Transport without international 0 .
aviation and shipping®® 689 172 859 866 22.8% 24.77%
Transport ine, ;";f;;?;;ga' aviation | g54 749 1121525 29.8% 31.4%
CO, emissions from int. aviation?s 61293 114 311 3% 86%
€0, emissions frof domestic 17 517 23342 0.6% 31.4%
co, em'ss"s",:ispf;i‘:gz',?ter"at'°“a' 103 273 147 348 3.5% 43%
Road transport?”! 637 400 801 103 21.3% 26%
Inland shipping?”? 19 359 21087 0.6% 9%
Rail?" 8 338 6410 0.2% -23%
Other transport (eg. airport and port 0 0
ground operations):™ 6 558 7 924 0.2% 21%

Gg = Gigagram = Kiloton
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