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FOREWARD TO 
"MEASURTNG THE ENVIRONMENTAL TRANSITION 

IN EASTERN EUROPE AND THE NEW INDEPENDENT STATES" 

The Office of Environment, Energy and Urban Development of USAID's Bureau for Europe and the 
New Independent States supported the research and draft~ng of this path-breakmg report on the status of 
env~ronmental protect~on and management in the EM region The report grew out of our perception that 
innovative analytical tools were needed to measure the region's capacity to manage its substantial 
environmental problems, and to gauge progress over time ~n improving that capacity within the context 
of the larger economic and democratic transition underway m the region An underlying motivation for 
undertaking this effort was USAID's need to judge the effectiveness and impact of its environmental 
ass~stance programs in the region, to assess the need for adjustments in program direction and priority, 
and to detemme through analytical means when EN1 countries are ready to "graduate" from USAID 
assistance 

The heart of the report is found in Section IV, which proposes a specific methodology for measuring the 
capacity of four key participant or stakeholder groups in the env~ronmental transition -the private sector, 
central governments, local governments and the citmenry at large - in terms of three central aspects, or 
"impact areas," constituting environmental management capacity - the pol~cy, legal and regulatory 
framework for environmental management, the strength and commitment of key institutions representing 
each stakeholder group, and the extent of activity in the areas of environmental trade, finance and 
investment This section of the report also presents a cross-country ranking based on the results of the 
measurement exercise 

It should be emphasized that t h ~ s  effort does not seek to assess the state of the physical environment in 
the EN1 region, that is, unllke other such endeavors, this index of env~ronmental performance is not 
focused on quantitative measures of a r  and water quality, energy intensity and so forth Changes in 
these environmental conditions - both pos~tive and negative - are occurring in the region for reasons 
more related to economic output levels and government budgetary constraints than to policy and 
institutional reform In the longer term, it can be reasonably assumed that the trend in environmental 
performance will be strongly positlve as a benefit of the overall economic transit~on process But the 
rate of improvement will be cr~tically dependent on the capacity of public and private mstitutions to 
respond to market signals and on the democratic expression of demand for higher environmental quality 
It is in this area of establzshzng the enablrng condztzons for envzronmental management that USAID is 

focusing its assistance efforts, and has endeavored in the present report to establish an analytical 
methodology for measurmg status and improvement 

This 1s a first effort at a h~ghly inexact sclence, and should thus be seen as a work m progress The initial 
attempt represented by this report has been an extremely valuable learning experience for all involved, 
and the choice of indicators and the methodology used in scoring and ranking countr~es are certain to be 
further refined and developed in future rounds of analysis Subsequent applications will undoubtedly 
produce a more fully articulated interpretation of the results and thelr programmatic implications, on 
both national and regional bases 
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EXECUTIVE SUMMARY 

The 26 states of Central and Eastern Europe and the Newly Independent States of the former Soviet 
Union (the EN1 region) have been undergoing profound social, political, and economic transformations 
since 1989 As the economies and societies of the region have evolved, there have also been noticeable 
impacts on the environment The United States Agency for International Development (USAID) has 
played an active and integral role in the transifion of the ENI region It has supported the market-based 
transformation of these economies while encouragmg the closely related development of democratic 
institutions USAID has also provided access to US environmental know-how and technologies and has 
earned a reputation as one of the leading donors m the environmental field 

The objective of this report is to review the conditions and trends which have contributed to 
environmental quality improvements m the region, with a particular focus on the two-part question how 
far has the region come, and what remalns to be done? In order to meet this objective, the report begms 
by proposing an economic-environmental policy framework for sustainable development in the EN1 
Region (Section Two) Using this broad policy framework, the major environmental trends and issues in 
the region are then highlighted and discussed (Section Three) Available data on the environment is 
marshalled to highlight broad environmental and economic differences among countries in the region, 
and within smgle countries over the period of analysis Special attention is given to developments 
concerning environmental policy, institutional strength and commitment, and related economic 
conditions In addition, an effort was made to review the experience of USAID missions throughout the 
region with respect to environmental issues and Strategic Objective 3 3, Reduce Environmental fisks to 
Public Health 

Among the findings of Section Three are the following 

Trade data show that the CEE countr~es are becoming integrated with western economies at a more 
rapid rate than the MS countries For the CEE countries, these trade links, together with the 
prospect of EU accession, are increasingly important factors m promotmg better environmental 
performance at the government and firm level, 

Physical data for measunng environmental performance are scarce, and the data that are available 
do not allow detailed assessments of relative progress and trends within the EN1 region Existing 
data suggest improvements in some areas, such as intensity of energy use and level of energy 
subsidies (a proxy indicator for emissions of air pollutants), however, the absolute figures also 
show that environmental performance in the region still lags well behind the OECD countrres, 

There has been substantial progress in the development of environmental laws and regulations m 
the region, but enforcement efforts and institutional capacity in overs~ght agencles are weak, 

Environmental NGOs have been effective m advocacy work at the local level, although they have 
had less influence with central governments, 

Limited access to capital is the key constraint to improved firm-level environmental performance 
Public sector environmental funds remam the most important source of capital In countries where 
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firms are makmg investments m pollution control equipment, managers' access to information 
about technologies and methods is limited, 

USAID'S presence in the reglon has demonstrated the importance of flexibility in the development 
of projects at the field level in response to local circumstances, the opportunities for regional and 
sub-regional cooperation on environmental issues, and the envlronmental benefits of projects 
focused primarily on other sectors, such as banking reform and restructuring of electric power 
generation, transm~ss~on, and distribut~on 

Usmg the elements of this broad economic-environmental framework, an ENI-specific analytical 
framework and rankmg methodology is proposed (Section Four) and used to score the environmental 
enabling cond~tions of each of the 26 countr~es in the region The framework and methodology are based 
upon identification of three broad impact areas (policy, legal, and regulatory framework, strength and 
commitment of environmental institutions, and environmental trade, finance, and mvestment) and four 
environmental stakeholders (private enterpnse, central government, local government, and citizens) 
Assuming that each of the three impact areas has a distinct relevance for the four stakeholders, a 3x4 
matrix is created In each of the 12 cells of the matnx, broad criteria of progress are defined For 
example, the criteria of progress by which one knows whether local government (the th~rd stakeholder 
group) is operatmg in an unproved policy, legal, and regulatory environment (first impact area) is that 
the "fiamework allows for constructive engagement of local and regional government bod~es in 
environmental management" For each of these twelve criteria, a number of variables are defined by 
which progress can be measured In additron, scores from 1 to 5 are defined Using this framework and 
rankmg methodology, a group of regional experts was asked to prov~de scores for each of the 26 
countries These draft scores were forwarded to USAID misslons m the EN1 region for comment and 
alteration Final scores and ranking are included in Section Four 

In Section Five, the cross-cutting ranlung of EN1 countries based on the "environmental enabling 
conditions" given in Section Four are used to derive mplications for the programmmg of 
environmental assistance to this region To orgamze these fmdmgs, we define and examme m this 
section several country sub-groupings These sub-groupmgs can be usefully employed to provide 
guidance to USAID as it seeks to answer questions regardmg the d~rections of and priorities for 
environmental programmmg in the region The five country groupings are 

Envzronrnental Fzrst Tzer The most progressive countries m terms of their envlronmental 
transition and also representmg a one-to-one relat~onship with the so-called "Northern T~er"  
countries of Eastern Europe (Poland, Hungary, Czech Republic, Slovema, Lithuama, Latvia and 
Estoma) 

Envzronmental Second Tzer A group of countries in Eastern Europe and Central Asia with 
weaker environmental enablmg conditions scores This group corresponds closely to the list of 
countries that are progressing at only a moderate pace m their economic transition (Slovak 
Republic, Romama, Bulgaria, Croatia, Macedonia, Moldova, Belarus, and the five Central A s m  
Republics) 

Resource-onented Countries A group of countries whose economic futures are closely tied to 
natural resources development - especially 011 and gas - or which are affected by neighbormg 
resources through pipelme routes and/or barter arrangements (Russia, Armema, Georg~a, 
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Azerbaqan, Turkmemstan, Kazakstan, Uzbekistan, Tajikistan and the Kyrgyz Republic) 

Global Clzmate Change Focus Countnes/Regzon Three countries (Russia, Ukrame and Poland) 
and one region (Central Asia) of greatest US mterest from the standpomt of cooperative efforts to 
address Global Clmate Change 

Speczul Cases The environmental and politxal situation m two countries, Albanra and Bosnia, 
precludes them from being grouped m the preceding categones Although the Russian Federation 
and Ukrame are placed m the categories listed above, a number of their character~st~cs make them 
deservmg of special treatment m thls category as well 

Section Five further examines the common characteristics of countries w i t h  these groupings, 
identifymg the underlying US mterests in provibg environmental aid to these countries, and drawmg 
implications for the programmmg of environmental activities withm these countries and the EN1 region 
as a whole 
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SECTION ONE 

1 0 Context for the Study 

The twenty-six states of Central and Eastern Europe and the Newly Independent States of the former 
Soviet Union (the ENI region) have been undergoing profound social, political and economic 
transformations since 1989 Fundamental changes in government and governing structures and the legal 
and business environments - as well as integration with the rest of the world - have affected all facets of 
life 

As the economies and societies of the region have evolved, there have been noticeable impacts on the 
environment In the early years of the trans~tion, economic slowdown brought with it consequent 
reductions m industrial pollution As economies have picked up, however, it has proven difficult to 
determine how these pollution levels, and their impacts on environmental quality, have changed The 
social, political, and economic evolution of the region has also had an effect on other dlrnensions of the 
environment, including the management of natural resources - water, forests - and both public and 
private environmental priorities 

The United States Agency for International Development (USAID) has played an active and integral role 
m the transition of the E N  region It has supported the market-based transformation of these economies 
while encouraging the closely related development of democratic inst~tutions USAID has also provided 
access to US environmental know-how and technologies and has earned a reputation as one of the 
leading donors in the environmental field 

1 1 Objectives and Organuation of t h ~ s  Report 

The objective of this report is to review the environmental conditions and trends in the region with a 
particular focus on the two-part question How far has the region come, and what remains to be done? 
To meet this objective, the report begins by establishing a comprehensive framework for analyz~ng 
environmental issues in the region (Section Two) The report then provides a review of broad 
environmentally related trends m the region between the years 1989191 and the present, to the extent data 
are available A review is also offered of major changes in the areas of policy, legal and regulatory 
programs, mstitutional developments, and the finance, trade and investment status in the region (Sect~on 
Three) Usmg information from this review of trends, the report proposes and applies an analytical 
fi-amework for scoring the 26 countries of the region based on environmental performance To the 
greatest extent possible, this scoring methodology aspired to use quantitative indicators, although 
qualitative indicators of change were used extensively due to the lack of time and data (Sect~on Four) 

This report IS not intended for a general audience As USAID directed at the outset, it presumes that 
readers are already familiar with the basic elements of the transition in the ENI countries, with the 
central environmental issues of concern, and with the priorit~es for USAID work m the region 
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SECTION TWO 

An Economic-Environmental Pohcy Framework for 
Sustainable Development in the EN1 Reg~on 

The concept of sustamable development was introduced in 1987 in the UNCED report known as the 
Brundtland Report Sustainable development implies a path and pattern of growth which ensures that 
future generations are no worse off than present generations m terms of the economic, social, and 
environmental assets they possess and the living standards they enjoy This definition, although slightly 
different than others in the literature, captures the essence of the concept of sustamability The 
implications of sustainable development weigh more heavily on the present generation than on future 
generations in terms of how the environment and renewable and nonrenewable resources are to be 
utilized, economic development that results in the destruction of environmental resources and 
widespread elimination of species of flora and fauna would be deemed unsustainable However, since 
some resources are nonrenewable or exhaustible, there is an implied substitution between resources 
consumed by present generations and the capital stock and body of knowledge and technology that are 
made available to, or Inherited by, future generations Sustainable development is not easily quantified 
or measured 

Fortunately, the task before us is focused largely on one dimension of sustainable development the 
improvement of the environment If we take the view that it is sufficient to focus on directional changes 
(1 e , improvements in the environment), it is easier to develop an analytical framework that can be 
applied to the EN1 region 

The analytical framework is based on the principles of environmental economics theory as it has 
developed over the past 50 years The key feature in understanding this theory is the notion that the 
natural environment is similar to other forms of wealth available to society in that it generates valuable 
services - services that are valuable because they are m demand In this respect, an environmental asset 
such as a water body, a natural forest, or an air shed, is no different from reproducible capital (such as 
buildings and machines) or human capital ' What is different is that most of the services of the natural 
environment, while valuable, are not bought and sold in markets Consequently, the private-market price 
mechanism - which helps assure that the services of conventionally marketed capital are allocated 
efficiently - cannot function This market failure creates a special need for governmental policy 
intervention 

To better understand the need for this intervention, it 1s important to be familiar with the services 
prov~ded by the natural environment These services can be divided into two groups output (or 
environmental quality) services and znput services Environmental quality services Include life support 
services for human, animal, and plant species, recreation services to hlkers, swimmers, boaters, hunters, 
fishers, birders, etc , and the aesthetic services provided to those who simply enjoy the beauty of nature 
Input services serve the needs of industnal, agricultural, and household production They include 
marketed raw materials such as minerals, timber, and processed water, and nonmarketed raw materials 
such as the waste dlsposal services provided by air, water, and land as media for accepting industnal, 
agricultural, and household wastes 

As societies grow and become more industrialized, the demand for environmental services of both 
groups increases An economic problem arises because these services not only begm to compete with 
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each other but also with the servlces of other, non-environmental assets In particular, input services, 
such as waste disposal and raw materials, compete with environmental quality services since waste 
disposal and raw material extraction can generate pollutants that degrade the scope, visual appearance, 
and life support capac~ty of natural environments Thus, in most industrialized societies facing 
environmental problems, the prlmary role of governmental pol~cy is to increase and satisfy the collective 
demand for environmental quality and decrease the demand for waste d~sposal and other Input services 
of the natural environment 

The following is a discussion of enabling factors necessary for a regional sustainable development path, 
including policy, regulatory, institutional, investment, and others These are organized according to 
government enabling factors, private sector enabling factors, and NGO enabllng factors 

2 1 Government Enabhng Factors 

In this section, we will develop a framework for analyzmg the range of governmental act~ons that may be 
implemented to promote sustainable development generally, and environmental qual~ty more 
specifically In examining governmental enabling actions to promote environmental improvements, it is 
useful to view these actions in the context of the following framework 

In any economy, there is an initial set of institutions, broadly defined to include property rights, 
laws and norms, markets, governments, firms, etc 

Households, firms, and other entities behave in particular ways in producing and consuming goods 
and services consistent with this set of institutions 

The outcome of household and firm performance ~n their participation in markets can be 
evaluated 

If the resulting economic performance is deemed to be unacceptable, changes in the set of 
institutions and institutional rules can be introduced, presumably to improve performance by 
altering the behav~or of households and firms in response to these changes 

This framework can be used to explore the actions government might take to modify the behavior of 
households and firms, thereby leading to reduced environmental degradation To illustrate the process of 
mtitutional change, suppose that water prices are subs~dized and there are no meters in individual 
apartments and houses As a result of low pnces, an excessive amount of water is consumed, and more 
water 1s discharged to the wastewater treatment facility than can be treated Whrle one possible approach 
to addressing the problem would be to limit the amount of water supplied to apartment buildmgs, another 
approach would be to increase water prices to reflect the opportunity cost of supply H~gher prices 
encourage more rational util~zation of water and would lead to lower levels of consumption and reduced 
wastewater discharges 

