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PREFACE 
 

 

 

The European Parliament – and in particular the Committee on the Environment, Public Health 

and Consumer Policy – has always shown particular interest in topics relating to the broad field 

of environmental issues in Central and Eastern Europe. 

 

The Director-General for Research – at the request of the Committee on the Environment, 

Public Health and Consumer Policy – has commisioned an external study to be carried out on 

"Promoting Environmental Investment in Central and Eastern Europe". The aim of this study is 

to gather background material for future initiatives of the European Parliament in this policy 

area. 

 

The accession countries in Central and Eastern Europe will require sustained economic growth 

in order to catch up with the existing EU countries – whilst continuing their integration with the 

EU. At the same time the "acquis communautaire" should be taken into account which imposes 

enormous investment requirements on transition countries. 

 

This study seeks to examine the economic and policy context for environmental investments in 

the candidate countries of Central and Eastern Europe. 
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EXECUTIVE SUMMARY 
 
The candidates for accession must demonstrate their ability to carry out the environmental 
acquis inter alia through a credible environmental investment record and programme. While it 
is accepted that this programme cannot be completed at the time of accession, requests for 
specific transition periods are based on misunderstood data and assumptions about the broader 
macro- and micro-economic context of enlargement which open up important policy options. 
 
A look at currently available estimates shows that, assuming present practice, the problem of 
meeting the acquis is significantly more difficult than suggested. The task is thus to question the 
status quo and explore the scope for policies, including structural reforms for both utilities and 
industry, which lie outside the usual remit of those negotiating the “environmental chapter”.  
 
The headline figure for needed investments – some € 110 billion - is both too high and too low. 
It is misleadingly low because the follow-on costs, especially for public budgets, are not 
properly counted: financial costs, operating costs, and maintenance. It is striking that in both the 
World Bank and the EU estimates this true public expenditure figure is never expressed in terms 
of GDP, but as the more harmless-seeming annual per capita expenditure. Taking one such 
(World Bank) estimate (for Poland) as a base, we calculate a need to spend 7% of GDP for 
Poland in 2001, declining to 3.5% in 2015. The EU average is 1% and twice this sum may be 
financially sustainable for the accession countries. 
 
The estimates are too high as regards the initial investment, as they reflect a world of traditional 
public planning and pricing which leaves large efficiency reserves unexploited. This is the core 
concern of this study. 
 
Under status quo assumptions – where much of this expenditure comes from public budgets – 
the accession countries can not deliver, even if they wanted to. The EU macro-economic 
accession criteria put strict limits on current budget deficits. Respecting these limits would mean 
stretching the implementation period for the present acquis to some thirty years, leaving out of 
consideration any further development of EU environmental policies. Note that even with 
massive EU transfers on the scale received by the present Cohesion countries but totally 
dedicated to the environment alone, it would take at least fifteen years to implement the acquis – 
after accession. 
 
Escaping the dilemma: the role of policy 
  
The study shows that the problem can be reduced to manageable proportions through three 
avenues,  
- moving expenditure off-budget 
- exploring technical efficiency potentials, which in turn often requires 
- structural changes in institutions, pricing, and support policies by the Union itself. 
 
The first, and relatively a-political mechanism for reducing the computed investment burden 
relates to the share – perhaps 25% of the total – accounted for by industry. Present cost 
estimates assume an upgrading of existing capital stock in manufacturing industries. The study 
argues that this (polluting) productive capital stock will largely disappear, not for environmental 
reasons, but because it cannot survive in the internal market on grounds of competitiveness: 
labour and energy efficiency, and because of quality demands of advanced markets. The new 
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capital stock replacing it will of necessity incorporate Western technology which takes account 
of the environmental acquis. Additional (“optional”) environmental investments will be 
marginal and “paid for” by savings on inputs. 
 
In this perspective, the political demand by the Union to implement the acquis in full as regards 
product standards – on internal market grounds - can thus be extended to the environmentally 
much more important process standards (e.g. IPPC). Of course, new investment must already 
respect these standards today. It is argued here that debates about grandfathering existing capital 
stock, and computing its cost, are largely irrelevant, as this equipment will have failed in the 
market well before it could benefit from transition periods. 
 
The problem is complicated by the fact that many of the most polluting industries – heavy 
industry and petrochemicals – are still government owned in many countries. This provides the 
theoretical option of protecting them to some extent from the internal market disciplines through 
massive subsidies – providing an incentive not to add to subsidy requirements through end-of-
pipe environmental investments. But the present life-support system depends on soon-to-be 
illegal state aids and on public banks extending non-repayable loans – something that will not 
continue under any accession scenario. The conclusion thus stands, even if negotiators are still 
bound by their view of a status quo world. 
 
In summary, by looking beyond the narrow confines of the environmental negotiations to the 
broader picture of accession-induced reforms the originally computed investment burden (and 
associated transition periods) for industry and power (see below) can largely be taken out of 
consideration both as regards the burden on the budget (nil) and on the economy. 
 
Creating investment-efficient utilities 
 
The problems associated with utilities – which account for a large part of the heavy investment 
directives - are more complex. Yet even here, the solution to the environmental investment 
challenge lies in broader structural policies. The potential for savings is demonstrated by two 
kinds of empirical data: (1) estimates for the cost of specific equipment which can be found in 
various studies, which can range from 1 to 10, depending on technology and manufacturer; and 
(2) the range of total costs (i.e. including choices of scale, ecological optimisation, operational 
parameters, etc.) which can be found in World Bank estimates for specific sectors and countries. 
These costs can vary from the simple to the double. This is a common ratio of efficiency 
potential in public monopolies, identical to that found in the literature on e.g. railways in 
Western Europe.  
 
The first such policy is the “privatisation” of utilities – genuine in the case of power, at least 
legal (incorporation) in the case of water and waste. This serves to reduce the investment burden 
in two different ways. The first is the opportunity for off-budget finance, remembering that only 
the public deficit is the hard constraint. The second argument for a change is based on the belief 
that better management, which can bring substantial savings, requires arms length entities with 
economic responsibilities rather than bureaucratic agencies.  
 
A shift to autonomous management structures depends, however, on another, much more 
fundamental political choice: full cost-recovery pricing for energy, water and waste to the 
largest extent (i.e. socially) possible. This not only establishes the basis for a bankable revenue 
stream – and hence independent financing – but also reduces demand and hence the scale of 
needed investments. 
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The report considers two of the three utility areas (power, water and waste) in greater detail. As 
regards power generation, this can largely be treated analogous to industry. The sector is 
increasingly subject to internal market disciplines, although these are relatively new and still 
resisted in some member states.  
 
For water (and to some extent waste) World Bank studies point to the scope for cost effective 
investments which can be realised if decisions and ownership are not vested in single 
municipalities. 
 
The main source of saving stems from river-basin-level planning and investments sponsored by 
multiple authorities. This assures optimum scale, and prioritisation of investments on ecological 
(not legal or political) grounds. 
 
As regards the latter, the study underlines the well-known 80/20 rule (removing the last 20% of 
a pollutant is as expensive as removing the first 80%). Thus, a given investment can meet 100% 
of the EU standard or “buy” the reduction of 160 units by falling short of this standard. DG 
environment tends to favour the integrity of the law over the quality of the environment. ISPA 
tends to favour the IFIs’ (EIB, World Bank, EBRD) economic argument in this respect. 
 
ISPA, however, has been forced to undermine efficient investment by funding old-fashioned 
public projects (the only ones available), underwriting the organisational status quo and 
geographically non-optimised plant. This underlines the need to urgently focus accession 
preparation on planning and institutional matters. The PEPA (Priority Projects for Accession) 
process initiated by the Commission helps candidate countries with the planning of acquis 
related investment but is largely quantitatively oriented and not designed to question the 
institutional and micro-economic context of such planning. 
 
In short, the practical policy implications stem from three insights: 
- the full budgetary costs of needed environmental investments have been underreported and 

are unsustainable; 
- the full scope for off-budget investments must therefore to be exploited;  
- there is a large scope for policies directed at improving efficiency: achieving the greatest 

environmental benefit for a given amount of resources. 
 
Major efficiency reserves lie in the following areas: 
- using the (near-) full cost recovery principle to reduce demand for power, water and waste, 

thus reducing the scale of needed investments 
- optimising management efficiencies through shifting economic responsibilities to public or 

private agents;  
- creating a context in which municipalities take efficient investment decisions, 
- making generous use of provisions in the Directives which allow derogation for 

investments with high marginal costs. 
 
In order to promote an environmental-efficiency oriented agenda while relieving the public 
budget the Candidate countries should 
- privatise polluting industries still in public ownership; 
- fully commit to effective inspectorates; 
- re-organise the utility sector, especially water, to form geographically optimal and 

economically strong entities. 
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The Commission should 
- review its legalistic stance on standards to take account of marginal cost/benefit ratios, 
- enlarge the concept of  “administrative capacity” to include management structures, 
- refrain from using the ISPA 75% ceiling on grant finance favouring instead a 10-20% 

contribution to cover more projects and encourage responsible management. 
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ZUSAMMENFASSUNG 
 
Die Beitrittsländer müssen ihre Fähigkeit unter Beweis stellen, den Umwelt-Acquis umzusetzen, 
indem sie einen glaubwürdigen Nachweis über getätigte Investitionen im Umweltbereich und 
ein entsprechendes Programm erbringen. Während es akzeptiert wird, dass dieses Programm 
zum Zeitpunkt des Beitritts noch nicht umgesetzt sein kann, basieren die Forderungen nach 
bestimmten Übergangsfristen auf missverstandenen Angaben und Annahmen über den breiteren 
makro- und mikroökonomischen Zusammenhang der Erweiterung, die wichtige politische 
Optionen eröffnen. 
 
Ein Blick auf die derzeit verfügbaren Schätzungen belegt, dass, von der gegenwärtigen Praxis 
ausgehend, das Problem der Erfüllung des Acquis wesentlich schwieriger ist als ursprünglich 
angenommen. Daher stellt sich die Aufgabe, den Status Quo in Frage zu stellen und den 
Spielraum für Politiken, einschließlich struktureller Reformen der öffentlichen 
Versorgungseinrichtungen und der Industrie, zu eruieren, die außerhalb des üblichen 
Aufgabenbereichs jener liegen, die das „Umweltkapitel” verhandeln.  
 
Der angesetzte Gesamtbetrag der erforderlichen Investitionen, der bei etwa € 110 Milliarden 
liegt, ist einerseits zu hoch und andererseits zu niedrig. Er ist in irreführender Weise niedrig, 
weil die Folgekosten, insbesondere für die öffentlichen Haushalte, nicht ordnungsgemäß 
berechnet wurden: Finanzierungskosten, Betriebskosten und Instandhaltung. Es fällt auf, dass 
weder in den Schätzungen der Weltbank noch der EU der tatsächliche Betrag der öffentlichen 
Ausgaben ins Verhältnis zum BIP gesetzt wird, sondern lediglich in Form der harmloser 
erscheinenden jährlichen Ausgaben pro Kopf angegeben wird. Nimmt man eine dieser 
Schätzungen (Weltbank) als Basis (für Polen), ergibt sich für Polen 2001 ein Investitionsbedarf 
von 7% des BIP, der bis 2015 auf 3,5% zurückgeht. Der EU-Durchschnitt liegt bei 1% und den 
Beitrittsländern ist bestenfalls das Doppelte dieser Summe  finanziell zumutbar. 
 
Die Schätzungen im Hinblick auf die Erstinvestition sind zu hoch, da sie die herkömmlichen 
Methoden öffentlicher Planung und Preisfestsetzung widerspiegeln, wobei umfangreiche 
Effizienzreserven nicht ausgeschöpft werden. Dies ist das Hauptproblem, mit dem sich diese 
Studie befasst. 
 
Geht man vom Status Quo aus, bei dem ein großer Teil dieser Ausgaben aus den öffentlichen 
Haushalten stammt, können die Beitrittsländer dies nicht leisten, selbst wenn sie wollten. Die 
makroökonomischen Beitrittskriterien der EU sehen für die gegenwärtigen Haushaltsdefizite 
strenge Begrenzungen vor. Bei Einhaltung dieser Begrenzungen würde sich der Zeitraum für die 
Umsetzung des derzeitigen Acquis auf etwa dreißig Jahre ausdehnen, wobei jede weitere 
Entwicklung der EU-Umweltpolitiken noch außer Acht bleibt. Es ist festzuhalten, dass selbst 
mit massiven Transferzahlungen seitens der EU in dem Rahmen, wie sie die gegenwärtigen 
Kohäsionsländer erhalten, die jedoch ausschließlich für Umweltmaßnahmen bestimmt wären, 
die Umsetzung des Acquis nach dem Beitritt mindestens fünfzehn Jahre in Anspruch nehmen 
würde. 
 
Ausweg aus dem Dilemma: die Rolle der Politik 
  
Die Untersuchung zeigt drei mögliche Vorgehensweisen auf, wie das Problem auf realistische 
Dimensionen reduziert werden könnte:  
- durch Ausklammerung der Ausgaben aus dem Haushalt 



Promoting Environmental Investment in Central and Eastern Europe 
 
 

 
 - 6 - PE 300.473 

- durch Erforschung technischer Effizienzpotenziale, was häufig strukturelle Veränderungen in 
den Institutionen, der Preisfestsetzung und den Unterstützungspolitiken durch die Union 
selbst erfordert.  

 
Der erste und relativ unpolitische Mechanismus zur Reduzierung der berechneten 
Investitionsbelastung bezieht sich auf den Anteil, der auf die Industrie entfällt - etwa 25% der 
Gesamtsumme. Die gegenwärtigen Kostenschätzungen gehen von einer Aufbesserung des 
derzeitigen Kapitalstocks im produzierenden Gewerbe aus. In der Studie wird argumentiert, dass 
dieser (umweltschädliche) produktive Kapitalstock weitgehend verschwinden wird, nicht aus 
Umweltgründen, sondern weil er im Binnenmarkt aufgrund des Wettbewerbs keine 
Überlebenschance hat: wegen der Arbeits- und Energieeffizienz, aber auch aufgrund der 
qualitativen Anforderungen fortgeschrittener Märkte. Der neue Kapitalstock, der ihn ersetzen 
wird, wird zwangsweise westliche Technologie involvieren, die dem Umwelt-Acquis Rechnung 
trägt. Zusätzliche („wahlweise”) Investitionen in die Umwelt werden nur eine marginale Rolle 
spielen und aus Investitionseinsparungen finanziert. 
 
