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CSOs as equal partners in
monitoring of public finance

“CSOs as equal partners in monitoring of public finance” started in the beginning of 2016, and is
implemented by a consortium of 10 organizations from 7 countries, and will last for four years.

The aim of the project is to improve the transparency and accountability of policy and decision
making in the area of public finances through strengthening the role and voice of NGOs in monitoring
the institutions that operate in the area of public finances. In this way, the project will strengthen
CSO knowledge of public finance and IFls and improve CSO capacities for monitoring. Additionally,
it will help advocate for transparency, accountability and effectiveness from public institutions
in public finance. Moreover, this project will build know-how in advocating for sustainability,
transparency and accountability of public finance and IFIs. This project will also increase networking
and cooperation of CSOs on monitoring of public finance at regional and EU level. Lastly, it will
increase the understanding of the media and wider public of the challenges in public finance and
the impacts of IFls.

Key project activities are research and monitoring, advocacy, capacity building, and the transfer of
knowledge/practices and networking in the field of the 4 specific topics: public debt, public-private

partnerships, tax justice and public infrastructure.

Additional to this analysis, 3 more analysis will be prepared in line with the other 3 topics of the
project: public debt, tax justice and public-private partnerships.

This study is accompanied with a policy brief which will be also available in local languages and will
provide a short overview of the key policy recommendations and trends.

More information about the project can be found on http://wings-of-hope.ba/balkan-monitoring-

public-finance/ and on the Facebook Page Balkan Monitoring Public Finances
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l. Introduction

The importance of public infrastructure for the growth and sustainable development of one
society is immense, since without it, a country’s economic development is impossible. There is no
universal definition of public infrastructure, but it is generally distinguishable from private or generic
infrastructure interms of policy, financing, and purpose. Publicinfrastructure investments present the
development component of fiscal policy with the goal of improving people’s economic perspectives
and quality of life. The crucial objective of such investments is to advance the transportation
network (highways, railway tracks, regional and local roads), energy and utilities infrastructure, and
the education, social and health systems.!

This is the reason why the funding of public infrastructure is one of the most expensive sectors of
countries’ public spending. It often involves large projects, which are capital-intensive, take years
to finish and often require foreign assistance in starting and/or finishing them. However, although
material investments are important, there is often an over-emphasis on large new construction
projects and not enough on maintenance or improvement of existing infrastructure.

Public infrastructure is meant to serve the needs of the wider public. However, often public
infrastructure projects are not designed primarily with public well-being in mind. Sometimes they
are designed more as a result of pressure from investor or lobby groups,? often they are genuine but
misguided or corrupted attempts to solve real issues, and sometimes they are simply vanity projects
initiated by decision-makers with the goal of leaving their mark on a certain location. Often, they are
also a combination.

The objective of this study is to provide selected case studies of public infrastructure projects in
southeast Europe (SEE) and to draw conclusions and make recommendations on what type of
infrastructure planning is needed, and what conditions need to be fulfilled to achieve socially,
environmentally and economically sustainable infrastructure. The covered countries are from the
Western Balkans: Bosnia and Herzegovina, Kosovo, Macedonia, Montenegro and Serbia and from
the EU: Bulgaria and Slovenia.

The first section provides an overview of the trends in public infrastructure projects in southeast
Europe, including the role of the EU and recent trends in financing.

1 Bojana Mijovic Hristovska, Tamara Mijovic Spasova, Macro analysis, Case study Macedonia, Skopje 2016, available
at: http://analyticamk.org/images/Files/Reports/Macro_analysis_of public finances in_ SEE 6f24c.pdf

2 Risteska Sonja, Kjosev Sasho, Public infrastructure of Macedonia, Skopje 2017, available at: http://wings-of-hope.
ba/wp-content/uploads/2016/12/D3.4.2.4.-Analysis-on-Public-Infrastructure-Macedonia.pdf
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The second section consists of case studies on poor practices in public infrastructure projects in SEE

and it aims to cover issues such as:

o Who determined that there is a need for the project and how?

J Who benefits the most from it? Is it a wide segment of the public or just certain groups of
people? If so, which groups?

J How were public consultations conducted? Were different groups well represented?

o Is it transparent who is behind the project, who won the contracts and how?

o Is the financing transparent? What is the source, what are the conditions, and who took the
decisions?

J Does the project have a clear and realistic economic picture? Does it make sense? Was any

meaningful Cost-Benefit Analysis carried out and is it publicly available?

Some of the case studies have been developed as a result of many years of work on certain cases,
while others have been compiled from publicly available sources and consultation with other CSOs
who have followed the cases.

We originally hoped also to present some positive case studies, however this proved very challenging.
There are some projects which we believe governments and companies were generally right to
prioritise and which seem generally positive. However, given the limitations on the information
publicly available about projects’ economics and procurement procedures, we hesitate to
wholeheartedly endorse projects whose development we have not been able to examine in-depth.

The third and final part of the study presents conclusions and recommendations for decision-makers,

both in the region and in international institutions. It identifies common characteristics between the
poor projects and what should be done to improve the situation.
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Il. Overview and trends in public
infrastructure projects in SEE

The state of infrastructure in SEE cannot be described as satisfactory. Especially in the Western
Balkans, due to decades of disinvestment, wars and weak institutions, the need for modern, reliable,
affordable, operational and climate-change-resilient infrastructure is strong, but there are very few
people actively pushing this agenda.

Compared with the EU, some countries in the region have relatively high levels of renewable energy
use in the electricity and heating/cooling sectors. Bosnia-Herzegovina has the highest overall share
- 41.5% in 2016.2> However the use of renewable resources in the region is often not sustainable,
for example inefficient use of wood for space heating is leading to overcutting of forests in some
countries,* while increased use of hydropower threatens the region’s extremely rich biodiversity and
its high-quality rivers.> At the same time, the region (except Albania) is quite dependent on lignite
coal for electricity generation and space heating, and its transport sector is highly dependent on
road transportation, with rail transportation having seriously declined since 1990.