Before examlnlng specific government actions, we should first character~ze general ways m which the 
government can influence the behavior of households and f m s  to improve environmental quality 
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Geaeraf Ways m Wh~ch Governments Can Influence Zlousehalds and Firms 

Make households and firms accountable for ther procZuctron of waste, aw emissons, and water 
drscharges ~~~~uterpayspr~nczp~e)  through a system of regulatory reqwements and/or prrclng of 
pollutxon, 
Encourage mproved uhllzatron of natural resources m product~on (e g., through fuX1 cost pncmg of 
energy) Improved utiirzatron mght be accomp~rshed through management practices, changes m 
process technologies, or restructmng of praduetron, 

* m o t e  cIeanup of past env~onm~ntal contammatron 

Following the approach taken m the Envvonmental Action Programme for Central and Eastern Europe 
document endorsed by Mmisters of Environment m Lucerne m 1993, we can differenhate three types of 
enablmg actions that can be taken by governments to unprove the envvonment, each of which are 
discussed in the following subsections They are (1) policy reform, (2) inshtutional strengthenmg, and 
(3) public investment and pnvate mvestrnent stimulation 

2 1 1 Pohcy Reform 

Both economlc and environmental policy reforms contribute to environmental unprovements First, we 
discuss general economic policy reforms that unpact environment, followed by a d~scussion of specific 
environmental policy reforms 

Economrc P o l q  Reform 

The interaction between economic policy and envvonmental quality is highly complex For example, 
general policies des~gned to increase the national mcome can also be expected to Increase the demand for 
env~ronmental qual~ty relative to the demand for waste disposal since empirical evtdence Indicates that 
the demand for environmental quality mcreases with increased income At the same time, the demand 
for waste disposal often decreases with economic growth as newer, more efficient capital is mtroduced 

Here, we focus on two major economic pollcy measures that have great potential to Improve the 
environment m transition economies privatlzat~on and the removal of price subsidies While other 
macroeconomic stabilizat~on measures such as trade l~beralization and sound monetary policy can also 
promote env~ronmental unprovement, the two reforms discussed here have key significance in the early 
phase of economic transition 

In many countnes, privatization occurred vla a two-step process First, while enterprises remamed m the 
public sector prior to prlvatrzation, governments Introduced hard budget constramts, requlrmg managers 
to organme productron so that revenues covered costs Th~s first step in rabonal~zing product~on resulted 
m lower production levels (these declmes were also driven by the loss of traditional markets for goods) 
and typically led to lower levels of pollution However, dmng this stage of privatization, state-owned 
enterprises were unllkely to make mvestments to reduce pollution Investments, tf  made at all, were 
focused on malung the enterprise more attractive for purchase Once an enterprise was transferred to 
private ownership in the second stage of the privatization process, the new owners could be expected to 
restructure producbon and modern~ze operations, these economic investments would likely yield 
environmental benefits as well Many western observers also saw the privatization process as an 
opportunity for countnes m the region to assess the extent of past contammation and address the need for 
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cleanup durlng the transfer of state assets to the private sector However, m overall terms, the bulk of 
privatization transactions have not given much consideration to the cleanup problem 

Removal of Przce Subszdzes 

At the beglnnmg of the transition penod, pnces for goods and servlces and factors of production m the 
region were far below market pnces Consequently, one of the first steps m the translbon to a market 
economy involved pnce adjustments, part~cularly for energy As a cond~bon for receiving assistance, the 
IMF and World Bank have frequently requlred recipient countr~es to adjust energy prlces and remove or 
reduce subsidies for certain pubhcly-provided services While there have been serlous stresses placed on 
households and businesses because of these pnce adjustments in the transit~on period, these measures - 
and market pnces or priclng pracoces that mlrnic the market - yield s~gnificant environmental benefits 
and are an essent~al component of sustamable development 

Envzronmental Polzcy Reform 

Env~ronmental policy reform has been a central focus of donor assistance m the EN1 region This section 
first discusses the overarchmg principles of environmental policy that are most consistent w ~ t h  
sustamable development, and then presents a range of specific envronmental pollcy measures A more 
detailed discussion of environmental policy options IS contamed in Annex 2 

Key Pmclples af Effectwe Enwonmental Poiicy 
Pnorzhzat~on 
A key element of policy reform is the establishment and pnontnahon of env~onmental gods The EAP 
mcourages countrres to address hot spots and enwronmentai health Issues m the short- and medrum-term 
because, in part, the potentral benefits are large and resources for reducmg pollutron are b t &  WhrIe most 
countnes in fhe repon prepared NEAPs prior to the 1995 Envroment for Europe conference in So%, these 
documents filed to set realsac goals vts a vzs the public and private resources avadable to undertake 
tnvestmennts Most of these countnes lack the capabhtres to evaluate benefits and costs and u d ~ e  ths  
domatron m semg pnonbes 
Pohter Pays Przncaple 
A second g w b g  pm~iple is that polluters should bear financld responsibility for drsposal of ther waste, atr 
emissions, and discharges to water Env~onmental agencies must have the pol&cd support and commitment 
to this principle from the government and regulated wmmmty rf effectwe pot~cy reforms are to be designed, 
mplemented, and enEorced 
FEex~ble Imfnunents 
The thud pnnciple IS that polmy should afford polluters the flembihty to pursue least cost compbance 
strateges by use of economic mstrumenfs that dlow Aextbiltty m mdmdual firm decisions Worldwde, there 
has been Ilmted use of economc mstruments, most countries rely on command-and-control approaches that m 
theory ach~eve comphance at srpificantly greater cost than would economc msimments Econom~c 
mstruments can be straight forward (I e a set tax per una of pollutton), or market-based (relrant on an acme 
market for b u p g  and selling pouutron nghfs) 
Fuzmess 
Fmnally, envuonmental poky should be mplemented m a way that is not arbitrary, random, or mconsistent 
While most countnes Qstrnguish reqmements for new and exlstmg facihtres, foreign investors expect to be 
treated m the same way as owners of similar facdlhes Thus, m pemifmg, mspectron, and edorcement 
activltres, regulabons shouId be applied consstently 
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In terms of specific policies, governments have used a broad range of measures to protect environmental 
quality The major ones are illustrated below 

Pol~cy Examples How ~t works Comments 
Mandated 
ccclean" 
emissions 
technology 
Technology 
based emission 
standards 
Effluent fees 

Input taxes 

Tradable 
permits 

Waste 
treatment 
subsidies 

Resource use 
restrictions 

User fees 

US automobile policy 

US water polluhon 
regulations 

Water pollution charges 
m Holland, France, and 
Germany, alr polluhon 
charges m Northern 
Europe 
Fertilizer and pesticide 
taxes in Norway and 
Sweden 
US alr pollubon permit 
trading 

US mun~cipal 
wastewater treatment 
program 

Logging bans in 
Philippines and 
Thalland 
Park entrance fees 

Makes unlimited use of free 
disposal services prohibitively 
expensive (If enforced) 

Makes unlimited use of free 
disposal services prohibitively 
expenswe 
Raises "price" of "free" 
disposal relative to cost of 
treatment 

Indirectly lowers the demand 
for waste disposal services by 
reducing need for services 
Creates market value for non- 
use of free disposal servlces of 
nature 

Lowers cost of treatment 
relative to disposal but must be 
combined with mandated 
controls 
Limits natural resource servlce 
in favor of other environmental 
quality services 
Rases price of certain 
environmental quality services 
(e g , recreahon) relative to 
other services (species 
protection) 

Loss of efficiency often 
justified by easier 
enforceability 

More efficient than technology 
forcing if polluters are free to 
meet standards as they wish 
Preferred approach for 
economic efficiency Handl~ng 
of revenues can be 
problematic 

Less efficient than effluent 
fees but may be far easier to 
enforce 
Very efficient way of reaching 
pre-determined level of total 
emissions in an area Reqmres 
efficient trading market 
system 
Programs have often favored 
inefficient capital-intensive 
approaches, often arbitrarily 
selected 
May only lead to shftmg 
resource use elsewhere Also, 
may be difficult to enforce 
Similar to effluent fees with 
respect to efficiency 

Conventionally, these waste control polic~es have been classified e~ther as "command-and-contro1" 
policies or as "market-based instrument" polmes The distinction is somewhat artificial, since m 
practice many policies combine the features of command-and-control with the economic features of 
market-based mstruments Even the most direct command-and-control approach - unposihon of a legal 
requirement to use mandated technology to control pollution - shares the following feature of market- 
based instruments the decision to obey the directive is often affected by the economic calculation of the 
cost of the mandated technology relative to the cost of faclng sanctions for not complying with the 
mandate Weak versus strong enforcement affects the polluter somewhat l~ke  a discharge fee that is set 
at low versus high levels However, the "market-based" discharge fee is preferred as it more efficiently 
permits the polluter to choose a technology that is cheaper than the one that is mandated 
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It should be noted that both mandated emission controls and more flexlble market-based approaches 
(such as tradable permits) require mstitutional preconditions for their effectiveness Specifically, they 
both assume an honest, bribe-fiee legal system and effective enforcement Furthermore, the use of 
tradable permits assumes the existence of markets through which the permits can be exchanged Such 
preconditions are not likely throughout the CEE/NIS, but may exlst in particular countries or local 
jurisdictions 

More indirect methods to control the demand for waste disposal services may be preferred if 
enforcement is a severe problem Spec~fically, it may be easier to control the demand for waste disposal 
indirectly by 1) eliminating subsidies on polluting inputs, 2) raising the price of polluting inputs, or 3) 
raising the price of certaln finished products whose production leads to large amounts of pollution In 
this way, pollutants from agriculture - a sector that is exceedingly difficult to control directly - may be 
greatly reduced through the use of taxes on fertilizers and pesticides Similarly, taxing papers in 
proportion to their brightness would be an effective way of reducing pollution from the pulping industry 

In conjunction with all of the above policy approaches - command-and-control, market-based 
instruments, and demand-side management - governments have the option of pursuing various 
cooperative programs with industry Governments can negotiate with individual firms to develop specific 
compliance schedules that are reasonable and agreeable to both parties In addition, governments can 
promote voluntary industry compliance by, for example, offering a grace period for compliance after a 
firm conducts a comprehensive environment audit 

2 1 2 Institutional Strengthening 

The second important way that government can support sustainable development is by strengthenmg the 
institutions that make and implement environmental policy (financial institutions are addressed in the 
investment section) Three types of institutional strengthening actions will support environmental 
management and enhance environmental quality (1) re-organizing responsibilities for designing and 
implementing environmental policies, (2) building the capabilities of agency managers and technical 
staff, and (3) improving the transparency and accountability of the environmental agency 

Organzzatzon of Responszbzlztzes 

Environmental management can be divided into two basic components policymaking and 
implementation Policymaking involves the setting and prioritization of goals (and associated analysis), 
the selection of policy instruments, and the elaboration of the policy program Implementation mvolves 
permitting, monitoring and inspection, enforcement, and information management and dissemination 
An Important first step in organizmg environmental management is the division of responsibilities 
between central, regional, and local authorities Many observers recommend the devolution of authority 
and responsibilities for implementation to the local level However, there is also some scope for local 
responsibility in prioritizing and selecting instruments (provided there is flexibility in national laws for 
differential approaches at the local level) Second, for closer coordination between sectoral and 
environmental authonties to ensure sectoral policies do not exacerbate pollution problems, 
environmental agency staff should be encouraged to participate in the development of sectoral strategies 
Third, environmental agencies need to develop greater capacity to coordinate environmental policy on 
the regional and international level 
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StaflCapaczty Buzldzng 

Environmental agencies and their regional and local counterparts must have adequate staffs with the 
appropriate backgrounds and skills to carry out their responsibilities However, in most countries m the 
EN1 region, budgets for environmental agencies have contracted A related problem is c~vil service 
salaries, which have not increased relative to salaries generally and have lagged behind real prices In 
add~tion, civil servlce salaries have a llmited range, making it even more dificult to retain or recruit 
managers and highly skilled staff For example, most environmental agencies lack economic analysis 
expertise However, these skills are in strong demand in the private sector where salaries are 100 percent 
or higher than those paid in civil service 

Transparency and Accountabzlzty 

The third area of institutional strengthening needed to promote sustainable development IS improved 
transparency and accountability Three types of government actions are needed First, environmental 
agencies need to involve stakeholders in decision-making or elicit input on new policies or projects 
through processes such as environmental impact assessments (EIAs) Second, agencies must increase 
their capacity to manage monitoring data and information and develop systems for disseminating and 
analyzing these databases Third, agencies need to develop, catalyze, and support public awareness and 
education programs 

2 1 3 Supportmg Publlc and Pr~vate Sector Environmental Investment 

Perhaps the most important Impediment to improved environmental quality in the EN1 region is the lack 
of capital for environmental investment In general, governmental actions to increase the flow of capital 
to environmental projects are of two types direct public investment and policies which improve capital 
markets 

Publzc Sector Funds 

During the transition penod, governments have created environrnental funds to finance or co-finance 
environmental investments With a few exceptions (Investment Fund in Slovenia and Latvia), most of 
the financial resources distributed by environmental funds are heavily subsidized Such subsidies 
provide a competitive advantage to firms receiving them and are inconsistent with the polluter pays 
principle Nevertheless, in the absence of effective environmental management supported by political 
will, public sector support appears to be necessary to catalyze environmental investments 

Investment Stzmulatzon and Caprtal Market Formatzon 

The preferred method for financing env~ronmental investments is to fund such investments from a 
country's own economic resources, while using financial support from international donor organizations 
to build institutional capacity and to catalyze domestic financing, presumably by co-financing projects 
and by capitalizing environmental h d s  In this way, countries will move towards financial 
independence (sustainability) and away from primary reliance on international donor organizations for 
capital To promote this, national macroeconomic policies (monetary and bankmg reform, reduced 
budget deficits, privatization, etc ) should encourage positive economic growth rates, reduced inflation, 
and improved capital markets For firms, the costs - especially the capital costs of pollution control - 
can be far more burdensome than necessary if the mechanisms to allow effective annuallzation of costs, 
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such as debt financmg, are lackmg Indeed, emplrical studies have shown that for most industrial 
sectors, the actual annualized cap~tal costs and operatmg costs of envlronmental controls is less than 2 
percent of sales However, the requlred mitial mvestment outlay can greatly exceed a company's usual 
mvestment levels, illustratmg the need for debt financmg It should be noted that public and prlvate 
sector enbties should analyze all the costs and benefits of various pollution control options, mcludmg 
opportunities for labor and land mtensive approaches, before optmg for a capital mtensive approach 

2 2 Pnvate Sector Enablmg Factors 

Gwen prolonged neglect of envronmental quality under central plannmg, it is not surpnsmg that 
~mproved performance requlres mdustrral restructurmg and massive mvestments The costs of 
environmental remed~ation and pollution control are enormous For example, the mvestments that would 
be requ~red to meet European Union (EU) waste water treatment standards for the 300 major 
mun~cipalities m Poland, the Czech Republic, Slovakia, and Bulgma have been estmated at $50 billion 
or more For Poland, the cost of meetmg the sulfur dioxlde emissions reduction requirement of the 
Second Sulfur Protocol have been estmated at 1 45 percent of GDP per year, which exceeds the 
country's total expenditures on envronmental mvestments 