Vor diesem Hintergrund kann die politische Forderung der Union, den Acquis im Hinblick auf 
die Produktnormen vollständig umzusetzen - aus Binnenmarkterwägungen - auf die für die 
Umwelt wesentlich wichtigeren Verfahrensnormen (z.B. IPPC) erweitert werden. 
Selbstverständlich müssen diese Normen heute bereits bei neuen Investitionen berücksichtigt 
werden. Es wird argumentiert, dass Diskussionen über den vorhandenen alternden Kapitalstock 
und die Berechnung seiner Kosten weitgehend irrelevant sind, da diese Ausrüstung auf dem 
Markt scheitern wird, noch bevor sie in den Genuss von Übergangsfristen kommen könnte.  
 
Das Problem wird noch durch die Tatsache kompliziert, dass viele der Industrien, die ein 
Höchstmaß an Umweltverschmutzung verursachen, wie die Schwerindustrie und die 
petrochemische Industrie, in vielen Ländern immer noch in staatlicher Hand sind. Dies eröffnet 
theoretisch die Wahl, sie zu einem gewissen Maß durch massive Subventionen vor den 
Regulierungen des Binnenmarkts zu schützen, was wiederum einen Anreiz darstellt, den 
Subventionsbedarf nicht noch durch zusätzliche Investitionen in den Umweltschutz weiter zu 
erhöhen. Allerdings basiert das gegenwärtige System von Erhaltungssubventionen auf 
staatlichen Hilfen, die demnächst illegal werden, und auf der Ausweitung nicht rückzahlbarer 
Darlehen durch öffentliche Banken, eine Vorgehensweise, die unter Beitrittsgesichtspunkten 
nicht aufrecht erhalten werden kann. Daher ist die Schlussfolgerung eindeutig, auch wenn die 
Verhandlungsführer immer noch ihrer Vorstellung anhängen, es könne beim Status Quo bleiben. 
 
Schaut man zusammenfassend über die engen Begrenzungen in den Verhandlungen zum 
Umweltschutz hinweg auf das breitere Feld der Reformen, die durch den Beitritt ausgelöst 
werden, kann die ursprünglich ermittelte Investitionsbelastung (einschließlich damit 
verbundener Übergangsfristen) für den Industrie- und Energiebereich (siehe unten) weitgehend 
außer Acht gelassen werden, sowohl im Hinblick auf die Belastung für den Haushalt (null) als 
auch für die Volkswirtschaft.  
 
Schaffung investitionseffizienter Versorgungseinrichtungen 
 
Die Probleme im Zusammenhang mit den Versorgungseinrichtungen, auf die ein wesentlicher 
Teil der strengen Richtlinien für Investitionen entfällt, sind komplizierter. Allerdings liegt auch 
hier die Lösung für die Umweltschutzinvestitionen in einer breiter angelegten Strukturpolitik. 
Das Einsparungspotenzial ergibt sich aus zwei Arten empirischer Daten: (1) Schätzungen der 
Kosten spezifischer Ausrüstung, die in verschiedenen Untersuchungen zu finden sind und die je 
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nach Technologie und Hersteller zwischen 1 und 10 liegen können; und (2) dem Umfang der 
Gesamtkosten (umfasst z.B. Wahl der Größenordnung, ökologische Optimierung, betriebliche 
Parameter usw.), die in den Schätzungen der Weltbank für spezifische Sektoren und Länder zu 
finden sind. Bei diesen Kosten kann es Differenzen bis zur doppelten Höhe geben. Dabei 
handelt es sich um eine übliche Rate des Effizienzsteigerungspotenzials in öffentlichen 
Monopolbetrieben, die mit derjenigen übereinstimmt, die auch in der Literatur, zum Beispiel 
über Eisenbahnen in Westeuropa, zu finden ist.  
 
Die erste Politik in dieser Richtung ist die „Privatisierung” der Versorgungseinrichtungen, was 
für die Energieversorger selbstverständlich und im Falle der Wasserversorgung und 
Abfallentsorgung zumindest legal (Gründungsurkunde) ist. Dadurch wird die 
Investitionsbelastung in zweifacher Hinsicht reduziert. Zunächst durch die Möglichkeit der 
Finanzierung aus anderen Quellen als dem Haushalt, denn immerhin stellt das öffentliche 
Defizit das Haupthindernis dar. Das zweite Argument für eine Änderung basiert auf der 
Auffassung, dass ein besseres Management, das erhebliche Einsparungen herbeiführen kann, 
überschaubare Einheiten mit wirtschaftlicher Verantwortung anstelle bürokratischer Behörden 
erfordert. 
 
Ein Wechsel zu autonomen Managementstrukturen hängt jedoch von einer weiteren, viel 
grundlegenderen politischen Option ab: eine soweit als möglich (z.B. gesellschaftlich) 
vollständig kostendeckende Festsetzung der Preise für Energie, Wasser und Abfallentsorgung. 
Dies würde nicht nur die Grundlage für erfolgversprechende Einnahmenströme und damit 
unabhängiger Finanzierung bereiten, sondern darüber hinaus die Nachfrage und damit den 
Umfang der erforderlichen Investitionen verringern. 
 
In dem Bericht werden zwei der drei Versorgungsbereiche (Strom, Wasser und Abfall) näher 
betrachtet. Die Stromerzeugung kann größtenteils analog zur Industrie behandelt werden. Der 
Sektor unterliegt zunehmend den Regulierungen des Binnenmarkts, obwohl diese relativ neu 
sind und von einigen Mitgliedstaaten immer noch abgelehnt werden. 
 
In Bezug auf die Wasserversorgung (und zu einem gewissen Teil die Abfallentsorgung) wird in 
Studien der Weltbank auf den Rahmen für kosteneffiziente Investitionen hingewiesen, die 
realisierbar sind, wenn die Entscheidungsgewalt und das Eigentum nicht einzelnen Gemeinden 
übertragen würde. 
 
Die wichtigsten Kosteneinsparungen stammen aus von diversen Behörden gesponserten 
Planungsarbeiten und Investitionen für ganze Flußeinzugsbereiche. Dadurch wird gewährleistet, 
dass die Investitionen den optimalen Umfang annehmen und dass ihnen aus ökologischen 
Erwägungen (nicht aus rechtlichen oder politischen Erwägungen) Priorität eingeräumt wird.  
 
In Bezug auf Letzteres unterstreicht die Studie die bekannte 80/20-Regel (die Beseitigung der 
letzten 20% eines Umweltschadstoffes ist so teuer wie die Beseitigung der ersten 80%). So kann 
bei einem bestimmten Investitionsobjekt die jeweilige EU-Norm zu 100% erfüllt werden (z.B. 
Senkung der Emissionen um 100 Einheiten), oder aber mit dem gleichen Geldbetrag bei zwei 
identischen Investitionsobjekten eine insgesamt höhere Umweltqualität erkauft werden (dieses 
führt dann im zuvor genannten Beispiel zu einer Senkung der Emissionen um insgesamt 160 
Einheiten). Die DG Umwelt stellt die integrale Erfüllung des Gesetzes (100% Erfüllung der EU-
Norm) über die eben erwähnten wirtschaftlichen Überlegungen. Im Rahmen der ISPA besteht 
dagegen eher die Tendenz, die wirtschaftlichen Überlegungen der internationalen 
Finanzinstitutionen (EIB, Weltbank, EBWE) in diesem Zusammenhang zu befürworten. 



Promoting Environmental Investment in Central and Eastern Europe 
 
 

 
 - 8 - PE 300.473 

 
Im Rahmen der ISPA ist man jedoch bisher gezwungen, effiziente Investitionen durch die 
Subventionierung altmodischer öffentlicher Projekte (die einzigen, die vorhanden waren) zu 
untergraben und somit den organisatorischen Status Quo und geografisch nicht optimierte 
Anlagen zu finanzieren. Dies unterstreicht die Notwendigkeit, die Beitrittsvorbereitung 
schnellstmöglich auf Planungs- und institutionelle Fragen zu konzentrieren. Das von der 
Kommission eingeleitete Verfahren PEPA (Priority Projects for Accession) unterstützt 
Beitrittsländer bei der Planung von Investitionen im Zusammenhang mit dem Acquis. Es ist 
jedoch weitgehend quantitativ orientiert und nicht dazu konzipiert, den institutionellen und 
mikro-ökonomischen Zusammenhang derartiger Planungen zu hinterfragen. 
 
Zusammengefasst ergeben sich die Schlussfolgerungen für die praktische Politik aus drei 
Erkenntnissen:  
- die Gesamtbelastung des Haushalts durch erforderliche Umweltinvestitionen wurde zu 

niedrig ausgewiesen und ist untragbar; 
- aus diesem Grund müssen die Möglichkeiten für Investitionen außerhalb des Haushalts voll 

ausgeschöpft werden; 
- es besteht ein umfangreicher Bedarf an Politiken, die auf die Verbesserung der Effizienz 

ausgerichtet sind: Ziel ist die Herbeiführung des größtmöglichen Nutzens für die Umwelt bei 
einem gegebenen Mitteleinsatz. 

 
Größere Effizienzpotenziale sind in folgenden Bereichen vorhanden: 
- Anwendung des Grundsatzes der (beinahe) vollen Kostendeckung zur Verringerung der 

Nachfrage nach Strom, Wasser und Abfallentsorgung und damit Verringerung des Umfangs 
der erforderlichen Investitionen; 

- Optimierung von Management-Effizienzen durch Verlagerung der wirtschaftlichen 
Verantwortlichkeit auf öffentliche oder private Stellen;  

- Schaffung eines Umfeldes, in dem die Gemeinden effiziente Investitionsentscheidungen 
treffen; 

- umfangreiche Nutzung der Bestimmungen in den Richtlinien, die eine Verringerung der 
Investitionen mit hohen Grenzkosten zulassen. 

 
Zur Förderung einer auf Umwelt-Effizienz ausgerichteten Tagesordnung bei gleichzeitiger 
Entlastung des öffentlichen Haushalts müssen die beitrittswilligen Länder 
- Umweltverschmutzung verursachende Industrien, die noch in öffentlicher Hand sind, 

privatisieren; 
- sich vollends zu effektiven Kontrollen verpflichten; 
- den Versorgungssektor, insbesondere die Wasserversorgung, umstrukturieren, um 

geografisch optimale und wirtschaftlich starke Einheiten zu bilden. 
 
Die Kommission muss 
- ihren legalistischen Standpunkt zu den Normen überdenken und dabei die 

Grenzkosten/Nutzenverhältnisse berücksichtigen 
- das Konzept der „administrativen Kompetenz” um Managementstrukturen erweitern 
- von der Anwendung der Obergrenze von 75% für die Gewährung von 

Finanzierungsmitteln im Rahmen von ISPA absehen und stattdessen einen 10 bis 20-
prozentigen Beitrag zur Abdeckung von mehr Projekten und zur Unterstützung eines 
verantwortlichen Managements favorisieren. 
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NOTE DE SYNTHÈSE 
 
Les pays candidats à l'adhésion doivent faire la preuve de leur capacité à se mettre au diapason 
de l'acquis environnemental en présentant, entre autres, un programme et des plans 
d'investissements environnementaux crédibles. S'il est admis qu'un tel programme ne pourra pas 
être achevé au moment de l'adhésion, les exigences en matière de périodes de transition 
spécifiques sont basées sur des données mal interprétées et sur des hypothèses concernant le 
contexte macro- et microéconomique plus vaste de l'élargissement ouvre la voie à d'importantes 
options politiques. 
 
Un simple coup d'œil sur les estimations actuellement disponibles montre que, si l'on se base sur 
la pratique actuelle, le problème de l'intégration de l'acquis est nettement plus difficile qu'il n'y 
paraît. La tâche consiste donc à examiner l'état actuel des choses et à explorer le champ d'action 
des politiques, y compris les réformes structurelles des services publics et de l'industrie, qui 
restent en dehors des compétences habituelles des responsables chargés de négocier le "volet 
environnement". 
 
Le chiffre vedette des investissements nécessaires - quelque 110 milliards d'euros - est à la 
fois trop élevé et trop faible. Il est illusoirement bas parce que les coûts subséquents, 
notamment ceux des budgets publics, ne sont pas correctement évalués: coûts financiers, frais 
d'exploitation et de maintenance. Le fait que, dans les estimations de la Banque mondiale et de 
l'UE, ce chiffre réel de dépenses publiques ne soit jamais exprimé en termes de PIB, mais en 
termes, apparemment moins douloureux, de dépenses annuelles par habitant, est frappant. Pour 
prendre un exemple, sur la base des estimations de la Banque mondiale pour la Pologne, on peut 
calculer que, pour ce pays, ces investissements s'élèveront à 7% du PIB en 2001, pour retomber 
à 3,5% en 2015. Or la moyenne pour l'EU est de 1% et les pays candidats à l'adhésion pourraient 
supporter peut-être le double de cette somme. 
 
Les estimations sont trop élevées en ce qui concerne l'investissement initial, car elles sont le 
reflet d'un monde où la planification et la fixation des prix sont traditionnellement du ressort de 
l'État,  ce qui laisse inexploitées d'importantes réserves d’efficience. Ce fait constitue la 
préoccupation majeure de cette étude. 
 
D'après les hypothèses fondées sur l'état actuel des choses – dans lequel une grand part de ces 
dépenses sont assurées par les budgets publics – les pays candidats ne peuvent relever le défi, 
même s'ils le voulaient. Les critères macroéconomiques d'adhésion à l'UE imposent des limites 
strictes aux actuels déficits budgétaires. Respecter ces limites signifierait prolonger la période de 
mise en œuvre de l'acquis actuel de quelque trente ans, en ignorant tout progrès dans le 
développement des politiques environnementales communautaires. Notons que même avec des 
transferts communautaires massifs, de l'ordre de ceux que reçoivent les actuels pays du Fonds de 
cohésion mais entièrement consacrés au seul environnement, il faudrait au moins quinze ans - 
après l'adhésion - pour rattraper l'acquis. 
 
Échapper au dilemme: le rôle de la politique 
  
L'étude montre qu'il existe trois manières de réduire le problème à des proportions gérables: 
- mettre les dépenses hors budget 
- explorer certains potentiels d’efficacité technique, qui à leur tour exigent souvent: 
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- des changements structurels dans les institutions, la tarification et les politiques de soutien 
par l'Union elle-même. 