People in the region are becoming more and more aware of climate change and pollution, yet the
current infrastructure leads to a vicious circle of climate-damaging habits. For instance, according
to RCC’s Balkan Barometer for 2017, people in the SEE region mostly travel by car (53%) and bus
(35%) when leaving their place of residence and only 1% mostly use rail. 75% of them say road
improvements would have the most beneficial impact on travelling with a mere 16% stating that
rail would have the most impact.® On the other hand, the same Barometer states that 73% of
people perceive climate change as a problem.’ This effectively mirrors the behaviour of the region’s
governments, where environmental problems are recognised but investment decisions still favour
fossil fuels (roads instead of rails, coal power plants instead of wind/solar etc.).

w

Energy Community: Implementation report, 2017, available at: https://www.energy-community.org/implementa-

tion/IR2017.html

4  See eg. Euractiv: Energy poverty takes toll on Balkan forests, 20 June 2012 (updated 14 December 2012, available
at: http://www.euractiv.com/section/social-europe-jobs/news/energy-poverty-takes-toll-on-balkan-forests/

5 See eg. Boris Erg, Hydropower development in Western Balkans risks harming fragile ecosystems, [UCN, 26 April
2016, available at: https: content/hydropower-development-western-balkans-risks-harming-frag-
ile-ecosystems

6  Balkan Barometer for 2017, Regional Cooperation Council, 9 October 2017, available at: https://www.rcc.int/
seeds/files/RCC_BalkanBarometer PublicOpinion 2017.pdf

7  lbid.
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The problem is not new and the context on how the region became over-reliant on fossil fuels
while under-investing in other areas is multi-dimensional. Three broad influences heavily influence
infrastructure planning and investment decisions:

1) Thelegacy of the state-Socialist/Communist period, which brought rapid advancesininfrastructure
in urban areas as well as lignite power stations, hydropower plants, water supply and railways. Some
of this infrastructure has continuing relevance but much of it is in a poor state and needs to be
upgraded or decommissioned. Decision-makers are often reluctant to take bold decisions to turn
towards completely different infrastructure, especially in the cases of coal power plants and mines
where many people are employed and most are in denial about coal’s lack of a long-term future.®

The legacy relates not only to infrastructure that was actually built, but also to numerous plans
which were never realised. These often resurface every few years when a state-owned company or
politicians decide to have another try at implementing them. Many of the controversial projects in
the region during the last few years date back decades to a time when neither economic viability nor
environmental protection were priorities, for example the Vardar dam cascade in Macedonia or the
ambitious Gornji Horizonti hydropower scheme in Bosnia and Herzegovina.

2) The EU’s influence is complex and is examined in more detail below, but is broadly based on
connecting the region through increasing political, economic and physical integration.

3) Some of the infrastructure now being planned or built across the region cannot be clearly linked
with EU integration or the state-Socialist legacy. It rather appears to be the result of decisions by
local politicians, state-owned companies and private businesses. A generous interpretation of such
projects would be that they are trying to respond to real needs, improve our towns and cities and
increase GDP, but as the level of transparency and public discussion around such projects is usually
low, it is often far from clear that the projects will really have positive impacts. This is not only a
problem in southeast Europe,® but it is also one which the region can ill afford.

After years of broken promises and various scandals, infrastructure projects are more often seen by
the public in SEE as sources of corruption rather than a chance to improve their quality of life, and
indeed the energy sector in particular has suffered from a number of allegations of corruption.*®

8 For more about false jobs promises in the coal sector in the Western Balkans, see CEE Bankwatch Network: The
great coal jobs fraud - unrealistic employment claims in southeast Europe, November 2016, available at: https://
bankwatch.org/publications/great-coal-jobs-fraud-unrealistic-employment-claims-southeast-europe

9 See for example Jacques Leslie: The trouble with megaprojects, New Yorker, 11 April 2015, available at: https://
www.newyorker.com/news/news-desk/bertha-seattle-infrastructure-trouble-megaprojects

10 South East Europe Sustainable Energy Partnership: Winners and Losers: Who benefits from high-level corruption
in the South East Europe energy sector? June 2014, available at: https://bankwatch.org/publication/winners-and-
losers-who-benefits-from-high-level-corruption-in-the-south-east-europe-energy-sector
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lll. The role of the EU in
infrastructure planning in
southeast Europe

The EU’s action in the region starts from the assumption that connecting the region in sectors
where the countries have to cooperate and investing funds into this process will improve political
cooperation and prevent violent conflicts. This mirrors the beginnings of the EU itself with the
European Coal and Steel Community and has been most clearly reflected in the setting up of the
Energy Community under the 2005 Athens Treaty:!!

“The guiding ideas for the Commission officials involved in designing the institutional set-up
were explicitly taken from the early experiences of European integration and referred to the
neofunctionalist model of regional integration... The Commission... started the initiative for
an integration process in a technical sector, and provided for the institutional capacity for
possible spill over into other policy fields. As one Commission official involved argued: “We
try to get everybody to agree on a common position and a common way forward. The aim is
not necessarily to arrive at a station, but rather to get all on one train. Once we are on the
train we can decide where we want to go...”*?

Along the same lines, the South East Europe Transport Observatory (SEETO)'* was formed in June
2004 by the Governments of Albania, Bosnia and Herzegovina, Croatia, Macedonia, Montenegro and
Serbia, the United Nations Mission in Kosovo and the European Commission. In 2017, it was followed
up by the formal creation of the Transport Community Treaty and the official announcement of a
regional economic area.'

Both the Energy and Transport Communities aim to better connect the region internally and with
the EU, including physically (transport corridors, transmission lines and pipelines), economically
(opening markets) and legally (adopting energy, transport, competition and environmental legislation
to create a level playing field across the continent and create more certainty for investors).

Another initiative related to better connecting the region is the Berlin Process, initiated by Germany,
which aims to reaffirm the region’s EU perspective by improving cooperation and economic stability

11 Energy Community more information available at: https://www.energy-community.org/aboutus/whoweare.html
[accessed on 27.09.2017]

12 Renner Stefan “The Energy Community of Southeast Europe: A neo-functionalist project of regional integration”
European Integration Online Papers, 25.02.2009, page 7 of 21.