Unfortunately, little emplrical work has been done on the determmants of fm-level envlronmental 
performance in either the CEE or the NIS region Work in Asia, Latin America, and North Amenca, 
however, suggests that certam firm characteristics are associated with good envlronmental performance 
and that industrial plant managers respond to outside pressures mcludmg the followmg 

Wbat Pressures Drwe hdustnal Enwonmental Performance9 
Government, tn ~ t s  roles as regulator, polrcy formulator, and enforcer of the rules and norms of the soc~ety 
Commmztzes, wh~ch attempt to influence the envlronmental behav~or of firms m thev rnldst Their success m 

domg so depends mportantly on thev access to donnabon and the~r pobcal clout, wbch m turn is 
related to the Income and educatronal level of ther crtnens 

Players zn the market i e consumers, mvestors, and financrers Whde green consumerism rs not yet an 
mportant fator m the CEE and M S  comtnes, xt is m the West, and firms m the East are paymg attentton 
Investors, at least those m the West, regard potent& l~abilrty for past enm~onmental performance as an 
unportant considerahon m werghmg potent~al projects m the CEE and MS regons These firms can play 
an anportant role m transferrvg technology and management approaches, as well as bmging m needed 
financmg Debt fiancmg IS also r a p e d ,  but lt is m very short supply, especkily for the longer term 
lnvestmeats needed to rmprove envvonmental performance 

The framaon process ztseg m parbculrtr, the extent to whch ~t results m firms whrch are mulated fram or 
exposed to market dmxplmes Exposure promotes the restructurvlg necessary fix efficiency and 
unproved envlronmental performance Indeed, the latter is frequently a subset ofthe former But, 
conhnued dormnance of "miders" in the post-trmlhon perrod, coupled wth retrcence on the part of both 
potenttd debt fmanciers a d  eqruty mnvestors, has mditated agamst '%eep" restructuring 
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Consistent mth these drrvrng forces, there are steps that the government can take to establish an 
economlc and pollcy envrronment that facrlrtates good Industrial environmental performance 

Enabhg Factors for Good Industrial Enmnmentai Perfonnanee 
Promote adequate externai fininancmg for pnvate mvestment m less-palluting technology and equipment 

Promote strong "outsrder" role m management and busmess decmons of newly pnvabed md&d 
h s  

Do not d o w  budget mnstraints ofmdwtnd h n s  to be eased by pvbhc sector subsdies (expkc~t or 
lrnphcit) 
Create pohcies promotag open m e s s  to oatside markets, capital, and technology. 
Estabhh clear and appropaate Imts to lxabrlity fot past envxromental performance 
Have a. sound strategic pfannmg process m piace, especdly m C;oIllgaan&es whtch are eeonommilIy 
dependent on a small nmber of mddustrxal plants 

Non-Governmental Organlzabons and Community Enabling Factors 

Communitres can (and m some instances actually do) play important roles m rnfluencmg the 
envlronmental behavlor of fvms m therr mrdst Effectwe, well-functronmg NGOs can develop 
relatronships wlth f m s ,  and facllrtate communrty mput Key elements of enhancrng publlc and NGO 
partrclpatlon are summanzed below 

Enabling Factors for NGO and Community Influence to Improve Environment 
Leg~slabon fachtabng the orgamatron of NGOs and f h e ~  ufllmpeded mvolvement m research, publrc 
awareness, &rect pressure, lob* advocacy, and semce provlsmn actmQes 
Pubf lc access to donnabon 
Open and transparent decrsron maktly: processes This, of course, IS closely related to the access to 
rnformatlon issue Infarmatron contames to be close$ held by government offiaak and 
parhamentatlam who are as yet not m y  accdturated to beheve that atrzens and NGOs have s o m e h g  
we&l to contribute 
Increased envxonrnental awareness T ~ I S  IS refated to, but not ident~cd with, the access to mformatlon 
Issue In the context of unmebte, pressmg ecanomc problems, it a hardly surpmmg that many 
envlronmental Issues are not at the forefront of the public consciousness, or that NGOs whch focus on 
such tssues do not find a receptrve audrence, even among those who would seem to be natural alhes 
Improved capaciaes of the NGOs &emselves to engage the population and reach a farget audrence 

' Envronmental assets are defmed very broadly to mclude the natural enwonment (alr and water sheds, rivers, 
lakes, oceans), natural resources (e g , mmerals, fish stocks), and lands m pubhc domm (e g , parks and forests) 

These findmgs are m the followmg reference F~aniessi, Leonard P and Henry M Peskm 1976 The Costs to 
Industries of Meetrng the 1977 Provzsrons of the Water Pollutzon Control Act Amendments of 1972 a report to the 
U S Enwonmental Protection Agency (January) results are consistent with the vanous EPA reports to Congress 
(the so-called "Cost of Clean Ax and Water Reports") 
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SECTION THREE 

The Impact of the Economic and Democratic 
Transitions on the Environment 

3 0 Ovewlew of Key Economic and Environmental Trends & Measures Across the EN1 Region 

As Section Two of this report describes, there IS an important lmk between economlc activity and the 
condition of the environment The incentwe structures provided by a market economy versus a 
command economy may be different, however, both types of economies use environmental services in 
delivering products to the ultlmate consumer Describing the impact of the transition upon the 
environment necessitates relating the activities of the various sectors of the economy to the resulting 
condition of the environmental asset This part of the report will present information on economic 
activity and environmental quality m the EN1 countries, and discuss the relationship between the two It 
is organized in the following fashion subsection 3 0 1 covers economic activity, subsection 3 0 2 covers 
environmental measures, and subsection 3 0 3 describes the data that were available for this analysis 

3 0 1 Econom~c Activity 

There are a large number of variables that are used to measure economic activity at both the macro and 
micro economic level For the purposes of this report the most relevant are 

GDPIcapita 
Share of GDP by Pnvate Sector 
Share of GDP by Agricultural Sector 
Share of GDP by Industrial Sector 
GDP Growth Rate 

These measures are mportant because of the mplications for the use of environmental services For 
example, GDPIcapita is an important economic measure because of the relationship between the level 
of wealth and the desire for increased environment services The other measures listed above are also 
directly related to environmental quality For instance, as the private sector expands, the mcentives 
and responsiveness of the firm to address pollutmg activities changes No longer is the firm able to 
rely on a forgiving enforcement agency to overlook excessive emissions as long as production targets 
are met Also, the types of pollutants generated by each sector are quite different, therefore, changes 
in the composition of GDP between the various sectors are important m considermg the relationship 
between economic activity and the environment Tables 1 through 4 present data on these vanables by 
country for the EN1 region 
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Table 1 Econom~c Vanables for the CEE 

-a mcludes construction, -b numbers are for 1994, -c values are m real terms (1987 $) Values are calculated fiom 
population data fiom WRI and GDP values from the World Bank, -d numbers are for 1992, -* data not available 

Table 2 Economic Vanables of the NIS 

-a lncludes construcaon, -b numbers are for 1994, -c mcludes forestry, -d numbers are for 1993 
-e numbers are for 1991, -f values are m real terms (1987 $) Values are calculated fi-om population data 
from WRI and GDP values from the World Bank , -* data not available 

As the tables manifest, there is a significant difference between the current economic condition of the 
CEE and the NIS Considering the 1995 per capita GDP figures, only one country in the CEE is below 
$1000 while only two countries m the NIS are above $1000 Another interestmg conclusion from 
comparing the Income figures between 1990 and 1995 is that Poland is the only country where real 
income mcreased over the five year period The decline in real income m the NIS is quite drarnatx 
with more than half of the countries at less than 50% of real income levels experienced at the tune of 
the disintegrat~on of the former Soviet Umon in 1991 Slnce the demand for env~ronmental quality is 
h~ghly income elastic, t h ~ s  dramatic declme m real income has serious lrnplications for addressing 
environmental problems m the reglon 
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An lrnportant consideration m relating economic activity to the condition of the environment is the 
distribution of economic activity The share of economic activity allocated to agriculture and industry 
is presented m tables 1 and 2 Although there is not a consistent trend when the 1990 numbers are 
compared to the 1995 numbers, it is Important to realize that the absolute values may not have changed 
significantly due to the overall declme m economlc activity for all of the countries except Poland The 
numbers are unportant, however, in developmg a benchmark for determming the relative unportance of 
the various sectors of the economy for future analyses The other numbers presented in the two tables 
demonstrate the slower pace of privatization and the heavier reliance on the agricultural sector by the 
NIS countries compared to the CEE countries 

Table 3 GDP Growth Rates for CEE 

Table 4 GDP Growth Rates for MS 
I Countries of the I Growth m Real GDP 1 

Source for both tables EBRD Transition Report, 1996, -a EBRD estmates 

Tables 3 and 4 present growth rates for real GDPIcapita from 1991 through 1996 The trends 
presented m these tables reveal a number of interestmg conclus~ons The trend in both the CEE and the 
NIS has been positive Very few countries have actually reverted to low growth rates (or larger 
negative rates) once they began to Improve, with Bulgaria being a notable exception m the CEE Also, 
the largest negative growth rates occurred m the former Soviet states with many of the countries of the 
NIS st111 experiencmg negative growth rates for GDP High negatlve growth rates were also 
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experienced by Latvia and Lithuma m 1992 and Estoma's negative rates were at the upper end of the 
CEE countries Chart 1 provides a comparison of the average growth rates for the CEE and the NIS 
over the period 1991-1996 

Chart I. Ave GDP Growth Rates for CEE & 
N IS 

I Year 

When considering the sigmficant gap in the average growth rates between the CEE and NIS in 1994, 
the progress made by the NIS to narrow the gap by 1996 is quite Impressive The CEE seems to have 
stabillzed at a real growth rate of about 3 % annually, while the NIS is poised to begm positive growth 
rates for the first tune in nearly a decade 

An unportant consideration in reviewmg the numbers presented above is the relative starting pomt for 
each of the countries and when they began the transition to a market economy Most of the countries 
of the CEE officially began the trakition m 1989, whereas, the countries of the NIS did not begm until 
1991 Also, most of the countries of the CEE had a peaceful transition, whlle several of the countries 
of the NIS experienced a more violent transition Such political factors have a sigmficant influence on 
the abil~ty of the economy to develop and adjust to the new inst~tutions required for a market economy 
In addition, some of the study countries m both regions, such as Bosnia m CEE and Tajllustan m NIS, 
are still coping with civil strife that places severe llmits on economic progress 

3 0 2 Environmental Measures 

There are a large number of environmental measures that can be used to evaluate the condition of the 
environmental asset and the impact on human health To provide a characterization of the condition of 
the environment in a particular country 1s difficult at the country level since most pollutants are location 
specific For example, part~culate matter may be a significant problem in one city but not a country-wide 
problem Presenting the data on pollution as a country-wide average may hide problems that are quite 



Measuring the Envzronmental Transztzon m Eastern Europe and the Newly Independent States 18 

severe at particular sites Therefore, a number of environmental measures will be presented that cover 
all the media, plus some human health factors These measures are 

Air Pollution Variables 
Water Pollution Variables 
Vehicles/km of road 
GDP per unit of energy 
Life Expectancy 

The values of the environmental variables represent pollutant concentrations However, the true measure 
of interest is exposure, smce that is what translates into envlronrnental Impacts Unfortunately, exposure 
data are not widely available, as they are generally only reported for specific incidents Also, it is 
important to reallze that life expectancy is not a perfect measure of the effect of environmental 
conditions on health, however, it is well established that the overall level of health is affected by 
environmental conditions 

The raw data presented in tables 5 and 6 present a foundation for between country comparisons within 
the EN1 region, however, this does not provide a reference point for comparison to countries that have 
been actively working to address these environmental problems As a point of reference, the equivalent 
values of these variables for the United States and France are provided in table 7 

Life 
Expectancy 

1995 

73 01 
70 9 
73 74 
73 16 
10 41 
73 21 
70 1 
68 65 
69 22 
70 2 
69 93 
72 07 
73 9 

Table 5 Environmental Var~ables for the CEE 

Romanla 
Slovak Republic 
Slovenia 
-a 1990 data, b 1993 data, c 1991 data, d 1992 data, * data not available 

49b 
50 gb 
89 5b 

80 
70d 
* 

20 
* 
* 

* 
80 
* 

5 36 
6 97 
2 76 

33 
65 
47 

0 57 
* 
* 

0 73 
0 88 
* 
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Table 7 Comparat~ve Envlronmental Measures 

Table 6 Envlronmental Variables for the NIS 

Ukralne 1489 
Uzbekistan 1 175 

I Environmental Measure 

I ~. 

Life Expectancy (1995) 1 77 42 1 77 82 

-a 1991 data, b 1990 data, * data not available 

50 
* 

20 
* 

Access to Sanitation (1993 %) 
GDPlunit of energy (1 99011 994) 
CO, per capita (metric tonslcapital, 1992) 
SO, per capita (kglcap~ta, 1990) 
NO, per capita (kglcapita, 1990) 
CO per capita (kglcapita, 1990) 
Vehicles ~ e r  krn of road (1994'1 

Trend data on these variables is also important in order to understand the changes that have taken place 
and are occurring However, data availability is a problem for many of the countries of the reglon, and 
consistent comparisons across time are not yet possible The data that are available are not even 
complete on a cross-sectional basis However, the study team's research indicates that these countries 

United States 

will implement the necessary data collection mechanisms for the set of pollutants discussed here 

11 72 
5 74 

France 
100 
2 5312 62 
19 1 
80 
90 
640 
30 8 

Another important environmental measure is energy intensity The measure of energy intensity used 
here is GDP per unit of energy used As less energy is used to produce more goods and services, the 
environment will be better off, therefore, larger numbers mdicate lower pollutant loads The 1994 
figures indicate that only four countries in the region are above 1 0, whereas the US is at 2 6 and France 
is at 4 4 The one positive aspect of the numbers is that the comparison between 1990 and 1994 shows 
that a number of countries are improving in their energy efficiency, although not dramatically 

100 
4 4914 38 
6 3 
20 
30 
190 
36 8 

Some cross-sectional data have been collected for specific studies For example, the data on CO2 is 
complete for 1992 due to the role CO2 is believed to play in the global climate change debate Another 
common transboundary Issue 1s SO2 emissions Some data have been collected for a subset of the 

29 1043 
* I038 

035 
033 

6864 
7 0 1  
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countries of the EN1 reglon Table 8 prov~des a cornpanson of these countries to the EU average This 
table illustrates the seventy of the problems that many countries of the EN1 reglon had to face at the time 
of the transition in dealing with the installed infrastructure 

Table 8 SO? Em~ss~ons In Selected Countr~es, 1990 - 
Country 

Bulgarla 
Czech Republic 
Estonia 
H W W  
Lithuania 
Poland 
Romania 

I I 

EU 1 8600 ( 23 1 50 
Source EBRD Transit~on Report, 1996 (table 3 2, page 41) 

430 
105 

Slovak Republic 
Ukrame 

Another measure of the relationship between the condition of the environmental asset and economic 
growth 1s life expectancy Tables 5 and 6 present life expectancy figures for all of the countries of the 
EN1 region The country with the highest life expectancy, Slovenia, is also one of the best performers 
economically However, even the best performers are at least 4 years less than the U S and France 

Power Plants as % of total 
SO, ern~ssions 

72 
62 
79  

SO, from Power Plants 

42 1 48 
28 1 47 

1589 
903 

Table 9 Foss~l Fuel Subs~dies for Selected Countr~es 

Tons (000s) 
1453 
1163 
217 

243 
1690 

Kgkapita 
173 
113 
141 

4 1 
40 

I Russia 
I I I 

1 45 131 1 1 5  

49 
69 

46 
33 

Country 

45 
65 

Bulgaria 
Czech Reuublic 

Subsidy as % of GDP 
1995-96 

Fossil Fuel Subsidy Rate (%) 