 
La première, un mécanisme relativement apolitique de réduction du poids des investissements 
calculés, concerne la part – peut-être 25% du total – représentée par l'industrie. Les évaluations 
de coûts disponibles se basent sur l'hypothèse d'une revalorisation de l'actuel capital social des 
industries manufacturières. L'étude affirme que ce capital social productif (polluant) disparaîtra 
largement, non pour des raisons environnementales, mais parce qu'il ne pourra pas subsister 
dans le marché intérieur pour des motifs de compétitivité (efficacité du travail et de l'énergie), et 
d'exigences des marchés de pointe en matière de qualité. Le nouveau capital social qui le 
remplacera incorporera nécessairement des technologies occidentales qui prennent en compte 
l'acquis environnemental. Les investissements environnementaux supplémentaires ("option-
nels") seront marginaux et "payés" par les économies sur les inputs. 
 
Dans cette perspective, l'exigence politique posée par l'Union de mettre en œuvre la totalité de 
l'acquis en matière de normes de production – Marché intérieur oblige - peut ainsi être étendue 
aux normes de processus, beaucoup plus importantes pour l'environnement (par ex. la directive 
PRIP). Évidemment, les nouveaux investissements doivent, dès à présent, respecter ces normes. 
Il s'agit ici d'affirmer que les débats sur le capital social de "grand-papa", et sur l'évaluation de 
ses coûts, n'ont guère de sens étant donné que cet équipement échouera dès son entrée sur le 
marché et cela bien avant de pouvoir bénéficier de périodes de transition. 
 
Le problème est rendu plus complexe du fait que, dans beaucoup de pays, de nombreuses 
industries parmi les plus polluantes – industrie lourde et pétrochimique – sont encore la 
propriété de l'État Ce qui, en théorie, offre l’option de les protéger dans une certaine mesure des 
règles du marché intérieur par des subventions massives – et constitue un encouragement à ne 
pas ajouter des investissements environnementaux en aval aux exigences de subvention. Mais le 
système actuel d'"assistance respiratoire" dépend d'aides d'État et de prêts non-remboursables 
fournis par des banques publiques, qui seront bientôt illégaux – pratiques qui n'auront plus cours 
quel que soit le scénario d'adhésion. Ainsi, la conclusion se tient, même si les négociateurs sont 
encore attachés à leur vision d'un monde dépassé. 
 
En résumé, si l'on regarde au-delà des limites étroites des négociations environnementales vers 
le tableau plus large des réformes induites par l'adhésion, le poids des investissements évalués à 
l'origine (et associés aux périodes de transition) pour l'industrie et l'énergie (voir ci-dessous) 
peut être largement considéré comme négligeable en ce qui concerne son incidence tant sur le 
budget (zéro) que sur l'économie. 
 
Créer des services publics économes en investissements 
 
Les problèmes relatifs aux services publics – qui font l'objet d'une bonne partie des directives 
sur les investissements lourds – sont plus complexes. Cependant, même dans ce cas, la solution 
au défi de l'investissement environnemental est à rechercher dans des politiques structurelles 
plus vastes. Le potentiel d'économie est démontré par deux types de données empiriques: (1) les 
évaluations concernant le coût des équipements spécifiques, que l'on peut trouver dans diverses 
études et qui peut varier de 1 à 10 en fonction de la technologie et du fabricant; et (2) la série 
des coûts totaux (c'est-à-dire y compris les choix d'échelle, l'optimisation écologique, les 
paramètres opérationnels, etc.) présentée dans les évaluations de la Banque mondiale relatives à 
des secteurs et des pays spécifiques. Ces coûts peuvent varier du simple au double. Il s'agit d'un 
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ratio de potentiel d'efficacité commun aux monopoles publics, identique à celui que l'on trouve, 
par exemple, dans la littérature sur les chemins de fer en Europe occidentale. 
 
La première de ces politiques est la "privatisation" des services publics – véritable dans le cas de 
l'électricité, légale du moins (constitution en société) dans le cas de l'eau et des déchets. Ceci 
permet de réduire le poids des investissements de deux manières différentes. La première 
consiste en une possibilité de financement hors budget, en se rappelant que seul le déficit public 
représente une contrainte sévère. Le second argument en faveur d'un changement est basé sur la 
croyance qu'une meilleure gestion, qui peut aboutir à des économies substantielles, exige des 
entités autonomes ayant des responsabilités économiques, plutôt que des agences 
bureaucratiques. 
 
Toutefois, le passage à l'autonomie des structures de gestion dépend d'un autre choix politique 
bien plus fondamental: la tarification à récupération totale des coûts pour l'énergie, l'eau et les 
déchets dans la mesure la plus large possible (c'est-à-dire socialement). Non seulement ce 
principe pose les bases d'un flux de revenu stable – et par conséquent d'un financement 
indépendant – mais de plus il réduit la demande, donc l'échelle des investissements nécessaires. 
 
Le rapport examine plus en détail deux des trois domaines de service public (électricité, eaux et 
déchets). Le problème de la génération d'électricité peut, dans l'ensemble, être traité de manière 
analogue à celui de l'industrie. Le secteur est de plus en plus soumis à la discipline du Marché 
intérieur, bien que celle-ci soit relativement nouvelle et qu'elle ait encore du mal à s'imposer 
dans certains États membres. 
 
En ce qui concerne l'eau (et, dans une certaine mesure, les déchets) les études de la Banque 
mondiale soulignent les possibilités d'investissements d'un bon rapport coût-efficacité qui 
peuvent être exploitées à condition que les municipalités ne soient pas les uniques instances en 
matière de décision et de propriété. 
 
La principale source d'économies découle de la planification par bassin fluvial et des 
investissements parrainés par des autorités multiples. Ce principe assure une échelle optimale et 
donne la priorité aux investissements à motivation écologique (et non juridique ou politique). 
 
Relativement à ce dernier point, l'étude souligne la règle bien connue des 80/20 (éliminer les 
derniers 20% d'un polluant coûte aussi cher que d'éliminer les premiers 80%). Ainsi, un 
investissement donné peut satisfaire à 100% à la norme de l'UE ou "acheter" la réduction de 160 
unités pour manquement à cette norme. La DG Environnement tend à favoriser l'intégrité de la 
loi plutôt que la qualité de l'environnement. L'ISPA tend à favoriser l'argument économique des 
IFI à cet égard. (BEI, Banque mondiale, BERD)  
 
Cependant, l'ISPA a été contraint de saper l'efficacité des investissements en finançant des 
projets publics dépassés (les seuls disponibles), souscrivant au statu quo organisationnel et aux 
équipements non-optimisés du point de vue géographique. Ceci souligne la nécessité de 
focaliser d'urgence la préparation à l'adhésion sur la planification et les questions 
institutionnelles. Le processus des PEPA (Projets Prioritaires en vue de l'Adhésion) lancé par la 
Commission aide les pays candidats à planifier l'investissement relatif à l'acquis, mais il est 
largement orienté sur la quantité et il n'est pas conçu pour examiner le contexte institutionnel et 
microéconomique d'une telle planification. 
 
En résumé, les implications politiques pratiques procèdent de trois points de vue: 
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- le coût budgétaire total des investissements environnementaux nécessaires a été sous-estimé 
et il est insoutenable ; 

- l'ensemble du champ d'action des investissements hors budget doit par conséquent être 
exploité;  

- il existe de nombreuses possibilités d'appliquer des politiques axées sur l'amélioration de 
l'efficience: réaliser le plus grand bénéfice environnemental possible en fonction d'un 
montant déterminé de ressources. 

 
Les principales réserves d'efficience se trouvent dans les domaines suivants: 
- utilisation du principe de la (quasi-) totale récupération des coûts pour réduire la demande 

en électricité, eau et élimination des déchets, afin de réduire l'échelle des investissements 
nécessaires; 

- optimiser la gestion des économies en confiant les responsabilités économiques aux agents 
publics ou privés; 

- créer un contexte dans lequel les municipalités puissent prendre des décisions efficaces en 
matière d'investissements; 

- utiliser au maximum les dispositions des directives qui permettent des dérogations pour les 
investissements à coûts marginaux élevés. 

 
En vue de promouvoir un ordre du jour axé sur l'efficience environnementale tout en soulageant 
le budget public, les pays candidats doivent: 
- privatiser les industries polluantes appartenant encore à l'État; 
- s'en remettre totalement à des organes d'inspection efficaces; 
- réorganiser le secteur des services publics, notamment l'eau, pour former des entités  

géographiquement optimisées et économiquement fortes. 
 
La Commission doit: 
- réviser sa position juridique en matière de normes afin de prendre en compte les ratios coût 

marginal /bénéfice; 
- élargir le concept de la "capacité administrative" pour y inclure les structures de gestion; 
- s'abstenir d'utiliser le plafond des 75% de l'ISPA pour accorder des financements et 

opter de préférence pour une contribution de 10-20% pour couvrir davantage de projets et 
encourager une gestion responsable. 
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1. INTRODUCTION 
 
This study seeks to examine the economic and policy context for environmental investments in 
the candidate countries of Central and Eastern Europe. This context is created by 
macroeconomic constraints, the unfinished process of transition, and the agenda of the European 
Union. The task is to identify these constraints and point to policy options for decision-makers 
on both sides of the enlargement process1.  
 

1.1. The looming negotiating impasse 
 
Benefiting from its experience in the previous enlargement, the Commission will not be satisfied 
with the legal transposition of the environmental acquis by the new candidates for accession. 
Rather, it has established a triple test of acquis compliance, giving equal importance to 1) legal 
transposition, 2) administrative enforcement capacity, and 3) physical investments needed to 
comply with the Directives. 
 
Progress has been unsatisfactory on all three levels. As regards legal transposition, the simple 
option of adopting (translating) the body of EU regulation without changing a comma has not 
been chosen by most candidate countries, although a look across the western border would have 
shown that there is a wide scope indeed for national variations in the timing and method of 
implementing Directives, especially below the Framework Directive level.  
 
The candidate countries themselves see the second acquis test, i.e. building the administrative 
capacity to enforce the environmental acquis on the ground, as increasingly problematical. The 
explanation is partly budgetary  - state salaries no longer attract qualified personnel - and partly 
political.  
 
First, responsibility for environmental matters is widely distributed among half a dozen 
ministries2 of which the environment ministry is usually the weakest. Coalition governments 
make any re-assignment of responsibilities especially difficult.  
 
Secondly, effective environmental inspectorates and the issuance of permits require the 
empowerment, including funding, of regional and local levels of administration. De-
centralisation is an ongoing process in most candidate countries, which extends well beyond 
environmental matters. But decision-making remains suspended while the bigger picture is 
defined. 
 
This study deals primarily with the third acquis test: investment in physical plant needed to 
comply with the acquis. Here, progress was always expected to be slow, since there is both a 
shortage of money and inherent technical delays in planning and executing works. However, the 
tight-budget explanation for the slow pace of environmental investments could not explain why 

                                                 
1  The study did not include an analysis on climate change policy given that COP6 in The Hague has not brought 

the expected results regarding  flexible mechanisms. Without knowing the details of future emission trading 
systems, and the European Commission’s interpretation of such agreements for the purpose of accession, any 
analysis would have been speculative at this time.  

2  Agriculture, Health, Energy, Atomic Energy Agency, Industry, Environment, Prime Ministers’ Office, etc.  



Promoting Environmental Investment in Central and Eastern Europe 
 
 

 
 - 14 - PE 300.473 

there was only a trickle in the “project pipeline” even for potentially Phare/ISPA-funded 
investments.  
 
It would seem that some of the problems with this third test of conformity are not unrelated to 
those of the second: obscure administrative lines of responsibility. In the case of investments, 
however, the municipal level is particularly important, notably as regards water, wastewater, and 
waste management. 
 
It would also appear that this immobility is not entirely unwelcome to the governments. They 
have been told that the major part of the needed investment must come from local sources. Thus, 
any project delayed is an expenditure avoided. There are, of course, EU grants available, but 
much of Union “assistance” will take the form of loans from the international financial 
institutions (IFIs). While such loans are granted at relatively advantageous rates, especially by 
the EIB (which offers grace periods of up to five years) they are generally not soft loans and 
always require sovereign guarantees. 
 
Such guarantees are considered on the same footing as direct government debt. The ability of 
Central and East European Country governments to indebt themselves is limited both by the 
EU’s macro-economic accession criteria and by precise ceilings negotiated with the IMF and 
expressed, i.a, in terms of GDP percentages of permissible annual new indebtedness. In other 
words, environmental projects not only compete in current budgetary terms with other social 
needs – education, health, defence  – but also in terms of a finite annual limit of debt-financed 

public investment. 
 
In this competition, candidate governments generally give higher priority to investment in 
transport infrastructure, notably roads. These are politically popular and yield short-term 
economic gains. Socio-economic returns as high as 200% on some projects have been calculated 
by the World Bank.  Motorway projects are also larger than environmental ones, and technically 
much more straightforward. On both accounts, they are easier to administer in an international 
context. 
 
The Commission has launched an initiative, PEPA (Priority Environmental Projects for 
Accession), to look into the reasons for the low rate of project proposals and to help both the 
candidates and the Commission to get a detailed and accurate view of their own acquis-related 
project preparation. The significance of this programme goes well beyond technical assistance: 
it is a crucial preparation for the end-game of entry negotiations, when decisions on transition 
periods have to be taken.  
 
Experts have estimated the investment cost for CEEC candidates of achieving compliance with 
environmental acquis at around 3-4% of GDP over twenty years. Commonly accepted 
prudential limits on public spending for the CEEC economies advise a maximum expenditure on 
environment – investment, financial charges and operational costs added together – of around 
2.5% of GDP per annum. This suggests a mathematical necessity for transition periods 
expressed in decades rather than years.  
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1.2. A path towards economically sustainable acquis investment 
 
This study argues that there are policy options available to substantially reduce the gap between 
the desirable and the possible. The present impasse results in part from a planning and forecast 
exercise which, like the discredited socialist planning of the past, is based on multiplying 
quantities, taken as given, with equipment and operating costs, taken as given.  
 
The study seeks to demonstrate: 
- The real constraint is budgetary rather than macroeconomic. The full scope for off-budget 

investments needs therefore to be exploited. 
- There is a large scope for policies directed at improving efficiency: achieving the greatest 

environmental benefit for a given amount of resources. 
 
Major efficiency reserves lie in the following areas: 
- using the (near-) full cost recovery principle to reduce demand for power, water and 

waste; 
- optimising management efficiencies through shifting economic responsibilities to public 

or private agents; 
- creating a context in which municipalities take efficient investment decisions; 
- making generous use of provisions in the Directives which allow derogation for 

investments with high marginal costs; 
 
In order to promote an environmental-efficiency oriented agenda, the candidate countries should 
- privatise polluting industries still in public ownership; 
- fully commit to effective inspectorates; and 
- re-organise the utility sector, especially water, to form geographically optimal and 

economically strong entities. 
 