13 More information available at: SEETO’s official web page http://www.seetoint.org/ [accessed on 27.09.2017]

14 European Commission, 2017 Western Balkans Summit — stepping up regional cooperation to advance on the
European Union path, available at: http://europa.eu/rapid/press-release_IP-17-1938 en.htm [accessed on
20.07.2017].
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within it. It consists of yearly high-level meetings since 2014 between the six Western Balkan
governments and several EU Member States. Connectivity is an important aspect, with investment in
infrastructure being seen as a means for creating jobs, business opportunities and other benefits.®
It is not formally an EU process but is very much supported by the EU.

The EU and energy in southeast Europe

The main EU-related body for coordinating energy issues in the Western Balkans countries (as well as
Ukraine, Moldova and Georgia) is the Energy Community. The Energy Community Treaty (or Athens
Treaty) has been in force since July 2006 and its key objective is to extend the EU internal energy
market rules and principles to countries in Southeast Europe, the Black Sea region and beyond on
the basis of a legally binding framework. This includes not only the adoption of strictly energy-related
legislation but also improving the environmental situation related to energy supply in the region.

From a public participation and environmental point of view, the Energy Community has brought
some improvements in the situation, and if fully enforced and expanded in scope, could bring many
more. Benefits include environmental impact assessment for large projects, restrictions on energy
sector subsidies, energy efficiency targets, and, in the future, reduced air pollution through emissions
control legislation. Even if implementation is slow, there is a relatively positive legislative framework
in place and the Energy Community is making an effort to gradually expand it.

On the other hand, the Energy Community has also on occasion supported environmentally and
economically unsustainable infrastructure projects. For example, in 2013 it adopted a list of 35
Projects of Energy Community Interest (PECI) in electricity generation, transmission, and gas
and oil infrastructure with a total cost of over EUR 13 billion,*® which included no less than three
lignite power plants and several damaging hydropower plants.'” In practice, even this high level
of political support was not enough to move most of the projects forward, and in 2016 a new list
of PECIs projects was adopted which excluded electricity generation projects in line with the EU’s
own Projects of Common Interest concept.® The new PECIs still privilege large new infrastructure
over other solutions, and some of the projects also raise questions such as who chose the projects
and why, why gas is prioritised over energy efficiency, and why some transmission lines are routed

15 The Western Balkans’ Berlin process: A new impulse for regional cooperation, 2016, available at: http://www.
europarl.europa.eu/thinktank/en/document.htmi?reference=EPRS_BRI(2016)586602

16 Projects of Energy Community Interest - A tool for co-operation, Violeta Kogalniceanu, Energy Community Secre-
tariat, December 2015, available at: http://www.inogate.org/documents/4. Session 2 ENCS.pdf

17 Bankwatch Mail: EU-backed western Balkans priority energy projects conflict with EU goals, 11.11.2013

available at: https://bankwatch.org/ru/node/10677 [accessed on 27.09.2017]

18 Priority project selection: PECI/PMI, more information available at:
https://www.energy-community.org/regionalinitiatives/infrastructure/selection.html and PLIMA: Infrastructure Trans-
parency Platform, more information available at: https://www.energy-community.org/regionalinitiatives/infra-

structure/PLIMA.html [accessed on 27.09.2017]
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through sensitive areas. However, most of the obviously controversial projects are no longer on the
list.

The results of the EU’s renewable energy targets are also mixed. Although they should have created
the conditions for wind and solar to make their mark in the region, construction companies and
governments have mainly used them as an excuse to build large numbers of small hydropower
plants. These have very often proved to be environmentally damaging, especially in relation to the
small amount of electricity they generate.”

Yet another EU energy-related initiative in the region is CESEC: Central and South Eastern Europe
Gas Connectivity, set up in 2015 by the EU and a group of south-eastern European countries and
later joined by the Energy Community Contracting Parties.*® In 2016 it was decided to expand the co-
operation to electricity, energy efficiency and renewable energy as well.?* Although it covers all the
southeast European countries, not only the Western Balkans, its expansion to the electricity sector
does raise questions about the exact division of labour between CESEC and the Energy Community
and CESEC’s added value in this field.

The EU and transport in southeast Europe

Due to SEETO’s non-binding nature, transport sector co-operation in the region has been less
advanced so far, and as the Transport Community is very new, it is not yet clear in which direction
it will go. It could play a very positive role in promoting quick and cost-effective improvements in
co-operation at border crossings to shorten crossing times, but it is unclear whether adopting EU
transport legislation will have such clear benefits as the energy and environment legislation has had.

Within the EU itself there is a clear shift towards renewable energy and energy efficiency, even
if progress is not uniform across the bloc, but with transport the progress is much less clear. For
example, energy consumption of transport per unit of GDP fell by 6.2% between 2008 and 2013, but
the share of road and car in freight and passenger transport modal splits remained similar to their
2000 levels, and no substantial shift towards more sustainable transport modes could be observed.*
Users of rail systems in the EU experience fewer waits at borders than previously, but still experience
difficulties with cross-border co-ordination of ticketing and timetables, and a decline in the number

19 Igor Vejnovic¢: Small is not (always) beautiful: small hydro development in the Western Balkans, Balkan Green
Energy News, 22 February 2017, available at: http://balkangreenenergynews.com/small-is-not-always-beautiful-
small-hydro-development-in-the-western-balkans/

20 Central and South Eastern Europe Gas Connectivity, more information available at: https://ec.europa.eu/energy/
en/topics/infrastructure/central-and-south-eastern-europe-gas-connectivity [accessed on 27.09.2017]

21 CESEC 2.0: Changing the gear for Central and South East European energy market integration, more information
available at: https://ec.europa.eu/commission/commissioners/2014-2019/sefcovic/announcements/cesec-20-
changing-gear-central-and-south-east-european-energy-market-integration_en [accessed on 27.09.2017]