H~WWY 
Poland 

I I I I I 
Source Expandzng the Measure of Wealth, World Bank 1996, Table 4 3 

1990-9 1 

54 
24 

Romania 
OECD 

When measuring energy efliciency it 1s important to make sure the price signals sent by the market 
reflect the scarcity value of the energy The available evidence suggests that the countries in the CEE 
and the NIS heavily subsidized energy prices during the 1970s and 1980s Such subsidles encourage 
overuse of fossil fuels, and thus contribute to mcreased emissions of various greenhouse gases and SO2 
One of the first items identified as needing reform once the transition began was energy subsidies As 
table 9 demonstrates, most of the countries for which data are available have made significant strides in 
reducmg the subsidies on fossil fuels, however, the subsidies are still quite high as a percent of GDP 
based upon OECD standards The one except~on in the table is Hungary The increase in the subsidy 
rate in Hungary is in subsidies that encourage the use of natural gas Overall, the other fossll fuel sectors 
in Hungary receive very little subsidy Success in eliminating these subsidies will not only enhance 
economic efficiency of the energy sector but will also Improve the environment 

1995-96 

13 
50 

29 
22 

54 
* 

7 05 
2 96 

16 
18 

1 47 
1 97 

37 
* 

7 24 
0 05 
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3 0 3 Data Availability for Comprehensive Analysis of 26 CEE/NIS Countries 

As the political economy of the EN1 region has evolved, the role and purpose of information in general, 
and environmental information in particular, has evolved with it Once seen as a potential threat to 
governments trying to steer economies and peoples in a pre-determined direction, environmental 
information has now gained a greater importance As some countries in the region move towards 
accession into the EU, they have taken strides to rapidly improve the kinds of information available In 
spite of these recent developments, however, any analysis that purports to provide quantitative data on 
core environmental indicators of change is crippled by the dearth of environmental information collected 
in the past 

A review of regional environmental indicators bears this out 1 Some indication of the dearth of data 
available is found in assessing how many of the OECD's "Core Set Indicators'' can be found for the full 
ENI region The core set is organized around the pressure-state-response framework, vvlth twelve 
general issue areas and at least three indicators for each of the pressure, state, and response categories 
Thus for the eight issue areas which are of direct or proximate relevance to USAID's programming2, the 
OECD identifies a set of 24 core indicators Of these 24, one - C02 emissions - is available for most of 
the countries in the region Indeed, of the other twenty-three ind~cators, few are readily available for 
more than half of the countries in the reglon Examples include emissions of SOX and NOx as well as 
traffic density Of the remaining core set of indicators, information about them is haphazard at best 
Even if the resources were available to attempt gathering these data at country level, there is suffic~ent 
inconsistency in data collection and reporting methodology that comparisons across the region would be 
difficult 

An illustration of the still developing nature of information collection in the region can be made by 
examining the EN1 contribut~ons to UN-managed world coverage databases UNIDO manages a general 
database with broad coverage on industrial-related issues, including a core set of 13 industry-related 
indicators This database can provide an important means of examining pollution production status of 
the countries Ninety-six countries of the world supply their data to this database, including such small 
and relatively undeveloped countries as The Gambia, Madagascar and Mozambique Yet only 8 of the 
26 countries in the EN1 region complete and submit these data Similarly, UNCTAD manages a similar 
worldwide database on import and export trade values, which could be very useful in assessing the value 
of imports of environmental equipment Yet only 12 of the 26 countries of the region provide the data 
necessary for this database 

Improvements in information collection and management are taking place, particularly as some countries 
move towards recognition by the EU Yet for the foreseeable future, region-wide comparisons of 
environmental development on the basis of quantitative indicators will be difficult without the resources 
to collect data at the country level 

3 0 4  Summary 

Based upon the above summary data, it is evident that not all the countries are progressing at the same 
rate, nor do they face the same types of problems The broadest trend, of course, is that the economlc 
development of the NIS countries is laggmg behind that of the CEE, although some convergence can be 
seen The mplications of these developments and trends for environmental policy are complex, and 
will be addressed in the following three sub-sections of Section Three, whch cover policy, legal and 
regulatory issues, strength and commtment of environmental inst~tutions, and public and private sector 
environmental Investment 
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3 1 Pohcy, Legal and Regulatory Framework 

3 1 1 Market Economy Or~ented Laws, Pollc~es and Regulatory Approaches 

The most common regulatory approach to be implemented in the region is command-and-control The 
predominance of this approach throughout the world has made this instrument the first choice, based 
upon the tendency of countrles to copy what has been implemented most frequently This is particularly 
true m the ten countries for which EU accession is a near or medium-term prospect, they are faced w~th  a 
multitude of environmental dlrectives which they need to both transpose (draft into legislation) and fit 
Into a time schedule for compliance with the leg~slation prior to gaming admission There is some 
debate over the extent to which compliance requires the adoption of command-and-control measures, and 
the various dlrectives take different approaches with respect to this issue Nonetheless, some countrles 
have interpreted the EU directives as requiring command-and-control approaches 

- 
Lithumfa, like maay other CEE and BE3 c ~ ~ e s S -  
dready had a system of pollution charges ni placeat: &e 
outset of the tr8nsi.boa Howmer, charge rates wme 
relatmely ley? and born Me relatmn-to Ehe costs dthe 
enp~ronmentd damage assocxated. w& each mit of air 
or water polluttan, aeatmg lrttEe ulcenhve forthe levels 
oEpoIlu~an-~eductf ax needed Eormprovementsin 
e n v ~ r a m e ~ ~ i d  @ity Working wrth fhe Mstry of 
E m o m e n t a l  Pratectron, the VSAZ;D-*ded Central 
and Eastern Europe Env1romnenfa1 Economjcs aad 
Policy Project (C4EP) undertook a mqor overhad of 
the system w h h  generated mcentmes for cost-effectrva 
pollution. re&&ons wftlxn a largely ghmkd-raave 
system. T o  address busmess concern about regulatory 
stab~lxty* upcreases m the mtes are phased in over seven 
years 

The use of market-based approaches to 
correct for market failures associated 
with environmental externalities has 
received cons~derable attent~on in the 
transition countries It 1s believed by 
many that mtegratmg market Incentives 
to correct for market failures dur~ng the 
economic reforms would result in a cost 
minimizing solution to the 
environmental problems that exist in the 
reglon The essence of market-based 
approaches is to place a "price" on the 
services provlded by an environmental 
asset that is being used in an inefficient 
manner Thls price would then provide 
the appropriate incentlve for producers 
or consumers to use such an 
environmental asset efficiently 

The three most common forms of 
market approaches3 are 1) charges (or fees, taxes), 2) tradable permlts (or allowances), and 3) a 
deposithefund system These approaches have been used to varying degrees in the countries of the EN1 
region Pollution charges have been the most popular market approach to be implemented in the region 
One possible explanation for the attractiveness of charges is that they provide a revenue source for 
governments and environmental funds in many countries, therefore, making charges more pol~tically 
attractive than other instruments However, experience has shown that there are several problems with 
charge systems, mcluding 

Charge rates are fi-equently too low to ~nfluence polluter behavior One study in Moscow 
found that rates would have to be quadrupled4 before they would have an effect 
Charges rates are generally not based upon benefit-cost analyses 
Even those charges that are assessed often go unpaid 
Regulatory systems are underfunded Since the regulatory agencies lack monitoring and 
verification capacity, they must rely on mformation supplied by the polluters themselves to 
assess charges and penalties 
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PRODUCT CELARGE EVALUATIONrPd HU'NGARY 
In $me of 1995, EEungary passed leg1s@io~ esta.bIrshmg a set of 
product charges to be lemed on fges? batteries, packagrng maten&, 
and ozone depletmg subsm-ces The expedatzon was thattbe; 
product charges would decrease consanrptzo~~ a d  ragse government 
revenues Tfte success of m h  a program, faowever, ss dependent on 
both madset zeacoons to the policy and the manner m w M 4 m r g e  
revenues are used to protect health aad enmof~lllentsrl q&ty Due 
to the uncertaulfy assocxated wrth tfus economxc mstrummt, the 
USAID-fhnded C"LTE;P' Projecg collabarated w~th the Mxnxstry of 
Env~ronmeat a d  Regtonal Prgtectron to conduct: afhorough 
exammition of the economc and environmentaI peSormmce of the 
product eharge system fox tires, and the Mrmstry has decided to use 
this analysis-as a basis for exantmigg other such charges AS axesult, 
future product charge levels wIl be mare closely related to the actual 
enwonmental costs associated wth the products, mcreasutg the 
economic efficiency ofthe product chrarge system Smce an 
mcmasurg numberoftrans&ond comtnes are eomrdermgpto&ct 
charges, t h ~ s  approach bas w d e  apphabihty m the re- 

Deposit/refund systems 
and trading schemes have 
been less attractive in the 
ENI region In fact, only 
one pollution trade, in 
Kazakstan, has actually 
taken place However, 
several EN1 countries will 
be conductmg pilot trading 
programs in the near future 
and others have begun to 
study the possibility of 
tradable permit programs 

3 1 2 Exogenous and Endogenous Forces Dr~vmg Env~ronmental Pol~cy Trends 

As mentioned above, the countries of the CEE that are planning for accession to the EU are heavily 
influenced by the laws and approaches of the EU Harmonizmg their environmental policies is 
considered a must for accession However, this does not imply that the countries do not have any 
flexibility regarding how the environmental standards are to be met, although some countries are 
interpretmg the directives as requiring a command-and-control approach The strength of the 
environmental ministries within the government can mfluence how receptive the country is toward 
market-based policies versus the traditional command-and-control approach It is generally the case, 
however, that the mmistries (or their equivalent) are fairly weak and have accepted the approaches of the 
EU and are adopting them with very little modification Another important function of the EU approach 
is to ensure that envuonmental policies are not used to create non-tmff trade barriers 

Another exogenous influence on envuonmental policy is the international financial sector Of particular 
importance in this area is the impact of environmental liability on the flow of funds for privatization For 
example, if investors believe that a particular country 1s going to pass legislation similar to the Superfund 
laws in the U S then they may move their finds elsewhere Therefore, the "threat" of losing investment 
funds can affect the d~rection of environmental policy A demonstration of the importance of liability 
issues can be found in Hungary, where the privatization agency now conducts environmental audits on 
properties in order to determine the extent of the liability associated wth a particular property prior to its 
privatization The policy was implemented after a pilot project illustrated that more mformation led to 
greater investor interest and higher prices 

A third exogenous factor is compliance with international agreements such as the Base1 Convention, and 
the Montreal Protocol The desire of most of the countries to participate in the international negotiations 
and be a recognized member of the world community will influence the direction of domestic 
environmental policy 
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has received considerable attention 

- 
ENVJRONMENTAL AZIDTT PROGRAM IN 
HUNGARY 
Reducmg the role of the publ~c sector m the omershp 
and operation of enterpnses 1s vvldely recognized as a 
precondit~on for rapid economlc growth m translt~oan 
economies, however this process of pnvatizabon 1s often 
inhibited by uncertaurty about envvonmental Iiabrhly 
Envmmental audrts have been suggested as a way of 
reducmg uncertamty over the nature extent and allocation 
ofliabd~ty for envromne~tal damage, thus m c r e m g  the 
pace o f ~ ~ 1 ~ m ~ ~ ~ ~  The USm-fknded aEp proJect 
1n Bungary participated m a pdot program to evaluatf: the 
effectwenss of env~omental au&& w h ~ h  mvolved 
placl% a at the State (SPA) 
manage an audlt program More than 36 au&ts a d  
clean-ups subject to audrt were conducted dmmg the pilot 
perrod At the d u s i o n  of the pilot project, the SPA 
was sufficiently unpressed w&h the outcome of the 
program that they hired a four-person team to conhue 
the audits 

TAKING ADVANTAGE OF OPPORTUNITIES FOR RAPID POLICY REFORM 
ROMANIA 

Endogenous factors that mfluence the 
direction of env~ronmental policy also 
arlse from a var~ety of sources A 
dominant internal mfluence, particularly 
just prior to and just after the openmg of 
the economy, 1s the environmental 
movement Environmental problems 
and the lack of political action provided 
an organizing point for many 
individuals and groups that helped to 
generate change many of the 

of the protest over 
environmental cond~tions was often one 
of few allowable avenues for dlssent 
before fie @ansltlon The of 
the envlronmental movement, however, 
has declined in many countries since the 
early years of the transition For 
example, the Green Party in Slovenia 
received almost 10 percent of the vote 
In the first fiee elections in 1992 Based 

The elections of December, 1996 brought a new government wlth an amb~ttous agenda of reform 
to power m Romama The new admmistratron moved qutck1y .y a wwrde range of areas, 1lberaEmng 
prices, cutting subs~dies, and embarkmg on a vlgorous program of prwatmtron The C4EP Sensor 
Env~omenta l  Polscy Advlsor to Romanra, Dr Clifford Zmes, as well as local experts servmg as 
C4EP consultants, were cafled upon by government counterparts to support thelr efforts m several 
areas of env~ronmental pohcy reform In the first several months of the new government's term, 
work was completed or init~ated xn the following areas 

upon this showing they held two 
ministerial posts in the government However, their influence has smce declined, thls experience has 
parallels in several other EN1 countries as well as in western Europe where the onset of "green fatigue" 

Overhauled the country's pr~vatrzat~on program, w~th mclusion of envlronrnental, procedures 
that help reduce mvestor uncertamty and mcrease the pace of $ransactlons whrle protectmg the 
government from the accumulatron of unfimded habihes, 
Passed an Emergency Ordmance to place all beneficiary-spec~fic sernces provided by 
regtonal enmomenta1 authontm (such as envuonmental audrts or permit rev~ews) on a fee- 
for-servrce basls 
Estabhshed a natronal comrmssmn to reorganrze the nahonal water authority, and a separate 
mnter-mmrster~al committee to promote sustamable financmg of all water sector serv~ces, 
includmg the mcorporat~on of full-cost water prlcmg and economic instruments for water 
pollution control 
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The privatization process has mfluenced the direction of environmental policy in many of the countries 
of the region As mentioned above, the laws and regulations related to environmental liability are 
directly Influenced by the desire to attract foreign capital A related issue is the certainty associated with 
envlronmental regulation Many of the concerns expressed by the prlvate sector relate to the perceived 
arbitrary and uncertain regulations in the environmental area, part~cularly related to compliance 
schedules and remediation requirements 

An endogenous factor that has had a negative influence on environmental policy is the severe budget 
constraints faced by most of the countries of the region The budget constraint results m significant 
delays in preparing the regulations necessary to implement the legislation that is passed by parliament (or 
the equivalent) Developmg envvonmental regulations is a timely and costly process Related to the 
budget constrarnt is the problem of developing the inshtutional expertise to write and implement the 
regulations The low pay associated with analyst positions in the ministries makes it difficult to retain 
skilled individuals who provide the necessary contrnuity in developmg environmental regulations The 
lack of expertise5 is particularly acute in the area of benefit-cost analysis 

3 2 Inshtutlonal Development 

3 2 1 Government Instltubons 

Establishing an efficient and effective institutional structure capable of addressing the market failures 
associated with environmental issues as the economy becomes more and more privat~zed is a critical 
feature of the transition from a centrally planned economy to a market based economy The role of 
governmental institutions in correcting the market inefficienc~es from the use of the environment is 
associated with the followmg cham of actions 