The Commission should 
- review its legalistic stance on standards to take account of marginal cost/benefit ratios; 
- enlarge the concept of  “administrative capacity” to include management structures; 

and 
- refrain from using the ISPA 75% ceiling on grant finance and favour instead a 10-20% 

contribution. 
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2. THE INVESTMENT CHALLENGE 

2.1. Acquis-related investment 
 
Major investments are related to a relatively small number of directives, with the most costly 
ones related to Water and Power. They include: 
- Large Combustion Plant Directive (1988) 
- Urban Waste Water Directive (1991) 
- Drinking Water Directive (1980) 
- Air Quality Framework Directive (1996) and its daughter directives 
- Integrated Pollution Prevention and Control (IPPC) Directive (1996) 
- Hazardous Waste Incineration Directive (1994) 
- Municipal Waste Incineration Directives (1989) 
- The Landfill Directive  (1999) 
- Several directives related to solid waste management and recycling schemes 

 
Physical investment will also be required, under the heading “administrative capacity” for 
monitoring stations, laboratory equipment, etc. The details of these investments are summarised 
in Table 1. 
 

2.2. The hundred billion € question 
 
As indicated earlier, the Commission drew the lesson from the last enlargement not to take 
“yes” for an answer. After seemingly successful completion of entry negotiations it was found 
that putting the legal acquis on the books merely set up a strong claim by the new members for 
massive transfers (Cohesion Fund) to enable them to actually abide by the laws. The transition 
periods were not so much negotiated ex-ante, but resulted ex-post from the speed with which the 
Union could finance the physical plant needed.  
 
In the context of CEEC enlargement, the problem could be expected to be much larger, if only 
because of relatively high degrees of industrialisation – and hence a high number of pollution 
sources – but above all because per capita GDP is half the level of the previous candidates, 
while the cost of environmental investment in many cases reflected world market prices. 
 
Thus, in order to mobilise local resources early, the Commission needed 1) to make a credible 
physical investment situation part of the environmental acquis test and 2) to convince both the 
candidate countries and the Western donor community of the magnitude of the task.  
 
To achieve this aim, the Commission staged what can be described as a successful public 
relations coup with the publication of a study in May 1997, which showed the need to invest 
between 110 and 120 billion € to meet the acquis3. In spite of considerable methodological 
weaknesses – pointed out in the study itself – this result still stands today and is accepted by the 
candidate countries. 
 
 

                                                 
3  EDC, Compliance Costing for Approximation of EU Environmental Legislation in the CEEC, May 1997. 
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Table 1. The structure of acquis-related investment 
 

SECTOR/DIRECTIVE LIKELY INVESTOR HEAVY INVESTMENT OTHER INVESTMENT 

Air Quality 

Fuel Quality Directives (see 
also IPPC Directive below) 

Oil refineries Process changes Testing systems 

Water Quality 

Drinking Water Directive Municipalities, water 
utilities/companies 

Water collection/abstraction 
Water treatment plants 
Water delivery/supply systems 

Surface water monitoring 
DW quality monitoring (at 
treatment plant & at tap)  

Urban Waste Water 
Treatment Directive 

Waste water collection systems 
Waste water treatment plants 

Effluent monitoring 
 

Sewage Sludge Directive 

Municipalities, water 
utilities/companies 

Sludge de-watering systems 
Sewage sludge incinerators 
Composting/treatment plants 

Sludge transport systems 
Land spreading systems 
Monitoring systems 

Urban Waste Water 
Treatment Directive 

Waste water treatment systems  
New processes (cleaner techs.) 

Water quality monitoring 
Modelling systems 

Dangerous Substances into 
Water Directive 

Industrial companies 

Waste water treatment systems 
New processes (cleaner techs.) 

Water quality monitoring 
Modelling systems 

Nitrates Directive Agricultural enterprises Animal waste storage facilities 
Waste treatment systems 

Water quality monitoring 
Modelling systems 

Waste Management  

Municipal Waste Incineration 
Directives 

Municipalities, waste 
utilities/companies 

Municipal waste incinerators Waste collection/transport 
Air quality monitoring 

Hazardous Waste Incineration 
Directive 

Industry, waste utilities, 
hospitals 

Hazardous waste incinerators Waste collection/transport 
Air quality monitoring 

Landfill Directive Municipalities, waste 
utilities/companies, 
industry 

Municipal waste landfill sites 
Hazardous waste landfill sites 
Closure of old landfills 

Waste collection/transport 
Water/groundwater 
monitoring 

Industrial Pollution Control 

Integrated Pollution 
Prevention & Control 
Directive 

Industry, agri-industry, 
waste utilities 

New processes (cleaner techs.) 
Pollution control systems 

Air/water/groundwater 
monitoring 

Large Combustion Plant 
Directive 

Industry, energy utilities New processes (cleaner techs.) 
Air pollution control systems 

Air quality monitoring 

Solvents Directive Industry incl. SMEs New processes (cleaner techs.) 
Air pollution control systems 

Air quality monitoring 

Source:  ECOTEC internal working documents (PEPA project). 
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Table 2. The 1997 study: Investment for approximation for the CEEC (billion ECU)1 
 

Water Waste Total investment  
Supply Waste- 

water 
Total 

Air 
min max Total 

min2 
Total 
max2 

 
Total/ 
capita 

Poland  4.4 13.7 18.1 13.9 2.2 3.3 34.1 35.2 927 
Hungary  3.5 3.1 6.6 2.7 2.1 4.4 11.5 13.7 1306 
Czech Rep.  2.2 1.1 3.3 6.4 84 3.84 10.4 13.4 1427 
Slovakia  1.0 0.9 1.9 1.9 0.34 1.604 4.1 5.4 760 
Bulgaria  2.2 2.7 4.9 5.1 1.8 5.1 11.7 15.0 1668 
Romania  3.8 6.3 10.1 9.1 1.0 2.7 20.2 22.0 943 
Baltic 
States  

   8.45 0.45 0.85 8.90 9.30 1148 

Estonia  0.13 1.38 1.50    1.50 1.50 n.a. 
Latvia  0.11 1.60 1.71    1.71 1.71 n.a. 
Lithuania  0.11 2.27 2.38    2.38 2.38 n.a. 
Slovenia  n.a.3 n.a. n.a. 0.69 1.15 1.15 1.84 1.84 n.a. 
Total 17.5 33.1  50.5 48.2   9.7 22.7  108.4   121.5       1140 
% of total  14    27  42 40  19  100  
1  Figures for water supply, air and waste are based on ifo, for waste water on ifo and WRc.  
2  Total min. includes the minimum estimate for landfill, total max. includes the maximum estimate for waste  
   management.  
3  not available. 
4  70% of the total estimate of the ifo Institute for Czech and Slovak Republic can be attributed to Czech  
   Republic and 30% to Slovak Rep. 

Source:  EDC, Compliance costing for approximation of EU Environmental Legislation in the CEEC, Final 

              Report, May 1997, p. 104.  

 
There was and is a danger associated with the “headline” number – it seems impossibly large. 
Counting operational (follow-on) costs, over 5% of some candidate countries’ GDP would need 
to be devoted to environmental investment for twenty years to meet the acquis.  

 

Even assuming such an (economically unsustainable) effort, 15-year transition periods would be 
a mathematical necessity, assuming entry in 2005. There are some member states – and in 
Members of the European Parliament – who argue for a maximum transition period of five 
years. One can only advise the candidate countries to accept such a commitment, since it would 
be totally unenforceable. In fact, the situation of the previous enlargement would be repeated, 
putting the onus of compliance on (transfers from) the other member states. 
 
One problem with the large figure is that it leaves no intermediate and therefore enforceable 
target even in the pre-accession phase. The Commission has begun to develop three responses to 
this dilemma.  
 
Pressure of a general kind is being exerted through the unprecedented annual screening process, 
in which “marks” are given on all three elements of the acquis-readiness test, including 
investment. However, the legal and administrative elements are easier to diagnose than progress 
on investment, especially for projects of various planning stages. Nevertheless, much like the 
practice in schools, the screening process allows “marks” to be given for “effort” without using 
precise tests of achievement. However, it also suggests that “effort” is all that is needed, 
ignoring more fundamental constraints. 
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More importantly, in the final accession negotiation the Commission will judge compliance not 
(only) on the basis of investments already made, but on the basis of prospective “funded” 
implementation strategies for the totality of investments needed to carry out the obligations 
under the acquis. 
 
This requires a considerable planning effort from the candidate countries, as well as clear and 
transparent standards on what is a credible strategy. In particular, it forces candidates to list 
sources of funding for each type of investment. Two sources are particularly interesting: Union 
transfers and private investment. 
 
Specifying expected funding (from Phare/ISPA/SAPARD) is relatively straightforward in the 
pre-accession phase, as there is no choice other than to accept the financial framework of 
Agenda 2000 for the time being. However, it puts the candidate countries in an awkward 
position as regards the post-accession phase, as the re-distribution of the Regional and Cohesion 
Funds is itself a matter for negotiation – indeed perhaps the single most important one from the 
standpoint of both the candidates and present beneficiaries. 
 
As regards private finance, there is the temptation (on both sides) to use it as a residual which is 
assumed to cover all expenditure that is impossible to fund by domestic and European transfers. 
Private finance is, however, a less than straightforward notion in the world of utilities where 
much of the heavy investment burden falls. In particular, it is usually part of a mix in which IFI 
financing plays a critical role. This takes us back to the problem of sovereign guarantees, and 
hence the low ceiling on public debt that constrains CEEC investment in infrastructure. 
 
The more realistic and detailed the long-range plan submitted by the candidate countries, the 
more clearly will the objective limits to the accession efforts be revealed, whether expressed as 
share in GDP, share of current budgetary spending, or additions to public debt.  
 
It will then be for the Union to argue that this effort is not enough and delay entry sine die; or 
accept the de facto transition periods, which are revealed by the expenditures and that, can only 
be undertaken after accession. The balance of the moral and technical arguments – financial 
prudence – will favour the candidate countries, putting the onus for accelerating the investment 
programme back on the issue of Union transfers. 
 
In order to devise timely policy responses, it is necessary to look in detail at the aggregate 
figures, to understand the microeconomic choices hidden behind the “working assumptions”, 
and to focus pre-accession co-operation much more directly on the context in which 
microeconomic decisions are taken. 
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3. PUTTING INVESTMENT COSTS INTO PERSPECTIVE 
 
The following table shows that in the case of Poland at least, the estimates of investment costs 
of the EDC study – the source of the € 110-120 billion headline figure – are roughly twice those 
of two other studies undertaken at roughly the same time4. More precisely, the EDC estimate 
corresponds to the upper range of the World Bank estimate, but is twice the lower range. The 

difference between these two describes in part the scope for policy.  
 
Table 3. Comparison of Investment Costs for Compliance, Poland 
 

Sector IBRD estimate  
($ billion) 

TME estimate 
($ billion) 

EDC estimate 
($ billion) 

Drinking water 3-8 0,1 5 
Waste water collection and treatment  9-13 8 16 
Local and long-range air pollution 5-14 5 16 
Waste 3-4 4 3-4 
TOTAL 19-39 17 40 

Source: World Bank Technical Document no.454, Europe and Central Asia Environmentally and Socially   
Sustainable Development Series, Poland. Complying with EU Environmental Legislation, Table 3.2, p. 16. 

 

3.1. Unit costs 
 
The baseline figure for all approximation cost calculations is the unit cost of installations and 
works required to treat sewage, retro-fit power stations, etc. The following table shows truly 
striking cost ranges found in various studies for one particularly technology-intensive item, the 
control of air pollution from “heavy combustion” sources. 
 
The ranges indicated in Table 4 show at least a range of 1:2 between the lowest and highest 
estimate, a range of 1:3 in many, and some show a difference of 600% between the lowest and 
the highest figure. 
 
These differences are in part explained by scale economies. More important are differences in 
manufacturer’s prices, which may in part be justified by lower maintenance and operating costs. 
Nevertheless, these differences point to the importance of transparency and sophistication in the 
procurement process. In policy terms, this suggests: 
- the need for true international tenders, unconstrained by the promise of supplier credits, and 
- the importance of associating third parties, in particular banks, as sources of techno-

economic know-how.  
 
The good news is that these 1997 prices, whether high or low, will fall substantially in real 
terms over the period relevant for acquis compliance. In engineering, real unit prices tend to fall 
as manufacturers streamline their processes and write-off initial development costs over larger 
deliveries. This relationship is pointed out in most studies, but is then ignored in modelling the 
future capital costs of accession. 

                                                 
4  On the other hand, studies undertaken by Hungary, Estonia and others reportedly confirm the EDC estimates. 

One can only speculate as to possible methodological and even political reasons for these latter results. 
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Table 4. Unit costs for air pollution control technology 
 

Cost/Unit (NLG/kg)  
Low high 

Power retrofit (85%) 1.00  1.80 
Power retrofit (85%-95%) 2.50  6.0 
Power new (85%) 0.90 1.50 
Power new (85%-95%) 2.10 4.50 
Industry (limestonewashing/ 
fluidised bed) 

1.10 1.70 

  
3.40 12.20 
10.00 25.00 

 
 

SO2 

Process: 
Degussa 
limestone 
lye stripping    3.00 9.00 

  

0.40 3.20 

Fireplace adjustment 
gas 
coal 0.40 3.80 

  
0.80 4.20 
6.60 13.30 
0.80 2.50 

 
 
 

NOx Low NOx burner 
industry 
small boilers 
gas turbines  
steam injection turbines 2.80 20.00 

NOx -OUT ureum 0.70 2.50 
7.00 55.00 SCR gas 

coal 17.00 140.00 
 
industry 

 
1.70 

 
13.00 

Flue Gas 
Recirculation(NOx) 

small boilers 25.00 55.00 
0.04 0.12 Gas cyclone 

(particulates) 
coal 
brown coal 0.05 0.15 

0.00 0.46 2-step electro filter coal 
brown coal 0.00 0.57 

0.57 5.70 3-step electro or 
cloth/fabric filter 

coal 
brown coal 0.64 10.00 

Source: EDC, Compliance costing for approximation of EU Environmental Legislation in the CEEC, Final Report, 
May 1997, p. 73. 

 

3.2. Investment costs and true costs 
 
While the range of and outlook for unit prices would justify a substantial lowering of estimates, 
another, often neglected factor raises true costs, and hence, potentially, the effects of the budget 
and debt constraint. The initial purchase of equipment or construction cost is only part of the 
real cost to either the economy or the budget. 
 
The broader, more realistic measure of spending on the environment imposed by the acquis is 
the sum of the initial investment, financing costs and current operating costs. Current operating 
costs can be divided in 1) the daily management of the facility, including manpower, raw 



Promoting Environmental Investment in Central and Eastern Europe 
 
 

 
 - 23 - PE 300.473 

materials and energy where applicable and 2) annual maintenance and five-year maintenance 
and associated spare parts expenditure. 
 