22 Eurostat: Sustainable development - transport, July 2015, available at:_http://ec.europa.eu/eurostat/statistics-ex-
plained/index.php/Sustainable_development - transport [accessed on 27.09.2017]
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of night train services in recent years has made many previously comfortable intra-EU journeys very
difficult.?®

In the transport sector the EU has also been very prone to fall into the trap of concentrating too
much on large infrastructure. The process of building a Trans-European Transport Network (TEN-T)*
in a structured way was initiated in the Treaty of Maastricht in 1992. The first guidelines for TEN-T
development in 1996 foresaw 14 European projects and the updated guidelines in 2004 suggested
30 priority corridors.®

Parallel to this, the European Commission supported aninitiative with Eastern neighbouring countries

to extend the networks beyond the borders of the EU15. The Pan-European transport conferences

were held in Prague (1992), Crete (1994) and Helsinki (1997) resulting in the definition of 10 traffic

corridors between Western, Central and Eastern Europe. An initiative for analysing the needs for

future transport infrastructure in the accession countries was launched as the 1995 Transport

Infrastructure Needs Assessment (TINA) based in Vienna. The TINA-transport infrastructure network

includes the Helsinki Corridors, which were defined in 1997, and consists of a backbone network and

an extended network.?® The main Corridors reaching southeast Europe are:

J IV - Germany-Romania, with branches to the Black Sea and Sofia in Bulgaria and further to
Thessaloniki in Greece and Istanbul in Turkey.

J V - ltaly-Ukraine with branches south through Croatia and Bosnia and Herzegovina to the
Adriatic Sea and a branch to Bratislava in Slovakia.

J VIl - The Danube

J VIl - Albania-Macedonia-Bulgaria

J IX - Finland-Russia-Ukraine-Romania-Bulgaria-Greece

X - Austria-Greece with branches to Croatia, Hungary and Turkey.

While the principle of more closely linking the EU and the rest of Europe together is positive, it is far
from clear what the decision-making process was for defining the priority corridors and projects. A
2009 European Parliament resolution describes the priority projects as “a “wish list” of 30 priority

23 For more information visit: Back on Track: WCN’s Campaign to Improve Europe’s Cross-border Trains http://world-
carfree.net/projects/back-on-track/ and Back on Track: A European coalition to support cross-border rail https://
back-on-track.eu/

24  The Trans-European Transport Network (TEN-T) is described by the EU as a “policy directed towards the im-
plementation and development of a Europe-wide network of roads, railway lines, inland waterways, maritime
shipping routes, ports, airports and rail-road terminals... The ultimate objective of TEN-T is to close gaps, remove
bottlenecks and eliminate technical barriers that exist between the transport networks of EU Member States,
strengthening the social, economic and territorial cohesion of the Union and contributing to the creation of a
single European transport area.” European Commission: About TEN-T, more information available at: https://ec.eu-
ropa.eu/transport/themes/infrastructure/about-ten-t_en [accessed 27.09.2017]

25 European Parliament, Directorate-General for Internal Policies Policy Department B: Structural and Cohesion
Policies Transport and Tourism TEN-T Large Projects - Investments and Costs, April 2013, available at: http://www.
europarl.europa.eu/RegData/etudes/etudes/join/2013/495838/IPOL-TRAN_ET(2013)495838 EN.pdf, and http://
ec.europa.eu/ten/transport/projects/doc/2005_ten_t en.pdf

26 Transport Infrastructure Needs Assessment (TINA), European Commission Directorate General VII: Status of the
Pan-European Transport Corridors and Transport areas, December 1998, available at: http://aei.pitt.edu/39350/1/

A4030.pdf
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projects inspired mainly by national interests.”?” The European Commission has long been criticised
for prioritising the construction of large new infrastructure projects over other smaller but smarter
measures, and for failing to take EU environmental legislation into account while defining corridor
routes.?® Since 2013, within the EU there has also been a change in emphasis within TEN-T policy, to
concentrate on improving border crossing coherence and modal shift.? However, the Corridors still
set the framework for transport policy across southeastern Europe today, as we will see in the case
studies.

SEETO was explicit about its goal of bringing the region into the Trans-European Transport Network
right from the beginning.>® In 2003 the EC-Commissioned Regional Balkans Infrastructure Study
(REBIS) was published and proposed priority projects on the Corridors based on a multi-criterial
analysis,*! putting a heavy emphasis on the construction of large infrastructure. As well as the Pan-
European Corridors, it added some new routes to bring in Banja Luka, Podgorica and Pristina which
had not featured on the routes of any of the original Corridors. This then formed the basis for the
2004 SEETO Memorandum on the development of the SEE Core Regional Transport Network.3

Yet it was already becoming clear that the EU was having trouble building its own TEN-T network.
While he was laying out ambitious new plans in 2005, the European Commission’s Vice President
responsible for transport, Jacques Barrot, wrote “After 10 years, however, it is clear that the results
fall short of the original ambitions. In 2003, barely one third of the network had been built. And
only three of the 14 specific projects endorsed by the European Council at Essen in 1994 had been
completed.”

This admission was followed by a critical 2006 report by the European Court of Auditors, which found
among other things that projects were heavily delayed, cross-border sections were not receiving
enough attention, EU funding was too fragmented, and evaluation and monitoring was insufficient.*

Yet SEETO has continued with developing and monitoring the implementation of a list of priority
infrastructure projects.®* It is not very clear how they were chosen and whether they are the most

27 European Parliament resolution of 22 April 2009 on the Green Paper on the future TEN-T policy, more information
available at: http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P6-TA-2009-258

28 More information about the Trans-European Transport Networks: Options for a sustainable future available at:
https://www.transportenvironment.org/docs/Publications/2003%20Pubs/T&E03-2.pdf and at Transport and
Environment available at: https://www.transportenvironment.org/press/nature-sites-risk-eu-transport-projects
[accessed 27.09.2017]

29 Marketa Pape, European Parliamentary Research Service, The trans-European transport network —state of play in
2016, Briefing, October 2016, available at: http://www.europarl.europa.eu/RegData/etudes/BRIE/2016/589849/
EPRS_BRI(2016)589849 EN.pdf

30 More information about the South East European Transport Observatory available at: http://www.seetoint.org/

31 European Commission 2000 CARDS Programme: Regional Balkans Infrastructure Study, Transport, available at:
https://wbc-rti.info/object/document/7232/attach/Rebis_FR_Final.pdf [accessed 28.09.2017]

32 Memorandum of Understanding on the development of the South East Europe Core Regional Transport Network —
Luxembourg, 2004, available at: http://www.seetoint.org/library/strategic-documents/

33 European Court of Auditors Special Report No 6/2005 on the trans-European network for transport (TEN-T),
21.4.2006, available at: http://www.eca.europa.eu/Lists/ECADocuments/SR05_06/SR0O5 06 EN.PDF

34 SEETO priority projects for funding, more information available at:_http://www.seetoint.org/projects/seeto-com-
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relevant priorities for today, nor why they should be higher priority than local urban transport
services which people use every day.