Legislation + regulation + implementation 

Any institutional structure devised needs to address these three aspects of correcting the market failures 
that exist in the economy/environment mterface A detailed description of the governmental institutions 
for each of the countries is beyond the scope of this report, however, several relevant trends can be 
identified 

The institutional structures that are evolving throughout the EN1 region countries are quite diverse 
Some of the countries are very decentralized in their institutional structure while others operate in a very 
centralized fashion Generally, legislative and regulatory actions are concentrated at the state level, and 
implementation (mcluding monitoring and enforcement) IS decentralized to the local level 

A natural startmg place for evaluatmg governmental ~nstitut~ons 1s the constitution and the env~ronmental 
laws of the country A study of ten countries of the CEE by the REC (1996) analyzed the "consltut~onal 
character" as related to envlronmental regulations or rights The definition of "constitut~onal character" 
used by the REC is based upon concepts contained in the Single European Act and the Maastricht Treaty 
Throughout the region, all of the countries with the exception of Estonia identify the environment as 

both a "priority state objective" and "a human right " Translatmg these statements into enforceable legal 
rights, however, requires an extensive structure of legal instituhons 

The report also evaluated the countries of the region on several other dlmenslons Table 10 identifies 
several of the criteria, includmg the constitutional character discussed above, and whether or not each of 
the countries meet these criteria The criteria used to evaluate the environmental institutions for these 
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countries are based upon 33 environmental laws and the implementation of these In the EU As the 
information in table 10 highlights, the enabl~ng mstitutional structure in most of the countr~es of the CEE 
is m place The real dilemma m evaluatmg the institutions of the reglon regards the effectweness and 
effic~ency of wr~tmg, lmplementmg and enforcing regulations 

One parameter that can be used to evaluate the effectiveness of the various environmental ministr~es is 
presented m table 10, the third criterion The point of this criter~on is to determme the degree to which 
an Integrated program for addressing envronmental concerns had been adopted Although most of the 
countries in the CEE have adopted a general environmental policy program, only one (Bulgana) was 
judged to have adopted a "relatively" detatled envuonmental program 

Such detaded information is not available for all of the countries of the NIS However, some 
informat~on 1s available for Russia and a few of the Central Asian Republics Accordmg to a study by 
the World Bank, a 1991 Russian law on envronmental protection states that "every citizen has the right 
to a healthy and safe environment " The structure of the envlronmental laws IS such that they conform to 
the above cham of act~ons where the federal level sets the standards and the local level is charged w~th  
monitoring and enforcement The law also provides for indiv~dual and NGO participation m monitormg 
and enforcement by guaranteemg "the~r right to association, ther r~ght to information, and their r~ght to 
seek legal redress for env~ronmental degradation " Russ~a is even more decentralized m its 
envlronmental policy due to the fact that the federal government lacks funds to lmpose its w ~ l l  and the 
local governments are much more removed physically from the central government due to the size of the 
country 

The Central Asian Republics are still m the process of developing and definmg the role of the institut~ons 
that are and w ~ l l  be responsible for envuonmental protection and resource management A study by 
HIID for the Asian Development Bank describes the s~tuatlon in Kazakstan, wh~ch 1s arguably the most 
progressive of the republics regardmg environmental protect~on activ~ties This report concludes that 
while the government has establ~shed a Min~stry of Ecology and Bioresources charged w ~ t h  protection of 
the env~ronment, t h ~ s  Min~stry 1s still trymg to establ~sh its role as the central authority over the 
envlronmental assets of the country Smce 1991, a number of envlronmental laws have been passed, 
beginn~ng with an mitial framework law, a new version of wh~ch has been subm~tted to Parliament by the 
Cabmet of Ministers 

Information on the progress of the other countries in the region 1s even less complete at t h ~ s  tune 
However, one positwe result of the environmental activities and the development of the governmental 
institutions in the region is the agreements on transboundary issues such as the pollutants that are 
affectmg the health of the Aral Sea Developmg institutions to deal with such external problems may 
assist with developing strong institutions to address internal problems 



Table 10 Enwronmental Regulat~on & Const~tut~onal Reference In CEE 

Czech 
Republlc 

Yes 
Yes 

Yes 

Yes 
no 
no 

Yes 
Yes 

no 

Yes 
Yes 
Yes 
yes 

Hung 
a'Y 

Yes 
Yes 

Yes 

Yes 
no 
no 

Yes 
Yes 

no 

Yes 
Yes 
Yes 
no 

Slovak 
Republlc 

Yes 
Yes 

Yes 

no 
no 
no 

Poland Roma 
nla I 

Dlrect reference to envlronmental protection m ( I Constitution I 
I as a prlority state objective? I Yes 

Yes 
no 
Yes 

somewhat 

Yes 
no 
no 

Yes 

Yes 

no 
no 
Yes * 

a human right? 
Environmental regulation based on framework 
law? 
Environmental regulation based upon 

a general envlronmental policy adopted by 
gov 
a relatively detailed env pgm adopted by gov 
a general env concept not really adopted by 

somewhat somewhat 

Yes 
no 
no 

Yes 
Yes 

no 

gov 
Is there a central gov organ specializmg m env 
Protection 

a mmistry? 
a central authority (mspectorate)? 

1 Is there an advisory body to the gov on env 
Matters? 
Are there any specific provisions concerning env 
Liabdity 

In the C~vil Code? 
In the Crlmmal Code? 
In the general administrative law? 
In privat~zation laws? 

source REC 1996, vanous pages 
"Somewhat" - this lmpl~es that "in prmc~ple" the laws exist but there are some problems wlth uslng them as a framework 
* this unpiles that it cannot be determmed if the envlronmental llablllty provisions exist 
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3 2 2 Non-Governmental and Clwl Soc~ety 

The important role which communities can (and in some mstances actually do) play in mfluencing the 
environmental behavior of f m s  in their midst, and the easy access which well-functionmg NGOs can 
develop at the community level, makes partnerships between U S and local NGOs especially appealing 
In this context, it is mportant to keep two things in mmd Flrst, NGOs which already have close 
collaborative relationships with counterpart organizations m the West are the most active and 
sophisticated Those in Poland are perhaps the best examples (Regional Environmental Center 1995) 
That sa~d, generally Central and Eastern European NGOs have not been very effective m making 
themselves heard in either the legtslative process or in decision making at the central government level, 
while they have been effective at the local level Second, where communities (generally the relatively 
poor ones) have not been able to effect changes in firm level environmental performance, there is some 
evidence that the problem IS more one of lack of political clout than lack of concern for the environment 
(Pargal and Wheeler) 

What is needed to enhance publ~c partlclpatlon generally, and the role of environmental NGOs 
specifically9 For the study countries, the most important problem areas requmng attention appear to be 
(Regional Environmental Center, 1995, Section IV) 

Inadequate public access to mformation For instance, in Poland, while access to information about 
environmental conditions is adequate, public authorities tend to treat data on the performance of 
mdividual industrial establishments as confidential Information flows are also Impeded by 
inadequate organization and staff within the Ministry for Environmental Protection, Natural 
Resources and Forestry to provide timely information, and an inadequate data base on environmental 
NGOs More generally, in Poland and elsewhere m the ENI region, part (perhaps a large part) of the 
information access problem is that the secretive habits and attitudes of a bygone era are only dying 
slowly 
Lack of environmental awareness This is related to, but not identical with, the access to information 
issue In the context of immediate, pressing economic problems, it is hardly surprising that many 
environmental issues are not at the forefront of the public consciousness, or that NGOs that focus on 
such issues do not find a receptive audience, even among those who would seem to be natural allies 
But economic pressures are beginnmg to ease, at least in some of the CEE countries 
Deficiencies in the capacities of the NGOs themselves Many need both financial help and help in 
making effective use of the range of tools at their disposal, e g education and training, coalition 
buildmg, both to strengthen the positions they take and to enlist needed expertise 

3 2 3 Publlc Partlclpat~on, Transparency and Accountab~l~ty 

A well-defined role for the public in achieving a healthy environment is critical to an effective and 
transparent system of rulemaking and decision making regarding the use of the services of environment 
assets A common method used to incorporate the public in the process is through commenting on 
Environmental Impact Analyses (EIA) However, commenting on an EIA is only one aspect of a much 
more complex system for an effective role for public participation The public must also have access to 
the necessary information on which to base comments and legal "standmg" in order to appeal or 
challenge decisions when necessary 
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An effective role for the public 
in decision makmg is based 
upon at least three rights access 
to information, ability to participate, 
and the right to appeal When 
considering these rights as related 
to environmentaI Iaw, it is necessary 
to differentiate between the de jurzs 
right and the de facto right As 
mentioned above, it is quite common 
that the public has a legal right to 
obtam information but the reality 
of the situation is that the 
information is closely held and 
obtaming the information m a 
timely manner is problematic 
The following table presents the 
rights as they relate to the 
environmental framework law, 
EIA and land use laws by country 
for the CEE As the table 
demonstrates, the rights are in 
place in most of the countries but 
the procedures for obtaining the 
information are lagging behind 

BUILDING DEMOCRATIC I[NSTITUTIONS TOR 
RESO'E3R,CE MANAGEMENT 
Experience in the US and western Emope has shown fhat 
managmg water resources at the- level of the watershed 
offers tmportant opportctfiilxes to ensure e.&ic~en.t. resource 
alfocation, demacrahze resource management use 
decisions, and ensure that enmomenta1 quality goals are 
met at a reasonable cost The C4EP Project helped draft 
&e secbons of*e new Rumania Water Law that estabhsh 
a system of 1 1 river basm c o ~ ~ a o n s  Foliowing the 
passage of "the faw, C4EP helped mte the detarled 
mpfementkg rega&ons that speci@ each commission's 
nghts and respons~b~libes, and supported the development 
of thee  pilot rrver barn comm~ssions In mother 
USAID-fandd project, the Newly Independent States 
Envmnnzen%f Economcs and Pohcy Project, has been 
work~ng wrth the C o m t t e e  on Water Resources m 
Kazakstan to develop a ftamewo~k for lransfemng 
mponsrbr'lrty for Errrgatmn mfkastmctme: to. agncu1tnraI 
water users HIID provided the technical and finrtnclal 
asastance needed to establish the first two W e x  users 
associations (WUAs) in Kazakstan and conducted a 
national semmar on the issues ~nvulvedmth estabhshing 
and operattng WUAs 
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Table 11 Publlc Parhclpat~on In Dec~sron-malung m CEE 
Country 

Albanla 

Bulgar~a 

Croatia 

Czech 
Republic 

Estonia 

Hungary 

Lama 

Lithuania 

FYR 
Macedonia 

Poland 

Romama 

Slovak 
Republlc 

Slovenla 

source REC 

Rlghts 

Informahon 
Partlcipatlon 
Appeal 
Informahon 
Participation 
Appeal 
Information 
Partlcipafion 
Appeal 
Information 
Participahon 
Appeal 
Informatron 
Partmpatron 
Appeal 
Information 
Participation 
Appeal 
Information 
Partmpat~on 
Appeal 
Information 
Partmpation 
Appeal 
Information 
Partmpatlon 
A P P ~  
Information 
Partlcipatlon 
Appeal 
Informahon 
Partlclpation 
Appeal 
Informahon 
Participation 
Appeal 
Informahon 
Participation 
Appeal 

1995 * uncertam 

Rules 

Yes 
no 
yes 
Yes 
yes 
Yes 
nla 
d a  
nla 

Yes 
yes 
Yes 
yes 
no 
Yes 
Yes 
yes 
Yes 
Yes 
yes 
no 

Yes 
yes 
Yes 
n/a 
n/a 
n/a 

Yes 
yes 
Yes 
* 
* 
* 
Yes 
yes 
yes 
Yes 
yes 
Yes 

Envlronrnental 
Framework Law 

Rules 

no 
no 
yes 
no 
no 
no 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
no 
no 
no 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
no 

Yes 
Yes 
yes 
Yes 
Yes 
Yes 

Procedures 

n/a 
n/a 
n/a 
n/a 
n/a 
n/a 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
no 
no 
no 
n/a 
n/a 
n/a 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
n/a 

Yes 
Yes 
yes 
Yes 
Yes 
Yes 

EIA with Public 
Partlcipahon 

Procedures 

no 
no 
n/a 
Yes 
yes 
Yes 
Yes 
yes 
yes 
yes 
Yes 
no 
n/a 
Yes 
n/a 
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3 3 Fmance, Trade and Investment Trends and the Impact on the Environment 

3 3 1 Development of Cap~tal Markets for Environmental Investment 

Przvate Sector 
As noted in Section Two, probably the most mportant impedment to improved environmental quality in 
the EN1 region is the lack of capital for envuonmental investment It IS useful to enumerate the most 
important constraints to expanding the supply of environmental mvestment resources First, the 
economic recession that accompanied the beginning of the transition to market economies eroded 
enterprises' internal funds balances The recession affected the resources available not only for 
environmental investments, but also for replacement of capital and restructuring of production Without 
pressure from environmental agencies to comply with regulations, internal finds were used to meet the 
most pressing economic needs of the enterprise In addition, there are numerous problems that limited 
the use of commercial credit across the EN1 countrres Ftrst, enterprises lack access to capital markets 
for fmancmg projects, such as environmental mvestments, that involve net cost Most lenders look for 
evidence that the proposed investment has a positive rate of return Second, capltal may be unaffordable 
(high interest rate) or requue a payback period that would be too short to recover costs and service the 
debt Third, envuonmental investments (equity) are not attractive to foreign investors because of low (or 
negative) rates of return 

PubZzc Sector 
The primary source of public sector fimding has been envuonmental funds Although they serve to fill 
the gaps resulting from the lack of private capital, they were not created for that purpose Instead, they 
were meant to foster environmental investment by firms in the absence of either the political will or the 

SUB.SrDIZED FZNANCING AN ANALYSIS OF 
ENVIRONMENTAL FUNID PERFORMANCE EN POLAND 
C4EP sponsored an analysxs of envrronmental fund performance 
m Poland Based on a survey of proponents whose applicatxons to 
the Pol~sh Env~ronmental Funds were rejected, the shudy 
concluded that (I) the majonty of apphcants rejected by the State 
Funds eventuafly proceeded with their projects, (n) even though 
most Investors were under no d ~ e c t  pressure to mdeaake 
tnvestments to currect a non-comp1iance siturnon, they 
nevertheless contmnued proje- even if that meant usrng then- own 
rescues, and (~n)  due to the relatively low demand for 
envuonmental mveestment, increased Fund spendrng would only 
margmally zncrease the number of projects undertaken, The 
results of thls analysls suggest that a soc~aily o p t m l  level of 
envwonmental rnvestment ml&t be more readdy acheved 
through unproved enforcement and other demand-enhancmg 
actmttes rather than by c h e l m g  more publ~c money to 
Investments (vra Funds) under exxstmg polmes These results 
and HIID'S recommendaQons wdl be useful as envrronmental 
funds attempt to adapt to changing economic condifions 

institutional capacity needed to 
enforce environmental laws 
While the environmental funds 
do indeed play an important 
role, they present a number of 
problems The criticisms of 
the funds are well known for 
example, the quality of the 
project cycle (transparency of 
procedures, use of reasonable 
objective selection criteria, 
accountability of supervisory 
boards for thelr allocation 
decisions, mmlrnal amount of 
polit~cal interference in 
decision making) vanes 
widely 