The usual method used to estimate the true costs of investment is to take the initial investment 
cost, add a sector-specific percentage of operating costs and a cost-of-finance charge. This has 
two drawbacks. 
 
First, the operating costs are themselves a potential target for policy. In the public sector, for 
instance, high manpower levels and unrealised outsourcing opportunities often double the costs 
compared to those obtainable under efficient management regimes. 
 
Secondly, counting all operating costs of new investment as additional to the status quo neglects 
the cost of operating existing facilities. Old power or water plants in the CEECs have 
inordinately high maintenance costs, not least because the replacement of worn-out parts is very 
high and constitutes a disguised and permanent form of “investment”. They also have a 
technically determined low labour productivity, which is added to the political overmanning.  
 
Table 5 below seeks to show schematically, how a new plant by adding 80 cost units to the 
acquis account, may actually save 10 units over the life of the investment. This is, of course, the 
reason why capital equipment is now so rapidly replaced in the private sector – cycles of five 
years for machinery are not uncommon. But even in the slower-moving world of heavy utilities, 
capital rejuvenation pays for itself over time in productivity. 
 
 

 CAPITAL COST MAINTENANCE OPERATION (15 YRS) TOTAL 

STATUS QUO 0 
 

40 50 90 

NEW FACILITY 30 20 30 
 

80 

 
 
The lower operational costs assumed are derived from technical progress that is inevitably 
incorporated into new plant in the form of: 
- a 3% compound labour productivity improvement over the last twenty years. (There is also a 

political component in overmanning, discussed later in this paper.) 
- substantial savings in energy efficiency and use of raw materials where applicable.  
 
However, this sort of calculation provides some comfort only as regards replacement 
investment, e.g. of old power stations. For the single most important sector of expenditure, 
water, this is less relevant. The treatment facilities and sewerage systems mandated by the 
acquis are largely additional to what exists today, so that associated operating costs must be 
fully counted. 
 

3.2.1. The cost of finance 

 
The World Bank, in making the annualised cost calculations reproduced elsewhere in this study, 
uses a 12% rate for the cost of money. This method of calculation is questionable, since it is 
partially derived from a different decision-making context. When judging the economic viability 
of a single project, including social economic returns, the World Bank applies a threshold, 
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which used to be 10% and is now 12%. This helps the public sector to think in terms of 
opportunity costs, and thus to use public money prudently.  
 
A desirable rate of return does not, however, equal the actual cost of money, especially in a 
world of sovereign-guaranteed loans. A more common assumption, which is reasonable for at 
least the more politically stable and larger countries for much of the 15-year forecast period, 
would be a 3% real interest rate for money largely borrowed by central government and/or 
obtained through IFI credits. The difference between the two rates, assuming a 15-year payback 
period is 58% of the total capital cost. That is, a plant costing  € 100 million would require a 
total budget outlay of either €196 or € 124 million – a difference of almost 60%. 
 
In one World Bank country report, the 12% interest rate is assumed specifically for the Czech 
water sector, with the argument that investors in the privatised (and low risk) UK water sector 
are claiming 6-9% as their cost of capital5. But not only are these UK rates presumably nominal 
rates and combine bank debt with expensive equity, but they also apply to a non-recourse, i.e. 
non-sovereign guaranteed environment with no access to preferential IFI lending.   
 

3.2.2. The operating cost/GDP ratio 

 
One of the striking features of studies estimating environmental acquis costs is that total costs 
(investment plus operating costs) are only shown on a per capita annual basis and not expressed 
as a percentage of GDP. Where such a GDP relation is stated, it is usually as a percentage of 
2015 GDP. This still yields a high figure. But the true picture emerges if one compares these 
annualised expenditures to the GDP of the early years.  
 
Counting backward from one recent World Bank calculation of a 3.7% share of total 
environmental accession costs in 2015 GDP for (only) the three most important areas yields a 
cost of compliance of over 7% of GDP in 2000!  
 
Even with the caveats on possible overestimation regarding unit costs, financing costs and net 
operating costs, these figures are truly daunting, especially as they exclude non-compliance-
related spending on the environment and administrative spending.  Assuming a “reasonable” 
spend on the environment at double the EU figure of 1% of GDP, they suggest something like a 
30-year transition period. 
 
The usual representation of acquis costs in terms of per capita thus hides from view a crucial 
magnitude that must be faced squarely by policy-makers. The implicit strategic issue can not be 
settled in “chapter” screenings, but requires an early and comprehensive look at the figures well 
before the Agenda 2000 review exercises in 2002 and 2003. 

                                                 
5 World Bank, Czech Republic, op.cit., p. 173 
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Table 5.  Compliance costs as share of GDP: Poland 
 

AIR WATER TOTAL* YEAR 
Low High Low High Low High 

2000 1.13 3.63 1.48 2.51 3.4 7.34 
2001 1.08 3.46 1.41 2.4 3.24 7 
2002 1.02 3.29 1.34 2.27 3.07 6.64 
2003 0.97 3.15 1.28 2.18 2.92 6.36 
2004 0.93 2.98 1.22 2.06 2.79 6.03 
2005 0.88 2.85 1.16 1.97 2.66 5.76 
2006 0.84 2.72 1.1 1.88 2.52 5.49 
2007 0.80 2.58 1.05 1.79 2.41 5.22 
2008 0.76 2.46 1 1.7 2.29 4.97 
2009 0.73 2.34 0.95 1.62 2.19 4.72 
2010 0.69 2.23 0.91 1.54 2.08 4.5 
2011 0.66 2.13 0.86 1.47 1.98 4.3 
2012 0.62 2.02 0.82 1.4 1.88 4.08 
2013 0.59 1.93 0.78 1.33 1.79 3.9 
2014 0.57 1.83 0.75 1.27 1.71 3.71 
2015 0.54 1.75 0.71 1.21 1.63 3.53 
*  Includes additional sectors, e.g. solid waste management. 
Source: Recalculated from World Bank Technical Document no.454, Europe and Central Asia Environmentally 

and Socially Sustainable Development Series, Poland. Complying with EU Environmental Legislation, 
Table 3.1, p. 15. Assumed GDP growth 2000-2015 is 5% per annum. 

 
In the following chapters, two approaches are used to reduce these numbers to tolerable 
proportions, keeping in mind the implicit promise of observed variations in unit costs (Table 3) 
and the wide spread of estimates in aggregate costs (Table 4). The first looks at the private 
sector share of these costs and shows that they all but disappear in a broader competitiveness 
perspective. The second approach is to look at public sector spending and to explore ways to 
lower the costs of compliance through improved management and efficiency-oriented policies 
by the European Union. 
 
Before turning to these matters, two short comments may serve to provide a preliminary 
measure of comfort when faced with the discouraging numbers of Table 6. 
 

3.3. The importance of growth 
 
Economic growth assumptions have a misleadingly perverse effect on numbers for the cost of 
acquis investment. Thus, a 5% compound growth rate almost doubles the calculated energy 
needs for industry and hence the associated abatement investments required. For cars, it almost 
triples the numbers and thus the notional costs of “adding” catalytic converters. 
 
In fact, the real problem of meeting the acquis is much lower under a high-growth scenario. 
New capacity with in-built pollution abatement would need to be introduced, while the rate of 
capital rejuvenation – i.e. closure of older capacity – would also accelerate. Tax receipts would 
rise faster than growth itself (higher incomes and profits yield more than proportionally higher 
tax receipts), thus making the provision of public services more affordable. Moreover, in the 
case of one heavy-investment sector, that of water, demand would not rise significantly under a 
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high-growth scenario, i.e. more money would be available to pay for the same physical 
investment. 
 
Nevertheless, these findings underline the need for “sustainability”, i.e. the adoption of 
environmental policies that do not damage economic growth either through a general rise in 
costs or through an induced permanent fiscal crisis which would lead to a permanent austerity 
stance in economic management. 
 

3.4. Benefits 
 
Some representations of the environmental cost of accession treat these costs as a dead-weight 
loss on the economy – a kind of accession tax paid to satisfy the preoccupations and values of 
rich protestant countries in the EU.  Even the IFIs speak of long-term benefits, which are 
difficult to explain to cash-strapped consumers who may have to pay more for their daily needs. 
 
Early next year the Commission will have in hands a study that examines the benefits side in 
some detail. In our effort to put the “headline figure” of accession costs into perspective, it is 
worth flagging some of these benefits – those which translate into cash savings and/or improved 
tax returns for public authorities from a more productive private economy. First among these 
monetary socio-economic benefits is health. Public expenditure is avoided by a reduced 
incidence of sickness, such as that caused by lowered resistance to an ambient cocktail of 
chemicals; respiratory illnesses, hygiene compromised by a lack of sewerage, etc. The economy 
benefits from fewer work days lost and the higher productivity associated with wellness.  
 
Another sector likely to benefit is tourism, both as regards nature and city tourism, where less 
grime on buildings and better air quality add to the attractiveness of the CEEC’s urban 
patrimony. Foreign investment has been shown to respond to the attractiveness and safety of 
competing locations. 
 
It is likely that all these benefits together may add up to at least 0.2% of GDP, which would net 
out 10% of an assumed 2% of GDP spent on the environment. Other benefits of an improved 
environment, however, give direct, if non-monetary consumer benefits – cleaner air, safer 
drinking water, a landscape without unsightly and dangerous landfills. These and other benefits 
do not show up in GDP, but represent as much real value as a better consumer product 
commanding a premium price.  Many of these benefits are, of course actually paid for through 
higher user charges and cannot be double counted in a non-monetary benefit argument. 
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4. PRIVATE INDUSTRY 
 
As stated in the introduction, only the public budget (deficit) constitutes an absolute, non-
negotiable constraint on the candidate countries’ ability to carry out acquis investments. A 
considerable share of the total investment charge falls, however, on the manufacturing industry. 
Thus, data for the Czech Republic show that half of the “big-ticket” expenditures in the field of 
air pollution and waste management can be shifted from the public budget under certain 
assumptions.  
 
An even larger private share is obtained if the power (generating) sector is also counted in this 
category, as electricity is now becoming an internationally traded sector. The industrial tradable 
sector as a whole thus represents the single best hope to shift acquis investment off budget. 
 
In this section it is argued that it would be wrong to consider these investments as a “charge” on 
the nation in the same way as investment by public utilities. However, in reality, many heavy 
engineering and large chemical companies in the CEECs are still under public ownership or, 
even if formally privatised, depend on the public banking sector for working and investment 
capital – effectively subsidies.  In both cases, environmental investment ultimately generates a 
charge on public accounts.  
 
By 2005, however, with few exceptions, private or mixed ownership of industry will be the rule 
in countries seriously considering accession, if only because the reform of the banking system 
will remove the means of subsidising such enterprises by the backdoor6. In a more long-term 
perspective, the assumption that “industry” means private, and hence off-budget investment, 
stands. 
 
The case of power is a special one, as this sector shares some of the characteristics of (other, 
public) utilities considered in Chapter 5. However, as is explained under point 4.2 below, it can 
and should largely be treated as a manufacturing industry. 
 

4.1. Investment by manufacturing industry 
 
The main Directives relevant to manufacturing industry and the associated investment costs are 
summarised in Table 7 below. 
 
There are no global estimates for compliance costs to industry as such. Some figures can help to 
illustrate the nature and size of the investment effort. 
 
Table 8 refers to annualised costs of compliance with the waste Directives for Polish industry. It 
shows that the largest costs arise from responsible management of industrial waste in the non-
ferrous metal industry and hazardous waste for the chemical industry.  
 
 

                                                 
6  For a description of state subsidies via the banking sector and government guarantees, see e.g. World Bank, 

Czech Republic, op.cit., Chapter III on Contingent Liabilities and Chapter VII, Financial Sector.  
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Table 6. Private Sector Acquis Investment 
 

Likely Investor Directives Heavy investment Other investment 
Agricultural enterprises 
and industry 

Nitrates Directives Animal waste storage facilities 
Waste treatment systems 

Water quality monitoring 
Modelling systems 

IPPC Directive 
 

Pollution control systems 
New processes (cleaner techs.) 

Air/water/groundwater 
monitoring 

Dangerous Substances 
into Water Directive 

Waste water treatment systems 
New processes (cleaner techs.) 

Water quality monitoring 
Modelling systems 

Hazardous Waste 
Incineration Directive 

Hazardous waste incinerators Waste collection/transport 
Air quality monitoring 

Industry incl. SMEs 

Solvents Directive New processes (cleaner techs.) 
Air pollution control systems 

Air quality monitoring 

Industry, energy 
utilities 

Large Combustion 
Plant Directive 

New processes (cleaner techs.) 
Air pollution control systems 

Air quality monitoring 

Source: ECOTEC. Internal working paper, PEPA project. 

 
 
Table 7. Annual costs for the Polish Environmental Policy Plan, 2000, additional costs in 

comparison with 1991. ‘High-growth market-based policy’ scenario (MEC U) 
 
Sector                                           SO2                            NOx                       Particles                      Total 
Paper 5.78 0.94 10.63 17.34 
Refineries 24.65 5.10 0.85 30.60 
Org Chemical 17.77 1.70 12.07 31.54 
Fertiliser 6.55 0.34 5.36 12.24 
Other chemical 43.35 3.15 65.28 111.78 
Iron and steel 125.89 4.08 35.28 165.24 
Non-non-ferrous 
Metals 

 
33.83 

 
0.34 

 
9.61 

 
43.78 

Power 263.25 96.63 349.44 708.31 
Total 521.05 111.27 488.5 1 120.81 
Source:  EDC, Compliance costing for approximation of EU Environmental legislation in the CEEC, 

              Final Report, May 1997, Table 5.4, p. 74. 

 
 
The costs of compliance to the EU acquis to be borne by industry are not limited to investments. 
Water and electricity tariffs will rise significantly, as will the cost of waste disposal by third 
parties. From an internal market perspective, this rise in costs is desirable – much of the fear of 
environmental dumping (“distortion of competition”) relates to potentially lower current costs. 
 
While under a rigorous privatisation scenario, investment itself is taken off the public budget, 
and the administrative costs of insuring compliance occur disproportionally in relation to the 
manufacturing sector. This not only involves public spending on qualified manpower, but also 
physical investment in monitoring and testing equipment. 
 