In fact, a 2015 update of the REBIS study carried out by the World Bank with guidance from the EC
advises SEE governments to concentrate on non-physical impediments such as border crossing times,
since “Not only does the alleviation of non-physical obstacles require significantly lower financial
resources than the construction of costly infrastructure, it yields high economic returns. Moreover,
the economic development benefits expected from investments in costly transport infrastructure will
not be fully realized if non-physical impediments, including regulatory and procedural constraints at
borders and along the corridors, are not removed.**

However, it remains to be seen in reality whether there is any change in investment priorities.

The EU and non-network infrastructure
sectors in southeast Europe

The EU’s influence on infrastructure sectors other than transport and energy - such as waste
management, water supply and wastewater treatment - is mainly connected to applying EU
standards before and after accession. Other sectors such as health, education and public buildings
are not particularly influenced by EU accession requirements but can benefit from e.g. EU energy
efficiency legislation and funds to support it. This means that EU influence on non-network sectors
has been quite visible in the EU SEE countries but for the Western Balkans it is much less structured
and less visible so far.

The EU’s influence on non-network infrastructure is mixed from an environmental and public
participation standpoint. On one hand, legislation such as the Water Framework Directive and Waste
Framework Directive should improve water quality and waste prevention and recycling.

However, these still need to be approached rationally. The Zagreb wastewater treatment plant in
Croatia is a good example of a project whose goal was justified but whose design and price-tag
certainly were not.3¢ Similarly, while the EU Waste Framework Directive clearly prioritises waste
prevention and recycling, the goal of diverting waste from landfills is often used to push waste

prehensive-network-projects/eligible-for-funding/ [accessed 29.09.2017]

35 International Bank for Reconstruction and Development: The Regional Balkans Infrastructure Study (REBIS) Up-
date Enhancing Regional Connectivity: Identifying Impediments and Priority Remedies Main Report, September
2015, available at: http://www.seetoint.org/wp-content/uploads/downloads/2016/10/REBIS-Update-Final-Re-
port-Main-Text.pdf

36 For more information see: CEE Bankwatch Network: Zagreb Wastewater Treatment Plant (CUPOVZ), Croatia,
accessed 29 September 2017, available at: https://bankwatch.org/public-private-partnerships/case-studies/za-
greb-wastewater-treatment-plant-cupovz-croatia
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incinerators or so-called “waste-to-energy” facilities. These were until recently a rarity in the region
but a new facility was opened in Elbasan in Albania in 2016 and looks set to be followed by others.?”
Anincineratoris also planned in Belgrade,*® and is opposed by the Ne da(vi)mo Beograd movement.*®

Waste incineration is problematic for a number of reasons but from a waste management point of
view it often crowds out waste prevention and recycling initiatives that should take much higher
priority, both financially and in terms of competition for materials.*® This mis-prioritisation and
partial interpretation of EU legislation was unfortunately also formalised in the Western Balkans 6
Sustainability Charter signed in July 2016, which commits signatories to “Developing a strategy for
collection and use of municipal waste for electricity and heat generation, in both public and private
sectors” by November 2018.%

To summarise, the EU has until now played a mixed role overall in the region regarding infrastructure.
The application of EU environmental and energy efficiency legislation under the Energy Community
clearly brings benefits through higher standards and public participation requirements, but the EU
has also contributed to the excessive concentration on constructing large infrastructure in the region
at the expense of more cost-effective measures. There are signs that this may be changing somewhat
but it remains to be seen whether the Transport Community will continue in this vein or concentrate
on cheaper and smarter measures. In the next section we will see how the three trends described
above - Socialist/Communist legacy, EU involvement, and decisions by local elites - have played out
in terms of project financing in the last few years.

37 Balkan Green Energy News: First waste-to-energy plant inaugurated in Albania, May 9, 2017, more information
available at: http://balkangreenenergynews.com/first-waste-to-energy-plant-inaugurated-in-albania/

38 Suez website: The city of Belgrade chooses SUEZ and ITOCHU for a 25-year waste-to-energy project, 29 September
2017, more information available at: https://www.suez.com/en/News/Press-Releases/The-city-of-Belgrade-choos-
es-SUEZ-and-ITOCHU

39 Ne Da(vi)mo Beograd website: Spaljivanje razuma: Privatizacija Vince i izgradnja spalionice pogubne po finansije
grada, 24 October 2017, more information available at: https://nedavimobeograd.wordpress.com/2017/10/24/
spaljivanje-razuma-privatizacija-vince-i-izgradnja-spalionice-pogubne-po-finansije-grada/

40 Global Alliance for Incinerator Alternatives: Waste Incinerators: Bad News for Recycling and Waste Reduction,
October 2013, available at: http://www.no-burn.org/wp-content/uploads/Bad-News-for-Recycling-Final.pdf

41 Western Balkans Sustainability Charter, 4 July 2016, available at: https://ec.europa.eu/neighbourhood-enlarge-
ment/sites/near/files/pdf/policy-highlights/regional-cooperation/20160713-03.western-balkan-sustainable-char-

ter.pdf
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IV. Recent trends and public
financial flows for infrastructure
in southeast Europe