From a long-range perspective, 
the most important problem 
presented by the funds relates 
to the explicit and implicit 

subsidies used by most funds A significant proportion of the financial resources distributed by 
environmental funds is heavily subsidized, as grants or "soft" loans Such subsidies provide a 
competitive advantage to firms receiving them and are inconsistent with the polluter pays princtple In 
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addition, if the subsidy component of financing approaches 100% (1 e pure grant), the fund may actually 
serve as a deterrent to the formation of a viable capital market or to financial d~scipline on the part of 
polluters This issue must be considered in the context of enforcement efforts by agencies if firms are 
under no pressure to make investments because of lax enforcement, their optimal financing strategy may 
be to shop for the best deal In the HIID work in Poland on rejected applications to the National Fund 
and Eco-Fund (the Polish debt-for-environment swap), it appears there are elements of this behavior 
Some argue that virtually no environmental mvestment activity takes place in Poland (where there is lots 
of subsidized financmg ) unless there is a subsidy component As economic conditions and capital 
markets mprove during the transition penod, environmental funds need to forge closer links to 
commercial credit markets, require increasingly larger matchmg financing, and reduce the subsidy 
element of public disbursements By reducing the subsidy element, the mcentwe for a more cap~tal 
intensive approach to environmental problem solving wlll change with the change in relat~ve prices of 
the various alternatives 

The Impact of Restructwzng 
The nature and extent of restructuring at the firm level and national level is an important factor in the 
firm's being able to fund environmental nnprovements w~th  its own resources, or to attract outside debt 
or equity capital In addition, national policies that determme the level of exposure of firms to market 
disciplmes are important Exposure promotes restructuring necessary both for efficiency and for 
improved environmental performance Indeed, the latter IS frequently a subset of the former But, 
contmued dominance of "insiders" in the post-transition period, coupled with reticence on the part of 
both potential debt financiers and equity investors has militated against "deep" restructuring 

The European Bank for Reconstruction and Development (EBRD) has done careful analyses of the way 
in which transition affected industrial restructurmg The researchers found that the vlew (widely held in 
the Initial stages of the transition) that transfers of mdustrial property rights - from the public sector to 
private parties -would lead almost automatically to efficient restructunng, was too simple Rather, the 
depth of restructuring depends importantly both on the specifics of the transition program and the 
economic backdrop in which it proceeds, as described below 

The extent to which management authority in privatrzed firms devolves to "insiders", i e previous 
managers andlor employees, or to "outsiders" Where msiders retain effective control, and that has 
been the case more often than not, restructuring has generally been limited 

The presence or absence of foreign investment Generally, foreign investment has been associated 
with major investment programs ' 
The availability of external finance for needed investments While financiers do not normally 
participate actively in managing the enterprises to which they loan money, they do have definite 
claims on borrowers, and are often able to exerclse leverage to assure that the latter's behavior 
recognizes market realities However, bank finance has been m short supply in the EN1 region, and 
available capital has generally been used to fund domest~c budget deficits and servlce external debt 

The power of employees in the firm Other things equal, employees distrust and use what leverage 
they have to resist restructunng The uncertainty associated with the restructuring added to the 
ex~sting problems faced by many employees from adjusting to changing incentive structures 
throughout society Their apprehension in part is related to the high cost of unemployment in the 
context of the deep recession that accompanied the transition throughout the CEE and NIS regions 
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The macroeconomic and policy context in which the transition takes place This can cut both ways 
On the one hand, states which cut the umbilical cord of state subsidies force enterprises to rely on 
their own resources and, at least in competitive situations, to be attentive to market signals Poland 
is a case in point Even enterprises in Poland that were not privatized restructured The other side of 
the coin is the deep recession already alluded to That raised the cost of job loss and enterprise 
failure, hardening resistance to restructuring among risk averse managers and workers alike 

3 3 2 Regronal and World Trade Forces 

As noted earlier, exposure to world markets has had a very large Impact on firms in those countries 
where firms face both hard budget constraints and foreign competition, these factors quickly dispatch 
inefficient enterprises Since many of the most inefficient enterpnses are those which pollute most 
intens~vely, due to the age of their capital stock, their closures can have beneficial envlronmental 
impacts The transition has been marked by major changes m regional trade flows, however, the nature 
and extent of those changes has vaned widely across the EN1 region As has been widely observed, the 
CEE countries have, to varying degrees, expanded their trade with the West, and reduced it with the 
former Soviet Union countries Even in Bulgaria, where economic restructuring has not been as robust, 
the percentage of exports bound for the developed nations of the West rose from 22 7% m 1988 to 57 9% 
in 1994 Withm the study countnes, those with the largest total exports are those which have followed a 
consistent path to a market economy and exhibited the strongest economic growth, namely, the Czech 
Republic, Hungary and Poland There is also evidence that this reorientation is not simply the result of 
the dissolution of the Council for Mutual Economic Assistance, which collapsed in 1991 It seems to 
result from market openness and the relative comparative advantage currently existmg m these countnes 
m comparison to world markets (Salvatore and Sgarbi, 1997) 

Withln the NIS countries, the situat~on is quite different The three Baltic countries have been much 
more like the CEE countries with respect to restructuring and changes in trade flows, and a11 three have 
begun the process of joining the EU m the first or second group The situation in the other NIS 
countnes, includmg Russia, has diverged As the pace of restructuring has lagged behind that of the CEE 
countries and the Baltics, so too has the reorientation of trade Although trade volumes among these 
countries have declined dramatically with the drop in output, the relative shares of trade among them 
have remamed high, reducing the exposure of firms in these countries to the competitive pressures of 
world markets For example, in 1994, approxmately one-half of Russia's total trade was with Ukrame 
Across the region (agam excluding the Baltics), the total share of intra-NIS trade as a portion of total 
foreign trade was approximately 70 percent However, some data collected since 1994 indicates that 
reorientation is proceeding, albeit at a slower rate than in CEE In addition, several academic studies that 
compare the experience of the non-Baltic NIS countries to developing economies suggest that, over time, 
further economic development will be correlated with far higher trade with the West (Langhammer and 
Lucke, 1997) 

The most important driver for current environmental investments in many of the CEE countr~es is the 
desire of country governments to join the European Union and the attendant need to harmonize domest~c 
envlronrnental regulations and performance with EU legislation and standards As candidate countries 
harmonize their regulations and performance, firms in those countries will be under increasing pressure 
to comply The countries which have been accepted for early admission negotiations - Poland, Hungary, 
Czech Republic, Estonia, and Slovenia - have been actively bringing thew legislation into conformance 
with the EU norms Firms m the second group of countnes that will be considered for membership in 
future years -Slovakia, Lithuania, Latvia, Bulgaria, and Romania - wdl also face s~m~lar  pressures The 
need to harmonize envuonmental policies with the EU 1s beginnmg to have an impact on the 
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composition of environmental spending in the candidate countries The most significant effect has been 
m focusing much greater attention on solid and hazardous waste management, whlch to-date has 
generally received much lower priority than air and water pollution control 

In addition to the speclfic requirements for harmonization with EU environmental standards, the increase 
in trade with the rest of the world is causing a number of the export-oriented firms to seek IS0  14000 
certification, or to take other measures a~med at demonstratmg the environmental soundness of their 
operations The trend was started with IS0  9000 certification, whlch became a prerequisite for many 
firms to compete in Western European markets It is now spreading to IS0  14000, and international 
firms and associations are now offermg IS0  trainmg services in the EN1 region However, as yet there is 
no evidence that a significant number of firms in the EN1 region has either sought or attained 
certification under IS0 14000 

3 3 3 Envrronmental Busmess Trends 

A key indicator of environmental progress is the emergence of a strong environmental Industry capable 
of providing goods and servlces to meet local needs for pollution abatement and prevention Under 
central plannmg, wlth the partial exception of water and wastewater treatment firms, there was llttle m 
the way of a functionmg environmental industry However, smce the transition began, some countries 
have seen the rapid growth of environmental busmesses, while other countries are still qulte limited in 
terms of their ability to provide requlred envlronmental goods and services 

The counttles whlch have aggressively attacked their environmental problems, especially Poland and the 
Czech Republic, have seen a dramatic increase m the number of local firms which are capable of 
providing most traditional environmental products and services Many of these new firms were formed 
by employees of units of large state-owned companies that previously provided m-house envlronmental 
servlces These environmental units were often "spun outyy of the parent companies as part of corporate 
rationalization and privatization initiatives Most of these new environmental firms are still relatively 
small and lack the resources and international connections to provide sophisticated technologies or large 
scale project management capabilities However, competitlon among these firms is often intense, with 
substantial pressure on prices, with the result that pnces for conventional pollution control systems from 
local vendors are usually quite low 

The countries that have been less aggressive in tacklmg their environmental problems have tended to lag 
m terms of the growth of environmental busmesses As a result, these countries often find it more 
difficult to meet envlronmental objectives, not just because it is more difficult to find the right products 
and services, but also because a well-developed environmental industry tends to become an effective 
business advocate for more aggressive environmental protection activities 

The Regional Environmental Center conducted a survey of environmental firms which provides 
preliminary cross-sectional data on the local environmental industry in the Vlsegrad countries (Poland, 
Hungary, Czech Republic, and Slovakia ) The abillty to source conventional envlronmental goods and 
services in these countries does not appear to be a significant problem because of the wide range of 
options that are available from local suppliers In fact, in the opinion of many respondents to the REC 
survey, the market appears to be saturated Despite this perception of intense competitlon among local 
firms, there are gaps in the availability of more advanced technologies which are typically supplied by 
foreign firms, such as low-cost, innovative, natural wastewater treatment and remediation systems, and 
pollution prevention and waste minimization technologies 
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Western firms are well represented in the Visegrad countries and offer a wide range of environmental 
goods and services to supplement those available from local vendors These foreign companies usually 
specialize In more sophisticated technologies and reinforce a common perception that hlgh quality 
products come fiom abroad German firms are especially prominent in the region, but there is also a 
large number of Austnan, Swiss, Scandinavian, French firms, and a smaller number of Dutch and Italian 
firms U S environmental companies are not very actwe in the region, although Amencan 
environmental technologies are generally held in high regard and viewed a* cost competitive with other 
foreign environmental technologies Unfortunately, good data are not available on the number of 
foreign-owned environmental firms, the amount of business they conduct, or the extent of their 
interaction with local firms through technology licensing agreements, joint ventures, or outright 
acquisitions 

One of the major practical problems in the Central European environmental market is the difficulty in 
gettlng good information on envlronmental technologles and vendors The lack of readily available 
information on vendors is a special problem for American suppliers, since potential local buyers 
frequently express concerns about the applicability of specific U S technologles to local conditions and 
the willingness and ability of U S suppliers to provlde the required after sales support Many observers 
attribute the difficulty in gettmg adequate information on technological options to holdover attitudes 
from the prior communist system in which much information on the environment and industry was 
considered classified or to the more recent trend of officials who try to sell data rather than to give them 
away As a result, it is difficult to track environmental busmess trends in the region Anecdotes about 
specific aspects of the environmental industry abound, but there is no adequate measure of the rate and 
directions in which the industry is growing in individual countries or across the region 

Data on the NIS countries is more sparse, and less encouraging Smce the NIS countries have, for the 
most part, lagged the CEE countries m the development and enforcement of regulations, one would not 
expect comparable levels of development In Russia, a comprehensive study of the envlronmental 
technology market by Arthur D Little Inc in 1996 (Arthur D Little, Inc , 1996) found that demand for 
US environmental goods and services would come primmly from projects funded by international 
organizations and foreign Investors Demand fiom Russian government agencies and firms was 
described as "very weak " One of the important factors depressing demand is the lack of enforcement of 
environmental regulations 

3 4 The Expenence of USAID Projects in the EN1 Region 

In preparmg the final draft of this report, the study team reviewed several Results Framework and 
Mission Strategy documents for the EN1 countries provided by USAID The purpose of this review was 
to broaden the perspective of the study team to mclude the expenence of ~ndlvidual USAID projects 
That revlew reached two major conclusions Flrst, USAID has been very active in the area of the 
environment, and specifically Strategic Objectlve 3 3 (Reduced Envlronrnental Rsks to Publ~c Health) 
The types of actlvlties have been wide rangmg, and the contract veh~cles chosen appear to have been 
flexible enough to permit effective field-level response to local circumstances and demand This 
flexibility is likely to be a source of comparative advantage with respect to other donors Second, 
USAID initiatives in other areas have had major impacts on envlronmental quality, even if 
environmental improvement was not an origmal design element Third, there are numerous regional 
inibatives that have already been undertaken, under several Strategic Objectives, leading to the 
conclusion that the challenges of using regional or sub-regional approaches to addresslng environmental 
challenges can be successfully met 
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As noted earlier, the range of USAID projects is quite broad The following examples of project activity 
demonstrate the scope of USAID environmental projects in the EN1 region 

Support to environmental NGOs has resulted in increased participation As a result of USAID 
assistance to ISAR in Ukraine, the number of environmental NGOs increased from 150 to 562 m 
Ukraine, Moldova, and Belarus 

USAID has been able to mobilized resources from other donors and recipient countries to address 
numerous highly polluted "hot spots" through technical assistance and grant programs 

Environmental "frameworky' laws setting overall policies and priorities at the national level were 
drafted and passed with substantial mvolvement from USAID, and numerous National 
Environmental Act~on Plans and one Nahonal Environmental Finance Strategy (for Lithuania) were 
prepared with USAID support These have been accompanied by numerous implementing laws and 
regulations 

USAID has been able to Initiate and lead regional cooperation efforts on complex environmental 
issues, such as the use of water resources in the Central Asian Republics and reduction of releases of 
toxic water pollutants into transboundary rivers in Slovakia, Hungary and Romanla 

In the second area noted above, USAID projects under other Strategic Objectives have contributed to 
improved envuonmental quality Two illustratwe examples are 

Privatization, restructuring and deregulation in the power sector In many countries, USAID has 
taken a major role in facilitating change in the generation, transmission and d~stribubon of electric 
power Although the physical measurement data (as noted before) are far fiom complete, the 
experience in other parts of the world strongly suggests that successes m this area have major 
positive environmental impacts, particularly when industrial users become more energy efficient in 
response to rising electricity prices Some data already bear this out in Hungary air pollution 
country-wide has been reduced 20 to 30 percent due to increasmg energy prices and the closure of 
inefficient heavy industry 

Banking reform and capital market development USAID has recognized the importance of an 
effective, transparent, and safe banking system as central to the development of a functioning market 
economy As noted in Section Three, the lack of access to capital is a major constraint to enhanced 
environmental performance by firms Although quantitative data are very difficult to identrfy with 
respect to firm-level spending on pollution control and abatement, success in USAID initiatives in 
this area have certainly increased the capacity of firms to make pollution control mvestrnents, 
although their willingness to do so is conditioned by other factors such as enforcement of 
environmental laws and regulations 

The search for envlronmental data and mdicators for this study mcluded a number of mmor sources and the 
followmg major data diffusion sources the World Bank's World Development Indicators on CD-ROM, World 
Resources Institute's Database Diskette, the United Nahons Industrial Development Organuatlon, UNCTAD's 
Trade databases, Environment Busmess International's Market and Needs Assessment Database, the OECD, and the 
IMF Mmor sources var~ed fiom a wide range of web sites to mdividual specialized stud~es 
Clmate change, ozone layer depletion, eutrophicahon, acidification, toxic contammabon, urban envlronmental 

quality, waste, and, water resources 
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It can be argued that the use of standards places a prlce on the env~onmental services, however, a is generally 
accepted that such pnces are mefficient 