This is eminently an area where 75% grant funding from ISPA could play a role, provided that 
demands for such equipment are bundled so as to exceed the € 5 million threshold operated by 
ISPA. Linking such demand for funding to integrated plans, such as basin development would 
greatly strengthen the chances for funding. 
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More generally, however, the upgrading of  “administrative capacity” required under the acquis 
should be given high priority, if only because the presence of an effective inspection mechanism 
is the only credible signal for many, especially smaller industries, that controls are serious. 
“Cowboy” investment, including by foreign SMEs hoping to benefit from transitional 
weaknesses of enforcement structures, can thus be discouraged. 
 
The budgetary expenditures for enforcement, however, are partially offset by savings from the 
public budget derived from effective enforcement itself. Thus, to the extent that industries treat 
their effluents before discharge, both the public costs of drinking water purification and sewage 
treatment can be reduced. Similarly, the cost of cleaning up waste dumps and managing existing 
ones is not unrelated to the enforcement of Directives dealing with solid and hazardous wastes 
from private industry. There should thus be strong resistance by the candidate countries, 
negotiating teams to please for transition from domestic industries, or to collusion in non-
enforcement once acquis-conform once legislation is adopted. 
 

4.2. The Internal market 
 
Industry in the European Union, generally very favourable to enlargement, insists on a 100% 
compliance with the acquis for standards, which affect competitiveness. This concern is referred 
to as the “level playing field”, or more simply as environmental dumping. 
 
The Internal Market is one of the most powerful driving forces of environmental policy-making 
in the Union, since concerns over market distortions require EU-level action related to 
environmental problems that might otherwise have been left to national action under the 
subsidiarity principle – supplemented by some common declaratory rhetoric.  
 
National environmental policies can distort the market in two principal ways: 
- the regulation of process technology to the extent that it effects costs; and 
- product standards. 
 
The competitiveness concern is chiefly related to the first set of regulations. The effect of 
varying product standards on the Internal Market is subtler. Business incurs costs when it has to 
adjust products to different markets. This is not only true for exports, but may also occur when 
producing locally (FDI) and when design, capital equipment and supply chains have to be 
adjusted to suit different requirements.  
 
In the enlargement negotiations, the concerns of the then DG III as expressed in its White Paper 
on the Internal Market and the Environment seem to be limited to this aspect: 

The White Paper includes legislation which directly affects the free movement of good 
and services, leaving out legislation which relates to pollution from stationary sources 
and to processes rather than products...[emphasis added] The result is that most 
environmental legislation is not covered. 

 
By implication, this larger share of the environmental acquis is a matter for environmental 
policy as such, with the partial exception of the EU’s waste strategy. 
 
The consensus of the business community closely parallels this assessment. It declares that the 
acquis related to product standards must be implemented in full before accession, while the 
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implementation of process standards is negotiable from an Internal Market point of view. (An 
exception is electric power generation in a rapidly liberalising market.) 
 
Both these stances seem to conflict with a diffuse concern over competitiveness that is present 
in both the candidate countries and the Union. Some in the present Union fear that permissive 
process standards within a larger single market would lead to environmental dumping. For the 
candidate countries, there is a fear of being forced to make costly additional investments that 
would erode their ability to compete and, at the margin, to force them to take some plant out of 
production altogether. 
 

4.3. The environmental effects of competitive capital rejuvenation 
 
Both fears are largely unfounded. In making this argument, one needs to distinguish between the 
manufacture of finished products on the one hand, and bulk commodities such as steel, 
aluminium and other metals, bulk petrochemicals, etc. on the other. 
 
As regards finished products, the option of gaining market share through cost advantages from 
“dirty” production methods is not really available. Old, polluting capital equipment is also 
inefficient with respect to energy and labour productivity, outweighing any advantage from 
polluting practices. Secondly, such plant cannot deliver the product quality (precision, 
uniformity, reliability) required in an increasingly sophisticated market for capital goods, 
components and consumer goods. Such plant will therefore be scrapped after enlargement, if not 
before. 
 
When such outdated plant is replaced by modern equipment, this has to be procured from 
Western capital goods producers which have “internalised” decades of environmental 
legislation. Such plant may not fulfil the criteria of “clean technology”, but it is designed to 
minimise environmental costs as imposed by current law.  
 
Perhaps surprisingly, some of the same mechanism applies too much of the lower end of 
manufacturing, i.e. processed or semi-finished commodities. Here too, product quality standards 
are of growing importance and require new, sophisticated process technology. Another more 
powerful economic force requiring the scrapping of old, polluting plant is the price of energy. 
 
The Commission insists that all new investment in the candidate countries must as of now fully 
comply with the regulatory acquis. This means that the very notion of transition periods for the 
acquis as regards the regulation of industrial processes can only relate to older capital stock, 
which is rapidly shrinking anyway and indeed is condemned to be replaced in an enlarged 
market. “Grandfathering” existing plant beyond the date of accession would just delay the 
inevitable. 
 
Thus, if candidate countries are concerned over the gap between the environmental performance 
of their industries and the acquis, and worried about the cost of meeting the acquis, they are 
simply underestimating the much larger process of capital rejuvenation that will follow 
enlargement – and hence the cost of environmental compliance.  
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4.4. Power generation 
 
The problem is more complex in the power sector.  Here, effective EU liberalisation is a near-
term prospect. However, the market perversely rewards old polluting plant that has been written 
off – the reverse of the situation in manufacturing. In this area, therefore, internal market 
requirements strongly suggest the need for a 100% technical compliance at the moment of entry. 
(For the purpose of competitiveness, it may be sufficient to have “financial closure” of 
investment projects, as this would affect pricing immediately.)  
 
This would either require retrofitting old power stations or replacing them with new, e.g. gas-
powered, plant. In either case, any power station still in public ownership would pose a major 
burden on public budgets. There is thus a strong case for transferring power generation totally to 
the private sector, as has already occurred in Hungary.  
 
The importance of the power sector in the overall expenditure for air pollution control appears 
from the following table for the Czech Republic. More importantly, it shows that the quasi-
totality of expenditures for acquis compliance would fall on the private sector under a radical 
privatisation scenario. The estimate by the World Bank assumes a roughly 50/50 split between 
the public and private sectors, in part because district heating – typically a municipal utility – 
requires extensive interventions. With a privatised power sector the split would be about 30/70, 
taking two-thirds of this large item off the public accounts. 
 
Table 8. Cost estimates for air pollution control (in Million €) 
 
Item Investment Recurrent 
 Low High Low High 
Extension of the state administration  - - 1 2 
Monitoring improvement - - 6 6 
Stationary pollution sources (adapting incinerators)1 28 28 6 6 
Stationary pollution sources (new  incinerators)1 275 413 55 83 
Avoiding water pollution around incinerators 8 8 - - 
Improving oil production technology2 275 275 28 28 
Elimination of asbestos 17 17 - - 
Elimination of ozone-damaging compounds 28 28 - - 
Finishing effective salvage network 14 28 - - 
Improving forest protection against air pollution - - 1 2 
District heating3 250 623 44 125 
Power sector4 182 182 27 27 
Overall Cost 1,074 1,628 164 274 

of which financed by the local government (percent) 41 48   
of which financed by private sector (percent) 58 52   

1 Recurrent expenditures were estimated at 20% of capital costs. 
2  Recurrent expenditures were estimated at 10% of capital costs.  
3 These calculation are based on the need for 3,600 MW new generating capacity (380,000 households living in 

60-square meter apartments consuming 0.16 kW per square meter). The high estimate assumes that all of this 
capacity will be coal-fired and the cost of fitting pollution control equipment is $150 million/1,000 MW for SO2 
reduction and $20 million/1,000 MW for NOx reduction. The low estimate assumes that half of the new 
generating capacity will be gas-fired, which requires no additional expenditure to comply with environmental 
standards, and that the cost of meeting both SO2 and NOx standards on the coal-fired portion of the new plant 
will be $120 million/1,000 MW.  

4  It includes additional strictly environmental investments by the Czech Power Company, CEZ.  
Source: Czech Republic. Towards the Accession, Main Report, A World Bank Country Study, The World Bank, 

Washington D.C., 1999, p. 181. 
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Similar comfort can be drawn from following table on waste management. Here, too, half of the 
expenditure – in the particular case of the Czech Republic – would fall on the private sector. 
 
Table 9.  Waste Management Investment and Recurrent Costs  (€ million) 
 

Cost type Element 
Investment2 Recurent3 

Financed by1 

General Directives    
-Reinforcement of State Administration  3.3 S 
-Building 2.8  S 
Waste management installations    
-Reconstruction of hazardous waste incinerators 15.2 1.5 P 
-Process 50 percent of landfilled bio-degradable waste 84.6 11.7 M 
Specific Types of Wastes (Inc. packing waste)    
-Elimination of oil waste – shutdown Ostrava Plant 8.3 1.7 P 
-System for collection and landfilling of oil waste 13.8 1.2 P/M 
-System for collection and landfilling of household waste 13.8 1.2 P/M 
-Disposal of PCB waste 82.6 22.0 P 
-Collection and recovery of packing waste 33.1 16.5 P/M 
Total 254.0 59.2  
Municipal Budget (percent) 51 38  
Private Sector (percent) 48 56  
1 Indicates source of financing. S means state budget, P means private, and M means municipal or local 

government budget. 
2 This represents a low estimate. A high estimate can bring the total investment cost to about EUR 392 million, 

with the difference being borne by the private sector. 
3  This represents a low estimate. A high can bring the total recurrent cost to about EUR 97 million, with the 

difference being borne by the private sector. 
Source: Czech Republic. Towards the Accession, Main Report, A World Bank Country Study, The World Bank, 

Washington D.C., 1999, p. 179. 
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5. OFF-BUDGET FINANCE FOR PUBLIC UTILITIES 
 
There are at least three different ways in which calculated compliance costs do not end up on the 
public budgets 
- larger economic agents  (industry) investing in their own plant (Chapter 4); 
- private households investing, e.g. in better domestic burners (not covered); and 
- privatised utilities (including corporatised public utilities) financing all or a substantial part 

of the needed investment through direct loans, serviced by user charges. 

 
This section deals with the third of these possibilities. Table 11, below, has been re-calculated 
from data contained in a recent document of the Czech Environment Ministry as part of its 
Approximation Strategy. It shows the private sector meeting over half the planned investment 
costs in the pre-accession period. This is all the more surprising if read together with the 
following Table 12, which shows the bulk of the investment going towards the water sector. 
That sector remains wholly in the public sector. Clearly, the word “private finance” is used, as 
in some neighbouring countries to the West, as a synonym for bank finance.  
 
Table 10. The Investment Strategy for the Czech republic in 2000-2005 for the 

Approximation of the Environment (million Czech Koruna), Source of finances 
 

 Source of finances 
2000 2001 2002 2003 2004 2005 

Private sector 18 713 24 815 28 465 19 690 16 880 14 500 

State budget 1 906 4 045 3 165 2 147 1 865 1 659 
State programmes 1 60 60 60 50 50 
National Property Fund 5 000 5 000 4 700 0 0 0 
Local budgets 2 320 5 400 5 500 3 200 2 700 1 800 
Foreign grants 1 120 1 230 1 045 1 045 1 040 1 010 
Foreign loans 1 100 2 710 1 210 1 210 600 0 
State Env. Fund 2 000 2 290 2 310 1 850 1 500 1 000 

Source: Investment Strategy of Financing Requirements for Implementation of the Environmental Legislation of the 
European Community, Ministry of the Environment of the Czech Republic, Prague, November 1999 

 
 
Table 11.  The Investment Strategy for the Czech republic in 2000-2005 for the 

Approximation of the Environment (million Czech Koruna), Area of intervention 
                                                                                                
AREA OF 
INTERVENTION 

Private 
sector 

State 
budget 

State pro- 
grammes 

National 
Property 
Fund 

Local 
budgets 

Foreign 
loans 

State 
Env. 
Fund 

Total 

Horizontal measures 0 71 0 0 0 0 0 71 
Air quality 10 340 115 30 0 0 30 0 10 515 
Waste management 19 830 100 0 0 1 500 0 250 21 730 
Water quality 69 293 14 012 251 14 700 19 420 6 800 10 700 141 706 
Nature protection 0 241 0 0 0 0 0 241 
Industrial pollution and 
control risk management 

22 200 0 0 0 0 0 0 22 200 

Chemical substances and 
genetically mod. organisms 

1 400 200 0 0 0 0 0 1 600 

Civil defence 0 48 0 0 0 0 0 48 
 123 063 14 787 281 14 700 20 920 6 830 10 950 198 111 

Source: Table composed with data taken from Investment Strategy of Financing Requirements for Implementation 
of the Environmental Legislation of the European Community, Ministry of the Environment of the Czech 
Republic, Prague, November 1999 
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The above figures imply, however, that investments are indeed being shifted from the public 
budget and government-controlled funds to debt incurred by individual projects. Invariably, 
however, such debt – whether domestic or foreign – is associated with public guarantees and is 
counted as part of consolidated national debt both by the IMF and the EU. Moreover, public 
budgets are further burdened for the life of the investment by the (subsidised) operational costs 
of new treatment plants, sewage systems, etc. “Private finance” understood as bank finance for 
traditional public utilities contributes little to alleviating the budgetary and especially the debt 
constraint on acquis compliance.  
 
True private investment comes in two forms, which are often combined in infrastructure 
investment. The normal form of financing productive investment in an economy is through 
corporate finance – debt or equity that is issued against the earnings of an enterprise and 
guaranteed by all its assets. Project finance, by contrast, is issued for a particular investment 
(“project”) and against the earnings stream of that investment only. Usually, promoters supply 
symbolic amounts of equity, say 10% of total costs, which in turn is guaranteed by their 
corporate assets. However, such project finance is “private” only if substantial portions of the 
investment are financed by both equity and  “non-recourse” loans, i.e. not guaranteed by 
government. Is there a prospect for such finance for investment-heavy directives in the CEEC? 
 
In the preceding Chapter 4, acquis-related investment by industry was treated as private 
investment by default, with no charge of acquis compliance for the public budgets.  
 
The same cannot be said for water and waste utilities that bear the brunt of the “heavy 
investment directives”. Like most utilities, they have to work with regulated tariffs, which 
subsidise both industrial users and consumers. They are thus loss making, at least to the extent 
of requiring public money for their “heavy investments”.  
 
This makes price a key variable in any attempt to shift the burden of investment from the public 
budget to off-budget sources. However, the strategic importance of pricing for the acquis-related 
investment effort extends beyond the fiscal health and potential independence of utilities: it 
affects demand and hence the required size of the investments themselves. 
 