The majority of financial support for infrastructure in southeast Europe comes from EU sources and
multilateral development banks. Regarding the Western Balkans countries, the European Investment
Bank (EIB) claims to be the largest international investor, with financing worth EUR 6.4 billion since
2006.%> While much of this is dedicated to credit lines through commercial banks e.g. for small and
medium enterprises, most of the remainder goes to infrastructure projects, particularly transport.*

The European Bank for Reconstruction and Development (EBRD) is another major financier in the
region, also mostly concentrating on infrastructure and credit lines but also agribusiness and support
for other private companies.* The World Bank has a wider role, mostly financing non-infrastructure
projects aimed at privatisation or increasing the efficiency of companies or governments, but also
contributes to some infrastructure projects.” Its private sector arm, the International Finance
Corporation (IFC) has in recent years supported private companies e.g. in agribusiness in the
region, as well as providing credit lines and supporting infrastructure projects e.g. in energy.*® These
multilateral institutions are also joined by Germany’s KfW, which mostly invests in public sector
energy projects but also wastewater in the region,” and the EU’s Instrument for Pre-Accession
Assistance (IPA), which mostly finances horizontal measures and technical assistance but also
finances limited amounts of physical infrastructure, for example roads in Albania and wastewater
treatment in Kosovo.*®

In the EU countries of the region, the same sources are active except the World Bank has phased out
investments, and EU funds play a much larger role. For example, Slovenia has been allocated EUR

42 European Investment Bank: The Western Balkans more information available at: http://www.eib.org/projects/
regions/enlargement/the-western-balkans/index.htm [accessed 29.09.2017]

43 More information available at European Investment Banks’ website: http://www.eib.org/projects/regions/en-
largement/the-western-balkans/bosnia-herzegovina/index.htm, http://www.eib.org/projects/regions/enlarge-
ment/the-western-balkans/serbia/index.htm and http://www.eib.org/projects/regions/enlargement/the-west-
ern-balkans/albania/index.htm [accessed 29.09.2017]

44 More information available at European Bank for Reconstruction and Development website: Reconstruction and
Development http://www.ebrd.com/fyr-macedonia-data.html|

45 More information available at the World Bank website at: http://projects.worldbank.org/country?lang=en&page=
[accessed 29.09.2017]

46 IFC: IFC in Western Balkans, available at: http://www.ifc.org/wps/wcm/connect/ac9e65004cc2e9ebbc21fd-
f81ee631cc/Western+Balkans+Factsheet+FY15.pdf?MOD=AJPERES [accessed 29.09.2017]

47 KfW project database available at: https://www.kfw-entwicklungsbank.de/Internationale-Finanzierung/KfW-En-
twicklungsbank/Projekte/Projektdatenbank/index.jsp [accessed 29.09.2017]

48 European Commission: Overview - Instrument for Pre-accession Assistance, available at: https://ec.europa.eu/
neighbourhood-enlargement/instruments/overview_en [accessed 29.09.2017]
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3.87 billion for 2014-2020 from the European Structural and Investment Funds, which will cover
sectors including water and wastewater treatment.* Bulgaria has been allocated EUR 9.88 billion
for the same period, and investments will include waste management, wastewater treatment and
energy efficiency.®

Other sources of infrastructure financing in the region include China, Russia, Turkey and other
sources from the Middle East. As we will see below, the EU and multilateral sources still dominate in
energy and transport but the importance of other actors is growing. In other sectors such as waste,
wastewater, health and education infrastructure, the EU appears to dominate, however information
about such investments is very dispersed and trends are difficult to trace. For this reason, we will
now take a closer look only at trends in the energy and transport sectors in recent years.

Energy

In the last two decades there has been a lot of talk about energy infrastructure investment in SEE but
considerably less action. However, some infrastructure projects are moving ahead:

Oil and gas pipelines: In the 1990s and early 2000s a rash of competing oil pipelines were planned
to bypass the congested Bosphorus Strait, including the so-called AMBO from Burgas to Vlore, the
Burgas-Alexandroupolis, the Druzhba-Adria integration and the Pan-European Qil Pipeline (PEOP),
but none of them have been built, due a combination of lack of industry backing, poor economic
justification and environmental issues.>*

Next came the Nabucco gas pipeline project, heavily backed by the EU, which was supposed to aid
diversification away from Russian gas. However, in 2013 the Shah Deniz gas consortium chose a
rival project, the Trans-Adriatic Pipeline, to export its gas from Azerbaijan to Europe, thus putting an
end to Nabucco.®? In parallel, Russia together with Bulgaria, Serbia, Hungary, Slovenia and Austria
developed the rival South Stream but cancelled it in 2014, citing the EU’s competition concerns.>?

49 European Commission: European Structural and Investment Funds country factsheet: Slovenia, April 2016,
available at: http://ec.europa.eu/regional policy/sources/policy/what/investment-policy/esif-country-factsheet/
esi_funds_country factsheet_si_en.pdf [accessed 29.09.2017]

50 European Commission: European Structural and Investment Funds country factsheet: Bulgaria, April 2016,
available at: http://ec.europa.eu/regional policy/sources/policy/what/investment-policy/esif-country-factsheet/
esi_funds country factsheet bg en.pdf [accessed 29.09.2017]

51 International Energy Agency: Energy in the Western Balkans: the path to reform and reconstruction, 2008, avail-
able at: https://www.iea.org/publications/freepublications/publication/balkans2008.pdf and CEE Bankwatch Net-
work: South-East Europe Development Watch position paper: South-east Europe energy policies, 2008, available
at: https://bankwatch.org/documents/seedw_ener_gy futures.pdf

52 Euractiv: EU-backed Nabucco project ‘over’ after rival pipeline wins Azeri gas bid, 27 June 2013, available at:
http://www.euractiv.com/section/energy/news/eu-backed-nabucco-project-over-after-rival-pipeline-wins-azeri-
gas-bid/

53 Darya Korsunskaya: Putin drops South Stream gas pipeline to EU, courts Turkey, Reuters, 1 December 2014, avail-
able at: https://www.reuters.com/article/us-russia-gas-gazprom-pipeline/putin-drops-south-stream-gas-pipeline-
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Currently the Trans-Adriatic Pipeline, part of the Southern Gas Corridor, is under construction in
Albania and is expecting financing from the European Investment Bank.> The EBRD and EIB are also
planning to finance the Turkish part of the Corridor, the Trans-Anatolian Pipeline.>®

What all of these oil and gas projects have in common is that they were designed and prioritised
without any meaningful input from people living along the routes and the benefits for the transit
countries are generally unclear.®® While the international financial institutions insist on environmental
impact assessments and public consultations, it is hard to see how these can have any meaning in
repressive environments such as Turkey and Azerbaijan.