Thls is a lower bound estmate and for many pollutants it would be many tunes more than this figure 
Thls observation comes from the mid-term evaluabon of the C4EP project and is based upon extensive mterwews 

with representatives of the vanous envronmental agencies m the CEE 
Whether or not the Bulgarian system is truly as detailed as the REC report mdicates requlres venficatlon to 

detennme if the system is workmg as it is supposed to 
' This can be seen as a special case of the msider/outsider Issue Foreign mvestors are, of course, outsiders But the 
EBRD studies appear to be saymg that foreign Investment adds a special unpetus to restructuring and mvestrnent 
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SECTION FOUR 

Ranlung EN1 Countnes 

4 0 Introduct~on Ranlung and Ind~ces 

The objective of Section Four is to enable cross-country compmsons m CEENS concernrng the 
conditions for envlronmental mprovement elaborated m the preceding sections Comparisons will be 
made on the basis of indices explained below It is important to note at the outset that the index 
development and r&g exercise called for by the EN1 Bureau is distmct from many of the more 
commonly known environmental ranking exercises The primary distinguishing feature of this ranking 
exercise is that it exarnlnes progress with respect to enabling conditions rather than observable changes 
in environmental quality Examples of the second type of mdex include the Index of Intensity of 
Envvonmental Exploitation (Pfliegner, 1995, based on the UNYs Human Development Index method), 
the Green Index for US states (Hall and Ken; 1991) and environmental diamonds (Rogers et al, 1997) 
For each of these mdices, measurable and observable data on envlronmental quality 1s combmed m a 
vmety of weighting formats to produce aggregate indicators 

USAIDys unique challenge is to rank countries on the basis of progress towards establishrng the enablmg 
conditions for future environmental change - a significantly different endeavor from ranking on the basis 
of environmental quality This focus on enabling conditions lrnplies an effort to assess conditions which 
are often not quantifiable Even where they are quantifiable m theory, there may exist no data other than 
qualitative assessments with which to evaluate progress One point of reference for such a qualitative 
approach to creating an index can be found in the Index of Economic and Political Freedom developed 
by Freedom House Of the ten weightmg factors in that d e x ,  six are based on qualitative ranking 
categories, where rank values between 1 and 5 are generated on the basis of whether the country meets a 
set of one or more descriptive conditions The ranking approach presented in this sect~on takes this 
qualitative rankrng approach as a pomt of departure 

4 1 Uses of the Ranlung Framework 

In using this rndex, USAID has a special need to make program resource allocation decisions across 
three dimensions First, they need to make global country-level allocatzon deczszons among the 
countries rn CEENS Because of this particular focus, the methodology begins with the assumed need 
to rank countries on the basis of thelr "ability to facilitate improvements in environmental management " 
Assessmg this "ability" implies makrng mformed judgements about the potential of different countries 
to improve quickly for the same dollar spent 

Global country level allocation dec~sions should be complemented by decisions about allocating 
resources among zmpact areas, where these are defined as the possible results of programs The rankmg 
should help to make decisions, for example, about how to rank countries' efforts to Improve the policy, 
legal and regulatory environment Such decisions might be especially important when regional policy 
projects are (or might be) operatmg in multiple countries While USAID cannot smgle-handedly 
increase the impact in any area, it is within its ('manageable mterest" to influence activities withm each 
area Indeed, under a variety of regional and country-based programs, USAID has already been active 
and influential in each of these areas 

Programs are designed around Impact areas and implemented in association with counterparts 
Counterparts can be categonzed along the lmes of "economic agents", "stakeholdersyy (to use more 
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common USAID and World Bank language), or any of a number of other groupings Within an impact 
area, the nature of a specific activity can vary considerably depending on which group of stakeholders is 
targeted Institutional strengthening activities with private industry are likely to be considerably 
different from institutional strengthening activities with citizen groups In rankmg its opportunities 
across the EM region, USAID may also want to compare the progress with respect to each of these 
stakeholders This stakeholder cross-section should assist USAID in answering questions such as "In 
which countnes are our environmental mvestrnents to private mdustry investments having the greatest 
impact?" 

4 2 Programmat~c Impact Areas 

The enabling framework elaborated in Section Two mcludes an underlymg assumption that certain 
conditions must be met for environmental management to improve Demand for environmental goods 
and services, for example, requlres that the public be informed about the environment Without 
appropnate legal, regulatory, and policy conditions, neither mdustries nor local and central government 
will adopt improved environmental management Followmg the framework presented in Section Two 
and the analysis m Sechon Three above, three major programmatic Impact areas are identified 

Polzcy, legal and regulatory framework Policy, legal and regulatory frameworks involve the rules 
in which decisions are made which affect the environment Regulations should be well-designed 
and should reflect the political will of the populace, as expressed through thelr political 
representatives Those regulations should be both enforceable and enforced Judicial due process 
should be firmly established and respected for dispute resolution and enforcement, and processes 
should be m place for addressing environmental liability 

Strength and commztment of envzronmental znstztutzons This impact area is concerned with the 
extent to which the environmental institutions of a given country have the strength in personnel, 
organization and influence to alter the achons of agents concerning the environment This impact 
area includes not only the comm~tment of government management institutions such as regulatory 
bodies but also industries, households (and their formation mto NGOs) and other mstitutions 

Envzronmental trade,finance and znvestment Domestic pollcy and institutional conditions may be 
right for environmental improvements, but if trade and investment in the environment is not 
occurring, environmental change will develop only slowly The trade, finance and investment 
included here covers not only pollution abatement expenditures, but also investment m entirely new 
plant processes and environmental infrastructure such as water and energy 

One impact area was excluded from the ranking approach - the extent to which a given country's 
environmental activities are Integrated with and build upon international knowledge and lessons learned 
This impact area would focus on such issues as whether environmental cihzen groups in one country 
learn from and link with citizen groups in other countnes, or whether one country's regulatory 
framework builds upon successful frameworks established elsewhere In the end, it was decided not to 
include this international integration d~mension in the ranking framework on the grounds that the impact 
areas included here are mplicitly included in the three impact areas delineated above 
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4 3 Env~ronmental Stakeholders 

The environmental stakeholders to be included in the ranking methodology are those which are assumed 
to have a significant impact on envronmental quality The list of key stakeholders is shown below 

Przvate Enterprzse This category of stakeholders mcludes private industry, finance and 
agricultural While private mdustry generally produces a smaller amount (in total weight) of 
pollutants than do households and agriculture, the environmental risk of pollutants produced by 
private industry typically are higher than those produced in other sectors In addition, the impact of 
private industry on the envronment m select regions may be significant, especially when 
geographically concentrated as in common in the CEE/NIS region In most countries in the 
CEE/NIS, agriculture is among the primary contributors to eutrophication of rivers and lakes and is 
also an mportant contributor of toxic chemicals through the application of pesticides Fmally, 
recent expenence with environmental change m CEEINIS has shown that financial constraints have 
proven an important obstacle to Increased investments in environmental infrastructure, new plants 
and other improvements 

Central Government National policies are cribcal determinants of environmental quality, and 
central governments can have influence not only through settmg environmental policy and 
regulatory conditions, but also via control of state-owned mdustries and impact on the "supply" of 
environmental goods such as parks, biodiversity and forests 

Local Government Through its responsibilities for land use and environmental decisions at the 
local level, municipal governments are often in a position to have significant impact on 
environmental quality Their management of water supply and water treatment or the enforcement 
of environmental regulabons are all means by which they can influence the environment 

Cztuens Pnvate citizens are important determinants of environmental quality through their suuulv 
of pollutants or consumption of resources and through their demand for improvements in 
environmental quality In demanding improvements to environmental quality, citizens can form 
into a variety of community or non-governmental organizations (NGOs) 

4 4 Sconng and Ranlung Methodology 

Public sector mvestment, like that of the private sector, is designed to capitalize on opportunity Pr~vate 
investors try to discern not only how a company is domg today, but how profitable they will be 
tomorrow To make their decisions, private investors have access to trend indicators which give an idea 
of whether a company exhibits dynamism and opportunity 

In the public sector, where investment must be allocated across a broad range of stakeholders and project 
areas, information to use in making allocation decisions is not as readily accessible Busmess investors 
can compare rates of mcrease in sales, or profits or stock prices over bme as they make their decistons 
But it is much more difficult to assess whether enablmg conditions for environmental mprovement are 
being met Are multi-disciplmary environmental authorities effective? Is the cllmate for environmental 
trade and investment good? Data are often lacking when such questions need to be answered 

If it is difficult to formally assess the current status of stakeholders or project areas, then it is next to 
impossible to assess thew potential for change in the future - the public sector equivalent of how 
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"profitable they will be tomorrow " Assessing hture potenhal and dynamism, whether of a project or a 
stakeholder, demands considerable reliance on subjective assessment Recognizmg this difficulty of 
assessing potential for change -their "dynamism" -this ranking approach mtends instead to capture 
only the current status of development USAID will need to combine the results of this ranking exercise 
wlth an assessment of t h ~ s  dynamlsm mak~ng final allocation decisions 

The methodology is designed to generate regional comparisons of countries' progress towards meeting a 
set of key enablmg conditions for nnproved envlronmental management Enablmg conditions are 
defined along the axes of stakeholder and impact areas defined above For each stakeholder and impact 
area in table 1, a criterion of environmental status is described in capital letters in the matrix Progress 
towards meetmg this criterion is assessed through review of a set of variables shown after the bullets m 
each cell With few exceptions, these variables relate to policy or programmatic conditions verifiable 
with expert oplnion but not with quantifiable data For each of the 12 cells in the matnx, each country is 
given a score rangmg fi-om 1 to 5, where 5 indicates that the criterion is fully met and one mdicates that 
little or no progress has been made m meetmg the criterion 

By comparison with other index applications, this one relies on expert assessment because of the dearth 
of data describmg enablmg conditions If environmental data in general is in its infancy, then 
information describmg the status of these enablmg conditions is only embryonic Expert opinion is the 
only option for generatmg rank values Descriptive justifications of select scores are included below 

Although the value (1-5) m each cell of the matrix is given on the basis of progress toward meeting the 
cnterion and variables for that cell, a general set of charactemations can be made about the scoring 
values In general, a score value of "5" indicates that a country has already satisfactorily achieved the 
criterion descnbed Because this scoring exerclse is designed for CEENS, the scores are scaled so that 
a five indicates a level just beyond th~s  region As a rough approximation, any country in the lowest 
levels of environmental management in the OECD would receive a five on this scale It is assumed that 
any such country is fully capable of managing its environmental problems on its own, without the benefit 
of dlrect foreign assistance Thus if any country is to pass a score of "4" on average, it would suggest 
that they are at or nearing a sustainable level of envlronmental management 

A score of "1" suggests that a country has made little or no progress in establishing the conditions for 
improved environmental management Institutions are weak or non-existent, policy and regulatory 
frameworks are primitive in theu environmental outlook, and investment is mmmal The remaining 
scores fall between these two lunits of one and five 

Scores sufficient for graduation from an environmental assistance program would need to be three or 
higher, three bemg the first level at which enabling conditions are sufficiently developed for change to 
contmue sustamably 

Actual country scores for stakeholder and Impact area have been generated through consultation with the 
EPIQARG and I-IIID authors of this report, with additional input from a small number of experts In the 
CEE and NIS Withm the network of HIID experts, special attention was paid to drawing from experts in 
the field staff of the USAID-hnded C4EP Project and the NIS Environmental Economics and Policy 
Project Countries and ranking critena were circulated to concerned parties Experts were asked to score 
countries with which they were familiar and, where appropnate, include qualitative assessments of why a 
given score was chosen When multiple scores were received for the same country and the level of 
expertise was approximately the same, scores were averaged In other cases, scores of the most highly 
qualified expert were used Country scores are shown m tables 2,3 and 4 
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Table 1 CEEfNIS Countries - General Country Ranlung ~ n t e r ~ a '  

Environmental 
Economlc 

Stakeholders 

Central 
Government 

Local 
Government2 

(1) PoLcy, legal and 
regulatory framework 

Imuact Areas 

(2) Inst~tut~onal strength and 
commitment 

1 FRAMEWORK - 
CONDUCIVE TO 
IMPROVED 
ENVIRONMENTAL 
MANAGEMENT 

2 INDUSTRY INVESTS - 
SUFFICIENTLY IN 
INSTTUTIONAL CAPACITY 
TO REDUCE EMISSIONS PER 
UNIT OF PRODUCTION OR 
IMPROVE RESOURCE USE 
EFFICIENCY 

- - 

4 GOVERh?MENT - 
ESTABLISHES AND 
MAINTAINS BROAD 
POLICY SUPPORT FOR 
ENVIRONMENTAL 
IMPRO VEMENT.5 

7 FRAMEWORK ALLOWS - 
FOR CONSTRUCTIVE 
ENGAGEMENT OF LOCAL 
AND REGIONAL 
GOVERNMENTS BODIES 
IN ENVIRONMENTAL 
W A G E M E N T  

- - - 

5 GOVERNMENT - 
COMMlTED TO 
INSTITUTIONAL 
STRENGTHENING OF 
ENVIRONMENTAL 
MANAGEMENT CAPACITY 

8 LOCAL GOVERNMENT HAS - 
THE INSTITUTIONAL 
CAPACITY TO SET AND 

I IMPLEMENT REGULATORY 

I 
- - 

10 CONDITIONS - 
ESTABLISHED FOR 
CITIZENS TO 
PARTICIPATE IN 
ENVIRONMENTAL 
DECISION-MKlNG AND 
PUBLIC OPINION 
FORMATION 

-- 

11 CITIZENS - 
DEMONSTRA TE THE 
CAPACITY TO INFLUENCE 
DECISIONS CONCERNING 
THE ENVIRONMENT 

(3) Environmental trade, 
finance and Investment 

3 INCREASED TRADE - 
INVESTMENT IN AND 
FINANCING OF 
ENVIRONMENTAL GOODS 
AND SERVICES 

6 GOVERNMENT - 
CONTRIBUTES DIRECTLY 
TO OR FACILITATES 
INCREASED 
ENVIRONMENTAL 
INVESTMENT 

9 ENVIRONMENTAL - 
INFRASTRUCTURE 
INVESTMENT MEETS 
NEEDSOFTHE 
POPULACE 

12 CITIZENS GROUPS - 
GENERATE SUFFICIENT 
DOMESTIC FINANCIAL 
RESOURCES TO SUSTAIN 
THEMSELVES 
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4 5 Rationale for Sconng of Indmdual Framework Cntena 

1 FRAMEWORK CONDUCNE TO IWROVED ENVIRONMENTAL MANAGElMENT 

Stakeholder Pnvate Enterpr~se 
Impact Area Policy, Legal and Regulatory Framework 

Variables 

Extent to which emission standards and other major environmental regulations are clearly 
established and enforced by regulatory institutions 
Proportion of firms in compliance with established standards 
Extent to which judicial due process is established and respect for dispute resolution and 
enforcement is maintained 
Extent to which processes in place for addressing environmental liability 