5.1. The strategic role of cost-recovery pricing 
 
On average, the CEEC economies consume five times as much energy per unit of GDP as those 
of Western Europe. If the CEECs doubled their present GDP while at the same time achieving 
average West European efficiency levels, energy consumption would be 60% lower than today. 
Part of this efficiency gain would occur in the energy-producing sector itself, i.e. requiring new 
plant and equipment. Even without any additional constraints from the acquis, that plant would 
not only be more energy-efficient but also substantially cleaner per unit of output.  Higher 
energy prices would help to fund such investment. (In the context of this section, these remarks 
apply especially to municipal district heating utilities, which are a major source of pollution and 
inefficiency.) 
 
However, lower demand would also reduce the total number of e.g. power plants required – by 
40% in a one-to-one translation of the above efficiency calculus. Low energy pricing is a lose-
lose proposition.  
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Similarly, the low price of water charged to households, industry and agriculture leads to 
extraordinary waste. As a result, status quo-based planning for investment in treatment plants, 
sewerage systems, etc. exaggerates the real needs. Some experts even see a danger that 
particular investment projects presently planned at municipal level in the candidate countries 
may not be able to function technically because process-sustaining flows will be insufficient if 
water is used more rationally upstream. 
 
To quote the World Bank on water investment in Poland: 

Setting prices that reflect the cost of doing business. This is enormously important to 
investment planning because it affects consumption. The investment costs [estimated] are 
calculated on the basis of 1991 consumption levels in Poland. If we take industrial and 
household consumption levels closer to the EU average, the investment needs fall by 40-
60% …(emphasis added)7. 

 
For solid wastes, the story is similar. Although user charges have been introduced in most 
candidate countries, these are generally low and weakly linked to investment, leading to 
exaggerate waste flows to undercapitalised and hence dangerous landfills. 
 

5.1.1. Prices: The social constraint 

 
A key argument for low prices is social. Prices for utility-provided services are set at levels 
tailored to the ability to pay of the poorest segments of society. This is a serious matter in some 
of the poorer CEECs: for at least a decade, successful transition will continue to create a very 
unequal income distribution. The World Bank calculates a rise in household utility bills from the 
present 10% to 12 or 13% by 2015 in the Czech Republic8 to reflect the cost of upgrading. This 
appears modest, but implies a comparatively heavy price rise for low-income sectors. (Absolute 
costs will, of course, more than double, but the rise of GDP absorbs most of the relative cost 
increases in average household income.) 
 
The question is, however, whether maintaining an inefficient system provides an optimum 
solution even from a narrowly social perspective. As is often the case in municipal utilities, e.g. 
public transport in most EU countries, generally inefficient management hides its 
underperformance behind the social service provision. While that provision may justify a 
subsidy, this can be targeted much more directly within a system, that subjects economic agents 
to quasi-market disciplines9. 
 
The poor tend to be more exposed to substandard environmental conditions and are the least 
able to afford medical care10. More generally, public expenditures for environmentally related 
investments compete with other, urgent social priorities e.g. spending for health and education. 
Anything that reduces that burden and thereby frees resources for core public responsibilities is 
thus socially beneficial. 
 

                                                 
7  World Bank, Poland, op.cit., p. 32. 
8  World Bank, Czech Republic, op. cit., p. 182.  
9 See also Estache A. et al., Utility Privatisation and the Needs of the Poor in Latin America, paper presented at 

the conference on Infrastructure for Development: Private Solutions and the Poor, London 31 May-2 June 2000. 
10 The health benefits of environmental investments are being calculated by ECOTEC for the Commission. The 

study is due in the spring of 2001. 
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A related argument in favour of social pricing is “willingness to pay”. It is generally stated that 
higher (cost recovery) pricing is resisted by the population as a whole and therefore politically 
impossible. One has only to look at the UK with its resistance to fuel taxes and, until recently, 
water metering, to recognise the force of this resistance.  
 
However, where consumer resistance is a major issue, temporary subsidies, on a scale that does 
not nullify the incentive to save, may be supplied from the public budget or by using soft-loans 
from Environment Funds and IFIs. Phasing-out schedules for such subsidies can be linked to the 
observed growth of disposable income.  
 
EU grant facilities could substantially lower the economic cost of investment and hence the 
cost-recovery level of prices charged to consumers. As argued in greater detail under point 6.1 
below, this function would be jeopardised if ISPA chooses to make use of the maximum grant 
ratio it is allow to apply – 75% of total investment. This means that only a few, largely public 
sector investments will be made. With a grant ratio of 15-20%, a far larger number of 
investments would benefit without jeopardising the economic discipline associated with 
corporate or project debt finance. 
 

5.1.2. The price-management nexus 

 
As argued so far, higher prices charged for energy, water and waste would reduce demand and 
hence the volume of investment needed. It could also provide finance for such investment.  But 
this increased revenue flow can also be used to tap a further source of “money” – the savings 
made possible by efficient management.  
 
It is now generally recognised that the direct provision of economic outputs by bureaucratic 
structures has inherent disadvantages. Decisions on investment are often made without due 
regard for the subsequent cost of operation and maintenance. At the extreme – when capital 
expenditure is supplied via grants – this may be treated as a free good by the recipients to be 
lobbied for from government or the EU rather than justified by a business plan. 
 
Ironically, this may mean that an individual plant may be too large (e.g. water treatment plants, 
incinerators and even power stations); or too small, respecting political/administrative 
boundaries rather than technical scale economies. Duplication of facilities by local authorities is 
a large source of economic waste even in the EU itself.  
 
Moreover, managers in public utilities are appointed politically and are thus hostages to 
pressures regarding not only prices and employment, but also deals with important suppliers and 
polluting “clients”. In public transport, where much of the same situation applies, the real costs 
of provision can be cut in half by better management. Here too, there seems to be conflict 
between environmental and social objectives, with the latter insuring suboptimal provision of 
environmentally desirable services. 
 
A change-over to private or semi-private provision of energy, water and waste services thus 
does more than simply removing the investment and follow-on costs off the public budget. It 
imposes a discipline for cost-effective investment decisions, which take into account long-term 
costs. It also establishes a healthy relationship with the public sector, which controls 
environmental performance at arm length, according to transparent criteria and without the 
compromises made by the state as owner-manager and its closely-knit network of 
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accommodating agencies. Last but not least, it provides access to the latest green technologies, 
which may be ignored in classic public tenders for equipment.  
 
However, utilities cannot be privatised as easily as banks or industrial plants. With the partial 
exception of power, these are monopolies. It has proved extraordinarily difficult even in 
countries with sophisticated public administrations – a handful of EU members including France 
and Great Britain – to prevent private operators from reaping excess profits and investing on an 
insufficient scale. Moreover, when foreign direct investment is supported by easy aid and credit 
packages, the foreign operator tends to maximise the sale of the hardware component of his 
business and of proprietary technology, leading to expensive solutions.  
 
There is evidence11, especially in the water sector, that rather than going for true privatisation it 
is often preferable to change the structure of public administration such that it resembles more 
closely private management. This involves creating public limited companies with a high degree 
of autonomy, with a regulatory authority enforcing a published, i.e. transparent, service contract. 
Credibility (and credit ratings) can be further improved by appointing politically independent 
and economically competent outsiders to supervisory boards, including members suggested by 
the IFIs. 
 

5.2. The problem of municipalities 
 
By far the largest part of the heavy investment needed for acquis compliance is the 
responsibility of municipalities: 
- drinking water, 
- sewage and waste water treatment, 
- (household) waste management, and 
- part of electric power and district heating. 
 
The fact that municipalities are the ultimate economic agents in charge of the bulk of “heavy” 
accession investments raises a number of problems. 
 
Municipalities (in all of Europe) tend to be not only the owners of water, waste and energy 
utilities but also the economic regulators (price setters). Thus, minimally they own the 
infrastructure assets and frequently also directly provide the services. Local employment and 
local patronage are involved. At the same time, they have limited means to engage in new 
investment with their own resources. In most CEECs, their borrowing capacity is capped at 10-
15% of annual expenditure. They thus have power (as project promoters and owners) without 
responsibility (for the economic cost and efficiency of investment choices). 
 
Apart from the general problems associated with bureaucrats as economic agents discussed 
under point 5.1.2, a particular problem arises in environmental infrastructures for water, waste 
water and solid waste management. Here, frequently, the cheapest and most efficient solution 
requires cooperation between several municipalities. 
 
In part this reflects scale economies. As regards water (and waste water, even solid waste), 
however, cooperation is particularly indicated by the fact that the relevant physical environment 

                                                 
11 Lobina, E., and Hal, D., “Public Sector Alternatives to Water Supply and Sewerage Privatisation: Case Studies”, 

in: Water Resources Development, Vol. 16, No. 1, pp. 35-55, 2000. 
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to be targeted is the basin. Indeed, planning at this level is mandatory under the Water 
Framework Directive. Such planning, however, can be a technical exercise far removed from the 
decisions on the ground. It is therefore doubly important – from an economic as well as 
environmental efficiency point of view – to create structures which induce municipalities to 
cooperate in a wider framework. 
 
In theory, central government has the means to encourage such cooperation, through making it a 
condition for ministerial grants and soft loans from Environment Funds. As stated elsewhere, 
however, direct grants from e.g. ISPA or soft loans from Western technology suppliers may 
undermine such discipline which, at any rate, is weakened by party-political and other links or 
rivalries at local and central government level. Municipal governments also resist the loss of 
political patronage that would follow any serious rationalisation. 
 
In Hungary, for instance, the 1990 Self-Government Act transferred the assets of 28 water 
service companies to the larger municipalities. These companies, however, have been broken up 
into 300 new service companies. These are too small to either make cost-effective investments 
or manage operations at the requisite technical level12. 
 
What is the solution? Outright privatisation has proven less than successful in the CEEC water 
sector, and private concessions granted under present conditions could well perpetuate the 
municipal fragmentation. On the other hand, traditional public agency-type management does 
not provide a suitable framework for efficient economic management and investment. 
 
Experience in countries like Holland, however, demonstrate that public companies can work 
efficiently in the water sector. There are two conditions that are mutually supportive. The first is 
a sharing of ownership and concession rights in an “intercommunal”-type structure. This dilutes 
political interference through mutual checks and balances while making it easier to take rational 
decisions on staffing levels, location of plants, etc. The second condition for efficiency is to give 
the jointly owned water company responsibility for its balance sheet, including, crucially, the 
right to raise debt in its own name. The legal form of such a company should be that of a private 
limited company. 
 
Basin-level planning is essential in order to determine the most efficient constellation of intra-
communal cooperation and to set it in a wider framework of managing water resources. The 
early implementation of this part of the Directive should thus be a priority and be seen as a 
crucial contribution to the economic and environmental efficiency of future compliance 
investment. 
 

5.3. The significance of off-budget finance 
 
In the Introduction, we identified two “non-negotiable” constraints on CEEC investment in the 
environment: the current budget and total outstanding public debt – both expressed as a share of 
GDP.  
 
Off-budget finance can significantly ease the first of these constraints. Most or all of the initial 
investment charge on the budget is avoided altogether, while the operational charges following 
the investment falls on self-supporting public or private utilities – give or take targeted social 

                                                 
12 World Bank, Hungary, op.cit., p. 180. 
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subsidies. This is a significant advantage for the candidate countries, as it frees budget resources 
for other pressing social needs. 
 
However, in order to keep the cost of money at reasonable levels, the loans raised by these 
utilities will often need to be backed by sovereign guarantees – by central government or 
municipalities – and thus be added in the national public debt ledger kept by the IMF. (The 
possible contribution from concession holders in the form of equity – e.g. 10% – can be 
neglected for the purpose of this calculus. The significance of “private finance” on this scale is 
as a source of managerial discipline, not as a net contributor to project costs.) 
 
Superficially, it would seem to make little difference whether investment is funded via central 
government debt directly or project finance backed by sovereign guarantees. This ignores two 
considerations, however. 
 
First, the mechanism of funding – government grants (raised through government debt) versus a 
mixture of public project and corporate finance – should have a positive impact on the absolute 
amounts involved. As has been argued above, the economic constraints under which both the 
utilities and their lenders operate should lead to cost-efficient choices, while well executed 
international tenders should exploit some of the range of unit costs discussed under section 3.1. 
 
Secondly, the IMF-negotiated debt ceilings are not written in stone. Their function is to 
discipline both debt-financed consumptive spending by government and subsidies to inefficient 
industry. The IMF will typically consider the portfolio of outstanding debt in detail. Well-
founded infrastructure projects can thus justify some easing of the debt ceiling within admittedly 
narrow margins of fiscal stability. 
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6. FURTHER POLICY OPTIONS 
 
This chapter deals with a number of issues, which arise from the conflict between administrative 
choices and achieving an economic optimum. Such conflicts inevitably arise when public 
officials take on what is in effect an entrepreneurial role. The budget and administrative rules 
tend to dominate the allocative process. Moreover, although seemingly small technical choices 
may have far-reaching effects on the outcome, they are usually obscured from genuine political 
scrutiny precisely because they are  (or appear to be) technical. In short, the saying that war is 
too important to be left to generals applies to the field of environmental investment in the 
context of enlargement. 
 

6.1. Efficient Transition: Respecting the marginal cost/benefit curve 
 
One of the most widely documented relationships in environmental economics is the 
exponentially declining rate of environmental return on investment. Two examples show the 
practical importance of this relationship to CEEC compliance efforts and its potential for an 
environmentally efficient transition strategy. 
  
Figure 1.  Marginal cost curve of removing contaminants 
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The first example relates to compliance costs for the Urban Waste Water Directive (UWWD) in. 
the Czech Republic. Here the exponential curve is generated by technical economies and 
diseconomies of scale related to the size of conurbations to be connected to sewerage pipelines 
and advanced treatment facilities.  
 
At present, a comparatively high percentage – 74% – of the population is connected to the 
public sewerage system (although 10% of this receives no treatment). There are 650 
communities with a population above 2000 – the level specified in the Directive – which needs 
to invest in sewage networks.  Some of these communities are close to major conurbations and 
can be connected cheaply. Others are dispersed and would need small, relatively costly 
installations.  
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Table 12. Czech investment in sewerage to comply with the UWWP for towns between 
2000 and 10,000 

 
% of comm. covered Investment (€ million) 

01 726 
60 1000 
100 1775 

                                            1 Cost of improving the larger conurbations only. 

                                    Source: World Bank 

 
A ventilation by percent of the population served would show a more dramatic rise of costs at 
the margin, since the last 40% are the smallest communities. Nevertheless, the World Bank 
argues, by allowing the smaller communities situated in areas where well managed septic tanks 
are an environmentally sound alternative to be exempt from the Directive; compliance costs 
could be halved. (There is a second reason to delay investing in small rural communities: many 
of these communities will shrink, especially in Poland, as a result of CAP-induced 
rationalisation. Moreover, limited public funds will be needed to cope with the expected social 
crisis.) 
 