In fact, public participation in decision-making was clearly also sorely lacking in Italy, as residents
of the Puglia region have repeatedly resorted to direct action to resist the removal of old olive tree
groves for the pipeline construction and been pushed back by riot police.”’

In the Western Balkans too, there is discontent, albeit less visible: No less than 26 complaints from
affected individuals and stakeholder groups about the TAP company’s implementation of the project
in Albania, Greece and Italy have already been submitted to the European Investment Bank.*®

Electricity generation projects: Lignite and hydropower have traditionally made up the electricity
generation infrastructure in the Western Balkans, along with nuclear power plants in Bulgaria and
Slovenia. This trend has largely continued with new planned investments in the last 10-15 years,
although in the Western Balkans, very little of what was planned has been implemented.

One project that has been built is the 97 MW Vlore gas/oil-fired power plant in Albania, originally
supposed to be part of an energy complex at the end of the never-built AMBO oil pipeline. The
locally unpopular plant, backed by EBRD, EIB and World Bank loans approved in 2004, is still not

to-eu-courts-turkey-idUSKCNOJF30A20141201

54 More information about the Trans Adriatic Pipeline available at: http://www.eib.org/projects/pipelines/pipe-
line/20140596 [accessed 30.09.2017]

55 More information about the Azerbaijan: Southern Gas Corridor available at: http://www.ebrd.com/work-with-us/
projects/psd/azerbaijan-southern-gas-corridor.html and Tanap Trans-Anatolian Natural Gas Pipeline available at:
http://www.eib.org/projects/pipelines/pipeline/20150676 [accessed 30.09.2017]

56 Oxford Economics has published a report on economic benefits for Albania for the TAP AG consortium which
shows some benefits for the country but does not examine the flip side of the coin - costs and disadvantages. It is
therefore hard to draw any meaningful conclusions from it about the project’s overall impacts. More information
in the Oxford Economics: The Economic Impact of the Trans-Adriatic Pipeline on Albania - A report for TAP AG, un-
dated available at: http://www.oxfordeconomics.com/Media/Default/economic-impact/economic-impact-home/
Economic-Impact-trans-Adriatic-Pipeline.pdf [accessed 30.09.2017]

57 Counter Balance’s statement in solidarity with the No TAP Committee, 23 March 2017, available at: http://www.
counter-balance.org/counter-balances-statement-in-solidarity-with-the-no-tap-committee/, Georgi Gotev: Italy
approves TAP pipeline, but activists attempt to block, 29 March 2017, available at: https://www.euractiv.com/
section/global-europe/news/italy-approves-tap-pipeline-but-activists-attempt-to-block/ and ANSA.it: Fresh TAP
clashes in Puglia, 4 July 2017, available at: http://www.ansa.it/english/news/general_news/2017/07/04/fresh-tap-
clashes-in-puglia-2_44713110-c868-4a6e-bc61-9ac4f4lle2ae.html

58 EIB: Complaints Mechanism Cases, available at: http://www.eib.org/about/accountability/complaints/cases/in-
dex.htm [accessed 30 September 2017]
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operating, due to technical difficulties,*® and must count as one of the most embarrassing European-
backed projects ever.

Another candidate for this title is the Sostanj lignite power plant in Slovenia, backed by loans from
the EBRD and EIB. This one has been built and put into operation, but at double the originally cited
cost. The worst predictions about the project’s economics made by its critics have been proven

wrong only in that they were too mild.®°

Perhaps stung by these disastrous projects, the World Bank, EIB and EBRD in 2013 all pledged to
virtually halt financing for coal power stations.®* This didn’t stop Western Balkan governments’
enthusiasm for building new coal power plants however, and the major turnaround in this sector
has been the entry of Chinese state policy banks into the region. The extent to which this will truly
become a trend has yet to be seen as only one plant - the 300 MW Stanari plant in Bosnia and
Herzegovina - has actually been constructed with a loan from the China Development Bank so far.

Further loan agreements were signed by the China Exim Bank in December 2014 for the 350 MW
Kostolac B3 plant in Serbia, and in November 2017 for Tuzla unit 7. No financing contract has been
signed for Banovici in Bosnia and Herzegovina at the time of writing, and other plants with potential
Chinese involvement (Ugljevik I, Gacko I, Kamengrad) are much further from securing financing.5?

In the hydropower sector there has been an explosion in the number of small projects across the
region in recent decades. Bulgaria moved fastest to hand out concessions on small rivers and streams
in the late 1990s and early 2000s and was joined by others in the mid-2000s. Albania was the most
active in this regard, awarding concessions for no less than 435 hydropower projects from 2007 to
2013.%

A 2015 Bankwatch study covering the Western Balkans, Croatia, Slovenia and Bulgaria identified 200
new plants in operation since 2005, 113 under construction and 994 actively planned or potential
plants, but pointed out that these figures were likely to be an underestimate.® An earlier study by
Dr Ulrich Schwarz which examined 1640 planned and potential projects in the region found that no

less than 49% of these, or 817 projects, are in protected areas.®*

59 Exit: The Power Plant in Narta — A History of Failure, 26 May 2017, available at: http://www.exit.al/
en/2017/05/26/the-power-plant-in-narta-a-history-of-failure/

60 Focus Association for Sustainable Development: TES6 Economics Mythbuster, December 2014, available at: http://
www.focus.si/files/programi/energija/2014/mythbuster.pdf
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ness and Economics, undated, available at: http://eccsf.ulbsibiu.ro/articole/vol91/917kraja.pdf

64 CEE Bankwatch Network: Financing for hydropower in protected areas in Southeast Europe, Riverwatch and Euro-
natur, December 2015, available at: https://bankwatch.org/publication/financing-for-hydropower-in-protected-ar-
eas-in-southeast-europe
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Financing for the smaller projects was very difficult to trace and, in most cases, likely originated
from commercial banks. However, a surprisingly large number of IFl investments in the sector were
identified: The EBRD was the most important actor with at least 51 greenfield plants supported with
at least EUR 240 million.®® Newer actors are also visible in the hydropower sector, mainly the Chinese
policy banks, but their involvement for now mostly remains on the level of expressing interest.

Other electricity generation projects seem relatively scarce compared to coal and hydropower butin
2016 Bankwatch identified 1166 MW of wind plant projects under development (compared to 2800
MW of actively planned coal projects).®” The IFls, KfW and Chinese policy banks have all expressed
willingness to back wind projects in the region® so availability of financing per se does not seem to
be a problem, but agreeing on the terms and conditions is holding back numerous projects.®

Transport

In the last two decades SEE countries have invested heavily into getting themselves connected to
the TEN-T corridors and investments in building or upgrading highways have been among the largest
investments in the region. The sums spent are staggering for such small and cash-strapped countries.

The first section of the Bar-Boljare highway in Montenegro was originally costed at EUR 809 million,
but due to the fixed exchange rate agreed for the loan from China Exim Bank, the project costs
around USD 1.1 billion in dollars, and the estimated cost as of August 2017 was almost EUR 1 billion
- an increase of 19 percent (4 percentage points of GDP), which is borne by the government.”® The
northern and southern sections of the 3rd Development Axis in Slovenia are expected to cost even
more - over EUR 2 billion altogether.”
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66 This number is likely to have changed slightly since the report was published and does not include all plants
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Altogether no less than EUR 12.5 billion has been disbursed, committed or secured for the so-called
Indicative Extension of the TEN-T Comprehensive Network in the Western Balkans since 2004.72 Of
this, by far the largest amount has been for roads.

Graph 1: Share of total investments per mode of transport (M€)
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From 2004 to 2016 around 38% of financing came from IFls, 29.7% from national budgets and 27.5%
from “other sources”, including the China Exim Bank, Russian loans, the Abu Dhabi Fund, Islamic
Development Bank, Italian government, Kuwait Fund, OPEC and others.” This category has increased
significantly in recent years as it was only 16% in 2014.”> National governments have committed and
disbursed almost exclusively for road projects, while IFIs and “other” financiers have disbursed and
committed some financing for rail but still much more for roads.”®

While many of the region’s roads certainly need improvement, rail needs some positive discrimination
in terms of financing if it is going to become a relevant transport mode again.

jskih_projektov_v_RS2015.pdf

72 SEETO Multi-Annual Development Plan: Five-year multi-annual plan 2016 update, available at: http://www.see-
toint.org/wp-content/uploads/downloads/2017/02/SEETO-Multi-Annual-Development-Plan-Q.compressed.pdf

73 Sanja Dodig, SEETO: Regional Transport Co-operation under SEETO, presentation 29 March 2017, available at:
www.balkanmagazin.net/Storage/Global/Documents/2017/Sanja_Dodig.ppt

74 lbid.

75 lbid.

76 SEETO: Multi-Annual Development Plan, Common problems — Shared solutions, Five Year Multi-Annual Plan 2016,
available at: http://www.seetoint.org/wp-content/uploads/downloads/2016/01/SEETO_brosura_lowres.pdf
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V. Case studies of problematic
projects and findings from the
national-level analyses

Below we present individual cases from each of the countries targeted in this research. There are
several recurring issues in the public infrastructure sphere in all the countries, EU members or not,
which are summarised in the final section of the study.

Bosnia and Herzegovina

Recent trends and public financial flows for infrastructure

Much of Bosnia and Herzegovina’s Socialist-era infrastructure — roads, bridges, and tunnels —
suffered from collapse or was damaged during the war in the 1990s, greatly increasing the need for
investment. Investments in BiH are determined by the need for reconstruction and/or expansion of
existing networks (roads, railways, airports, water supply, and sewage) and changes in demands for
infrastructure services, as well as political affiliations, including EU accession.”’

Many strategic documents have never been approved, for example neither the Federation of Bosnia-
Herzegovina nor the state have an energy strategy at the time of writing, while that of Republika
Srpska is very outdated. As of January 2018, new strategies are under development at all three levels.
In the Federation there is no transport strategy or action plan nor any spatial plan. This creates a
vacuum in which projects can be pushed individually without wider strategic analysis, leading to
both poor project selection and overambitious plans. One example of this is the fact that two new
coal power plant units (Banovici and Tuzla 7) are currently planned within 30 km of each other near
Tuzla by different state-owned companies. These are in competition for water resources, financial
backing from the Federation, and potentially even for coal if the Banovi¢i mine proves unable to
ramp up production. At the same time their cumulative environmental impacts have never been
assessed.”®

77 Javno-privatno partnerstvo u razvoju infrastrukture u BiH, Mr.sc. lvana Domljan, dipl.ing.grad. Sveuciliste u Mosta-
ru, Gradevinski fakultet, December 2011, available at: http://www?2008.gf.sve-mo.ba/e-zbornik/e _zbornik 02 05.
pdf [accessed 27 March 2017]

78 CEE Bankwatch Network: Balkan energy projects with Chinese involvement — state of play June 2017,

available at https://bankwatch.org/publication/balkan-energy-projects-with-chinese-involvement-state-of-play-
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Concerning transport sector infrastructure projects, the main activities undertaken by the Federation
of BiH entity government are related to improving the financing scheme for road infrastructure and
the construction of the three subsections of the Pan-European Corridor Vc.

While theoretically open to foreign investment, Bosnia and Herzegovina struggles to attract high
quality investors. A complicated political structure, non-transparent regulatory regime, high level
of corruption and inadequate judicial and regulatory protections deter responsible investors, both
foreign and