The second example relates to a more general case: the exponential cost of removing the last 10, 
5 or 1% of a contaminant as compared to the first 90%. It is such a relationship, which is plotted 
in the Figure 1 above. 
 

6.2. Marginal costs vs. full compliance 
 
The issue of marginal benefits versus excessive marginal costs is the subject of a largely 
underground debate between DG Environment and the major IFIs (EIB, World Bank, EBRD, 
but also the Commission’s own ISPA). It should be brought out in the open and decided by the 
political masters of these institutions. 
 
DG Environment generally insists that all new plant, e.g. a waste water treatment facility, should 
satisfy the highest standard immediately. The IFIs argue that with a plant achieving the 
reduction of 80% of pollutants rather than 100%, the resultant savings allow building another 
plant coping with 80%. Thus, with a given amount of investment, 160 rather than 100 units of 
damage to the environment are avoided. 
 
The Commission’s concern is with the credibility of the letter of the law – a credibility that 
extends beyond the CEECs. Although double standards exist de facto in the execution of 
environmental legislation in the EU, the law as such is not called into question. Thus, the 
Commission keeps its powder dry, i.e. the ability to take a member state to court if persuasion 
fails. 
 
The goal of maintaining the integrity of the law in an enlarged Union is thus not a trivial one. 
Current policy does not, however, squarely face the fact that a double standard – to repeat – a 
mathematical inevitability in an enlarged Union. The real question therefore is whether these 
double standards should exist on paper or in the environment. It is clear that those with a 
proprietary stake in the regulations they have fought years to put on the books give priority to 
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make reducing the gap on paper. Neither finance ministers nor environmental politicians need to 
share this view. 
 
The dilemma may be resolved by combining three approaches. The first would be to tighten the 
deadline for carrying out priority investments on a range of cost-effective investments. The 
World Bank could produce a list of such investments in a matter of months – to be discussed 
with the candidates. The second element would be to gain a commitment from the candidates to 
spend a specified and disproportional (in EU terms) share of the budget until such time as full 
compliance is achieved. The transition period is indefinite, which merely acknowledges reality, 
but the dynamism of compliance would be arguably higher than in some current (Cohesion) 
member states.  
 
The third approach would be to use the PEPA process, in combination with the “funded 
investment strategy” required prior to accession, to get a realistic picture of the time frame 
involved in achieving full compliance. Such a picture should differentiate delays due to funding 
constraints, and those due to technical delays (e.g. executing a comprehensive basin water 
management plan). The purpose of this exercise would not be to fix transition periods, but to 
allow a political judgement on the seriousness of the compliance gap on the one hand, and to 
show policy options, including transfers from future Regional Fund allocations. 
 

6.3. EU grants 
 
Grants from the Union are a welcome supplement to other forms of funding and finance. 
Properly allocated, they can provide a “soft” element to the total package, whose benefits can be 
passed on, for example, to provide concessionary rates to disadvantaged groups, making the 
general acceptance of full recovery pricing more likely. 
 
However, if badly used, they can do as much damage as they do well. The largest single flaw of 
the present ISPA regulation is to allow – in a Cohesion-like fashion – 75% of total capital costs 
to be funded by an EU grant. 
 
There is a long experience with both the Regional and Cohesion Funds showing that what one 
might call “easy money” is not spent well. Thus, the lucky recipient (municipality) has little 
incentive to choose cost-effective technology or to make decisions concerning scale or location, 
which take into account the needs of its neighbours. There is also a tendency to disregard 
follow-on operational costs. In the rush to get a share of the limited funds, older but well 
documented project proposals are dusted off and presented, although changed circumstances 
may dictate a different approach altogether. Grant finance on this scale also cements the existing 
public utility structures. Little or no innovation is required in management and payments 
systems. Outside scrutiny over the economic rationale of the investment is kept to a minimum. 
 
These drawbacks are not trivial, but fundamental for the entire water and waste sectors which 
account for half of the investment-heavy compliance cost. The ideal would be a cap on EU 
grants of at most 20% of investment costs, with even this level of subsidy linked to two 
conditions. The first is to ensure that the most effective choice of scale possible is being made – 
which usually means that more than one municipality will be involved. A second conditionality 
should relate to linking the grant to selective subsidies either for particular user groups or, on a 
transitional basis, all households. 
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With a smaller, e.g. 10-20%, grant share, far more projects can be reached than is the case under 
the 75% rule. The distorting effects of easy money would be all but eliminated by the discipline 
imposed on both government and utility managers by the remaining 80-90% to be found from 
their own resources. 
 
Annual ISPA funding available for the environment is about € 500 million. Against the 
estimated bill of € 100 billion, plus operating costs, this money must be seen more as a potential 
policy lever for efficiency than a significant contribution to a funding gap. 
 
The ISPA grant share in recent environment projects in the CEEC is shown in Table 13. 
 
This high share of European grant aid – an average of 66% of project cost and with many 
projects benefiting from the full 75% ceiling – seems to be in conflict with the “key 
orientations” established for ISPA by the Commission, notably the last point: 
- Community dimension of investments 
- Systemic approaches (no isolated ad hoc interventions) 
- Concentration on projects with impact on a maximum number of people 
- Maximum financial leverage. 
 
Direct bureaucrat-to-bureaucrat deals are easier and faster to arrange than financial engineering, 
which normally requires considerable technical and institutional adjustments to project 
proposals. At the present time, there would not be any projects to fund if ISPA tried to introduce 
“financial leverage”. Administrative structures are too weak to deal with the contractual pitfalls 
of project finance. The private sector – foreign water companies – offers ready-made packages 
to municipalities, but is now distrusted by all players including the IFIs. 
 
The solution must therefore be to create public entities that are large and sophisticated enough to 
put together project proposals and financing packages in which EU grants, domestic grants, soft 
loans from Environment Funds and IFIs and supplier credits can create an economic basis 
through which both efficiency and social pricing can be realised. This raises the larger problem 
of municipal utilities as the single most important agent in acquis investment. 
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Table 13. ISPA Grants as Share of Project Costs 
 
PROJECT COST 

€ Mill. 
ISPA SHARE 

LITHUANIA   
Vilnius rehab. & extension of water supply 40,00 50 % 
Druskinninkai: waste water treatment 5,50 50% 
POLAND   
Torun: water modernisation 79,10 62% 
Krakow waste water treatment plant 80,00 60% 
Szczecin sewage disposal 46,40 66% 
Wroclaw collectors/waters supply 65,25 56% 
Gdynia: waste water plant for community Union 20,85 72% 
Krakow:municipal waste managem. in municipality 22,75 62% 
Wroclaw solid waste 20,40 66% 
ESTONIA   
Tartu tunnel collector project K2 7,70 71% 
Narva city sewerage treatment plant rehab. 8,95 56% 
BULGARIA   
Regional landfills (group) waste management 60,60 75% 
Stara Zagora Dimitrovgrad: construction 43,40 75% 
HUNGARY   
Szeged: waste water collection & treatment plant 66,65 50% 
Szeged: regional waste management programme 12,80 65% 
Szolnok: slid waste management system 10,30 70% 
LATVIA   
Riga: water & environment project phase II 24,30 70% 
Jelgava: development of water supply, waste water 15,00 75% 
Venspills: improvem. of water supply, waste water 20,10 47% 
ROMANIA   
Craiova: rehab. of sewerage network 70,40 75% 
Lasi: upgrading of water & waste water system 51,40 75% 
Valea Jiuliu: Dunutuni waste water treatment plant 9,70 75% 
CZECH REPUBLIC   
Ostrava: city sewage system upgrading 24,90 67% 
SLOVENIA   
Celje: waste water treatment plant 14,75 60% 
Lendava: sewerage system & central waste water 11,65 44% 
SLOVAKIA   
Trencin: sewerage & waste water &water treatm. plant 7,95 50% 
Nitra: waste water treatm. Plant sewerage system 10,35 50% 
TOTAL 829,45 66% 

    Source: Calculated from ISPA Press release, 27 October, 2000. 

 

6.4. Environmental Funds 
 
Environmental Funds are an important source of finance for infrastructure projects in most 
candidate countries. They can, however, raise some of the same dangers as excessively generous 
ISPA grants. Moreover, by raising prices they occupy the same “economic niche” as full 
recovery pricing. The latter, although justified on economic grounds, is a much more powerful 
environmental policy tool and the much lower pollution charges. 
 
It is argued above that one of the beneficial effects of higher prices for energy, water and waste 
is that they generate financial resources for new investment. Several CEECs are indeed using 
the proceeds from fiscal and para-fiscal charges paid by users and polluters to finance 
investments in environmental infrastructure through environmental funds. These include water 
effluent charges, waste disposal charges, air pollution charges, fines, etc. 
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Such mechanisms are claimed to have two advantages. Politically, they appear to create an 
equitable link between taxation and its use, easing public acceptance and/or making it difficult 
for industrial lobbies to object to such charges as machinations of finance ministers. Secondly, 
“ring-fencing” such revenue for the purpose of investment is thought to provide a stable basis 
for long-term investment, reasonably secure from rival claims on the public budget and from 
annual budgetary politics. 
 
The main objection to such schemes 
must be that they may only marginally 
improve on the status quo, supporting 
rather than calling into question a 
system of political pricing and public 
administration. Charges, for instance, 
are set well below cost-recovery prices. 
Investments continue to be planned, 
executed and operated by municipal or 
other public agencies (see 6.5. below). 
 
There are, however, already examples 
where the EBRD, for instance, has been 
able to associate “soft” money from 
Environmental Funds with debt finance 
to yield socially acceptable user charges 
without compromising the institutional 
efficiency of investments.  

 

 

 

 

 
Environmental Development Fund of Slovenia 
 
established under the EPAct in 1993, EDF is a public legal 
entity organised as a joint stock company, non-profit which 
provides preferential loans for environment projects. 
 
Supports 
public sector environmental services  
purchase and development of equipment and technologies  
aid to polluters in the implementation of rehabilitation 
programmes financial engineering. 
 
Since 1995, EcoFund and the World Bank cooperate on the 
Air Pollution Abatement Programme providing soft loans 
for household and boilerhouse conversions from dirty fuels 
4000 household loans and 50 boilerhouse loans by 1998 
DM30 million of DM40 million disbursed. 
 
Total disbursement 1995-1997 some DM 400 million; 
1998 budget also DM 400 million. 
 
Revenue sources: 
* Carbon Dioxide Emission Tax (1997): about 2%  
*  Tax for Water Pollution Prevention (1995):  
*  Charges for the use of natural resources. 
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7. CONCLUSIONS 
 
This study starts from the premise that environmental investment costs if properly counted –
including operating and financing costs – and compared to sustainable GDP shares, can only be 
undertaken in decades – with transition periods to match. At this level of analysis there is no 
significant margin of choice that could be influenced by tough negotiations. Only substantially 
enlarged grants from the EU could bridge the gap between EU-mandated investments and EU- 
and Western-mandated fiscal probity. The study then proceeds to examine the elements 
underlying these estimates in detail to explore the scope for policies that can more nearly 
balance the desirable with the possible.  
 
In the context of this small exploratory study it was, of course, not possible to calculate the 
precise effects of these policy measures for ten candidate countries and twelve major Directives. 
Instead, the study looks at orders of magnitude revealed in existing studies and explores 
structural shifts that could dramatically alter the familiar constellation. However these 
magnitudes are considerable. Savings of 30-50% seem possible on certain elements. More 
important, even that reduced share can largely be taken off the current budget and/or national 
debt. 
 
The scope for policy measures other than finding more money is broadly indicated by the range 
of unit costs – from simple to triple and higher – contained in the original 1997 study and the 
range of estimates of total acquis costs – from simple to double – to be found in various studies. 
 
Most broadly, this points to the need to designate efficiency as a key target of policy in all 
investment decisions and subsequent operations. This fits badly with current practice, which 
leaves the task of project preparation to the candidate countries with the Union’s options 
reduced to approval or refusal. The pre-accession dialogue with the candidate countries should 
be expanded to include the structures in charge of investment, targeting the classic public 
municipal utility as a source of proven inefficiency.  
 
From the point of view of effective delivery, this is as a much part of “administrative capacity” 
as permitting bureaucracies. Accession partnership agreements should contain transformation 
scenarios in this sense, and could include Environmental Funds as a knowledgeable partner. 
Indeed, a high-level working group in each country, composed of representatives from the 
World Bank, the EBRD, the EIB, the national Environmental Funds and ISPA should seek to 
establish a common view of desirable structures in the utility sector. They should also assist 
governments with the design and evaluation of tenders, using their combined knowledge of unit 
prices, efficient scale, contractual safeguards against private concession companies, etc. in ways 
that are unambiguously focused on the interests of the candidate countries. 
 
An important part of developing a model of structural reform, particularly in the waste and 
water sectors, depends on cost recovery pricing as a central principle of management, with 
targeted social mitigation strategies where required. These matters should not be left to 
individual project “lead manager” of any single IFI. Cost-recovery pricing is the kind of 
decision governments must take at cabinet level. It not only removes most subsidies from the 
public budget but is also a precondition for business-like operations of regulated but largely 
autonomous private-law companies, whether public or private. 
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Beyond the issue of (municipal) utilities, manufacturing industry and power generation require a 
robust policy approach if associated expenditure are to be moved from the public budget and 
internal market requirements of the acquis are to be met. 
 
This again involves matters cannot be settled in negotiations of the “environment chapter” as 
such. At issue is the timely privatisation of “problem” plants kept alive by government subsidies 
and which lack resources for environmental investments. 
 
The study seeks to demonstrate that a mechanistic addition of  acquis investment to existing 
plant exaggerates the problem. To survive in the pricing and quality environment of the Internal 
Market, these plants have to be closed down or refitted in any case. Privatisation prior to 
environmental investment may mean that the government receives little or no money for the sale 
of large physical assets. But this low market value simply reflects reality. Hiding that reality the 
public banking system will, at any rate, not be an option much longer. Under status quo 
practices, these industries and power stations are a liability for the economy, the budget, and 
most certainly for the environment acquis-readiness of the countries concerned. 
 
The general conclusion is thus as follows. Under a business as usual scenario, the true costs of 
the environment acquis investments far exceed the budgetary capacity of the candidate 
countries. Within narrow margins, that capacity is a given which cannot be budged regardless of 
how forceful the negotiation are. 
 
To alter the status quo, policy must focus on the microeconomic context. Large savings are 
possible through better management structures in the public sector. Even larger relief from the 
key constraint is possible by removing assets from government responsibility altogether. 
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