Scores 

Standards, regulations and pollubon charges are not clearly defined, much less enforced 
Judicial processes for dispute resolution and liability cases may exist, but they are vague and 
difficult to enforce 
A weak and underfunded set of regulatory mstitutions has defined regulations and IS attemptzng 
to enforce them, but these efforts are mmzmal by compmson with the scale of the mdustrial 
environmental challenge The preponderance of local firms (greater than 80 percent) do 
comply with some or all of the regulations, and do not pay pollution charges assessed by 
regulatory authorities 
Environmental regulatory mstitutions, while not yet widely recognlzed and respected amongst 
the private enterprise community, have set clear standards on a subset of envvonmental 
enforcement issues, and have been able to enforce their regulations m those areas 
The confidence of the private enterprise community is rapidly increasmg that a policy, legal and 
regulatory framework for envzronmental zssues zs becomzng transparent, even tf not equztable 
An estimated 50% to 70% of medium to large f m s  are m compliance with environmental 
regulations 
Environmental regulations are predzctable and enforced Environmental regulations are 
enforced, with greater than 70% of medium- to large f m s  m compliance Evidence exists of 
multiple cases of dispute resolution on environmental matters Countries receiving this score 
resemble the bottom rung of the OECD 
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2 INDUSTRY INVESTS SUFFICIENTLY RV INSTIITUONAL CAPACITY TO REDUCE 
EMSSIONS PER W I T  OF PRODUCTION OR IMPROVE RESOURCE USE EFFICIENCY 

Stakeholder Pnvate Enterprise 
Impact Area Institutional Strength and Commitment 

Variables 

. Number and quality of environment-related professional associations . Degree of establ~shment of professional certification standards 
Proportion of facilitres certified for or pursuing IS0 14000 or other EMSs 

Scores - 
1- Rare is the fum that shows mterest in improvmg environmental performance Local 

env~ronmental process experts are few 
2= Flrms express formal interest rn adoptlng improved environmental technologies and processes, 

but they do not mvest in process improvements Local envlronmental process experts arefew 
3= A moderate number of professional assocrations are established, but their clout zs Zzmzted 

because there IS lrttle acceptance (or development) of certification standards 
4= A significant mmorrty of industrial firms invest m elther process or end-of-pipe technology 

improvements Professronal certification standards have been established, although they are not 
complete and comprehensive Profess~onal assoc~atlons for key technical areas have been 
esfablzshed and are actwe 

5= Improvmg environmental performance has become a core objectzve of the majority of firms m 
the industrial sector Professional certification standards are well-established for treatment and 
processmg of pollution at the firm level 
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3 IrNCREASED TRADE, WESTMENTINAND FINANCING OF ENVIRONMENTAL GOODS 
AND SERVICES 

Stakeholder Pnvate Enterprise 
Impact Area Envuonmental trade, finance and investment 

Variables 

Value of the market for environmental goods and services, by comparison with GDP (mcludes 
domestic production plus imports) 
Proportion of commercial banks incorporating environmental due diligence and mitigation 
financing into busmess credit programs 
Of major new plant development or retrofittmg, proportion completed with improved envuonmental 
standards and financed by international sources 

Scores 

1= The market for environmental goods and services is vzrtually non-emtent 
2= The market for environmental goods and services is just becomzng establzshed The 

construction of new plants w~th mternatlonal financing is rare 
3= The environmental goods and services market is small but growzng rapzdly Standard 

environmental goods and services in such areas as water and air pollution end-of-pipe 
technologies are easily accessible from domestic sources, although more advanced technologies 
and equipment are difficult to fmd 

4= The envuonrnental goods and services market has become well establzshed Technical expertise 
from domestic sources is readily available, even if at high prices, for resolution of environmental 
analysis A significant number of new plants are being installed to international environmental 
specifications 

5= Vzriually all new plants meet or exceed national environmental guidelmes The domestic 
environmental goods and services market exceeds 1 00 percent of GDP Env~ronmental due 
diligence has become a standard feature of pr~vate sector business 
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4 GOVERNMENT ESTABLISHES AND WINTAINS BROAD POLICY SUPPORT FOR 
EWIRONMENAL I M P R O V E ~ N T ~ ~  

Stakeholder Central Government 
Impact Area Policy, Legal and Regulatory Framework 

Variables 

Appropriateness of emlssion standards required by government They may range fiom those that 
are so low as to have little or no impact to those which are so high as to be an unreasonable 
constraint to growth 
Extent of enforcement of existing standards and regulations 
Degree to which Investment regulations and grievance procedures enable identification and 
addressing of major environmental issues and encouragrng of substantive public participation 
Evidence of attempts to incorporate "polluter pays prmciple" in environmental policy, m particular 
through reduction in fossil fuel subsidies 
Extent to which country is complymg w~th international treaties and conventions 

Scores 

1 = Emission standards, policy and legal framework do not exzst m any meanmgful form 
2 = Emissions standards have been set but are not based on country condztzons and enforcement 

capabilities 
3 = Procedures and institutional capability for cont~nuous improvement of emission standards and 

regulations have been establzshed and are operatzng 
4 = Although challenged by f m s  or the public, emission standards are generally accepted to be 

technzcally and economzcally feaszble F m s  and the public regard the procedures for 
addressmg public and private env~ronmental issues as clear and achievable 

5 = Emission standards are generally belzeved to fall wzthzn an acceptable range An assortment of 
policy tools are employed to ensure compliance and unproved environmental performance 
Enforcement of standards is widespread 
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5 GOVERNmNT COAMETED TO INSTITUTIONAL STRENGTNENXVG OF 
ENVIRONWATAL MNAGEMENT CAPACITY 

Stakeholder Central Government 
Impact Area Institutional Strength and Commitment 

Variable 

Level of the government at which the primary national envlronmental agency operates, authonties it 
legally holds and budgetary support it receives 
Number and quality of tramed technicians and analysts carrymg out envvonmental policies within 
implementmg envtronmental agencies, especially the national environmental agency 

Scores 

Theposztzon of key envlronmental agency or agencies zs low m the governmental structure and IS 

msufficiently staffed to manage environmental issues 
The government has mvested m improvmg the national environment agency's (or other key 
envvonmental agencies') rnstitutional capacity, but the I d  of fundzng for unproving 
institutional capacity is stzll conszderably below what is requved to meet envvonmental 
challenges 
The national envlronrnent agency has been szgnzficantly strengthened, but st111 does not 
command a position in the government hierarchy commensurate with envlronmental 
requvements High quality technical experts m environmental areas can now be found withm 
the envlronmental agencies, but there is a pressmg need for addmg fbrther to the environmental 
cadres 
While the national environmental agency may not yet operate at cabmet level, it has slcffzent 
senzorzQ wzthzn the government structure to press its case for envlronmental issues with 
occasional success The role of the agency is rising In the government structure The 
environmental cadres withm envvonmental institutions are sufficient to meet major 
environmental challenges without outside technical assistance 
The nabonal environmental agency operates at cabznet level, holds key authorztzes, zs 
adequately budgeted and enjoys regular access to government leadership In addition, major 
unplementers of envlronmental actions, includrng especially the national environmental agency, 
are peopled by highly qualified technical personnel and a sufficient number of trained 
technicians and analysts to carry out environmental policies 
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6 GOVERNMENT COATMBUTES DIRECTLY TO OR FACILITATES 1IVCREASED 
ENVIRONMENTAL RWESTMENT 

Stakeholder Central Government 
Impact Area Envvonmental trade, finance and investment 

Extent to which the government leverages private finance for envvonmental mvestrnents 

Scores 

1 = Government has vzrtually no znvolvement m the leveraging of private fmance for environmental 
investments, and may seek to prevent it 

2 = Government has begun d d o p z n g  strategzes for mcreasing pr~vate fmance of env~ronmental 
mvestments, but has made Izmzted headway 

3 = Evldence exists that the government has actively enabled and facilitated private finance, 
although the application of that support has been spofty and haphazard Limited access exists 
to private domestic capital markets for env~ronmental investments 

4 = Government 1s rnakmg concerted and comprehenszve effort to leverage prrvate finance for 
envlronrnental mvestrnents, and recognizes the Issue of Increasing env~ronmental Investment as a 
high priority 

5 = Private financial markets provide sufficzently clear zncentzves that government engagement m 
leveraging private finance is limited or non-existent 
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7 FRAMEWORK ALLOWS FOR CONSTRUCTIVE ENGAGEMENT OF LOCAL GOVERNMENT 
BODIES IN EWIRONMENTAL MANAGEMENT 

Stakeholder Local Government 
Impact Area Policy, Legal and Regulatory Framework 

Variables 

Level of local government capability to set regional and local standards for water and air quality 
Level of local government capability to join regional compacts for envlronmental management (e g , 
river commissions) 
Degree to which local government environmental decision-making process allows substantive 
public participation 

Scores 

Local government has lzmzted de jure role m settmg environmental standards Public has 
virtually no involvement m environmental decision-making concermng local government 
Central governments are movzng towards expandzng the role of local government in 
environmental management through such activities as establishmg commissions for the study of 
opportunities, but little real progress has been achieved The public has no concrete substantive 
involvement in working with local government for envlronmental decision-makmg 
Central governments are qerzmentzng wzth allowzng local governments to set air and water 
quality standards Public involvement in envlronmental decision-making occurs, but the 
processes are not yet formallzed 
Local government has the clear legal authorzty to set select air and water quality standards and, 
in some cases, to join in regional environmental compacts 
LocaI government enjoys central governmentpolzcy encouragement to set regional and local 
standards for water and a r  quality in some or all regions Local government environmental 
decision-making process shows evidence of substantive public partxipation 
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8 LOCAL GOVERNMENT HAS THE RVSTflUTIONAL CAPACITY TO SETRND IMPLEmNT 
REGULATORY STANDARDS 

Stakeholder Local Government 
Impact Area Institutional Strength and Comm~tment 

Variables 

Level of substantive mvolvement by local government m settmg of standards relevant to ~t 
Level of strong envlronmental units at the local government level, includmg the presence of 
technic~ans tramed and pract~cmg m critical envlronmental areas 

1 = Local government has nezther the znstztutzonal capaczty nor the legzslafzve mandate to set or 
enforce regulatory standards 

2 = Local government has been granted Izmzted autonomy for setting regulatory standards It does 
not have sufficient trarned personnel to establ~sh or unplement sound cnter~a 

3 = Only a smallproportzon of local governments has the mstitutional capacity to Implement and 
revrse regulatory standards Although evidence of substantive involvement in sett~ng of 
standards is scant, it can be identified 

4 = A szgnzjicant rnznorzty (between 1/4 and 112) of local government umts have qualified and 
trained environmental experts These experts are active m settmg and adjustmg envlronrnental 
standards 

5 = Local government un~ts rnazntazn then own professzonal cadres capable of meetmg the 
environmental planning needs at that level 
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9 ENVIRONMENTAL ITNFMSTRUCTURE WESTMENTMEETS NEEDS OF THE POPULACE 

Stakeholder Local Government 
Impact Area Environmental trade, finance and investment 

Proportion of municipalities issumg bonds or obtaining bank financing for envvonmental 
infrastructure 
Proportion of urban population with access to sanitation and safe water 

Scores - 
Investment in envlronmental infrastructure has been grossly znadequate given the needs of the 
rural and urban population, with less than 1/2 of the urban population receivmg sanitation and 
safe water 
There are vzrtually no cases of municipalities issuing bonds to finance envlronmental 
infrastructure Access to sanitabon and safe water is at or near 50 percent 
Isolated cases can be zdenttfied of municipalities issumg bonds to finance environmental 
infrastructure Proportion of the urban population with access to samtabon and safe water falls 
between 70 and 90 percent 
Evzdence zs avazlable that environmental rnfrastructure is increasingly being financed through 
pnvate capital markets rather than government environmental funds Some cases can be 
identified of municipalities issuing bonds to finance envlronmental infrastructure mvestments 
Local government regularly rssues bonds to finance environmental infrastructure More than 90 
percent of the urban population has access to safe water and sanitation 
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10 CONDITIONS ESTABLISHED FOR CITnENS TO PARTICIPATE RV ENVIRONiWNTAL 
DECISION-MUNG AND PUBLIC OPINION FORMATION 

Stakeholder Citizens 
Impact Area Policy, Legal and Regulatory Framework 

. Extent to wh~ch laws allow free associat~on, publ~c advocacy and tax exempt~on of non- 
governmental organlzat~ons 
Extent to which environmental assessment regulations and practlce facihtate public participation 
Degree to which the citizenry participates In envlronmental assessments 

Scores 

The citizenry does not benefit from a legal structure which allows it to advocate envlronmental 
causes 
There are few zfany laws whzch enable free association, public advocacy and tax exemption of 
non-governmental organlzatlons Public participation in environmental assessments may be 
allowed, but the publlc has not yet organized sufficiently to take advantage of the assessment 
process 
Laws concerning free association, publlc advocacy and tax exemption of non-governmental 
organizations are being conszdered or drafted by the government, but have not yet been made 
officzal Public particlpatlon in environmental assessments may occur, but is not embodled in 
law 
A satisfactory legal framework azsts for the pursuit of free association, public advocacy and tax 
exemption of NGOs concerning envrronmental issues, although environmental~sts are only just 
beginnmg to take full advantage of this legal structure 
The c~tizenry is legally and actzvei) engaged m envuonmental decision making Interested 
envlronrnentalists have full rights to associate and advocate on envlronmental Issues Pubhc 
access to environmental information and public participation is established in law 
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1 1 CITIZENS DEMONSTRATE THE CAPACITY TO INFLUENCE DECISIONS CONCERNING 
THE ENVIRONMENT 

Stakeholder Citizens 
Impact Area Institutional Strength and Commitment 

Variables 

Strength of public advocacy and policy-oriented NGOs 
Extent and quality of citizen contributions to environmental decision-making 
Number of environmental NGOs per thousand population '* 
Extent to which citizens and NGOs apply information technologies and resources as evidenced m 
establishment of web sites and use of information accessed fiom mternatlonal sources 

Scores 

1 = No more than a very small number of real and functioning environmental NGOs can be 
identified 

2 = While a small number of environmental NGOs and commun~ty groups can be identified, they 
are conszdered out of the maznstream by government and the general population and receive 
little or no recognition or support from the government 

3 = While environmental NGOs and citizens groups may have been successful m gainmg popular 
support for some envvonmental issues, they have been markedly unsuccessful zn translatzng 
tha znto a clearpolzcy agenda and moving it forward wth  government or in the media 

4 = Environmental NGOs and citizens groups have been able to galvanzze a broad cross-sectzon of 
the population around at least one environmental issue and advance a well-defined policy agenda 
on this issue 

5 = Citizens and NGOs take full advantage of znfomatzon technologzes and resources as evidenced 
in establishment of web sites and use of information accessed from international sources 
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12 CITIZENS ' GROUPS GENERATE SUFFICIENT FRVANCL4L RESOURCES TO SUSTAIN 
THEMSELVES 

Stakeholder Citizens 
Impact Area Envvonmental trade, finance and investment 

Variable 

Proportron of medium-to-large envvonmental NGOs whlch are financially self-sustammg without 
donations or grants from foreign governments 

Scores 

1 = The proportion of environmental NGOs whlch are financially self-sustainmg is nearly zero 
2 = Of the well-funded, act~ve and large env~ronrnental NGOs, few or none are funded by the 

contribut~ons of the general public or other domestic sources 
3 = Evidence exists of more than 3 mportant environmental NGOs that have developed a domestic 

fundrng base drawing from a broad range of individuals 
4 = Halfor more of medzum-to-large environmental NGOs are financially self-sustaining without 

grants or donabons from foreign governments 
5 = Nearly IOOpercent of environmental NGOs operate without fund~ng from foreign countries 
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Table 2 Expert Scores for Pohcy, Legal and Regulatory Framework 

Zzech Rep 

Slovak Rep 

Slovenia 

Zroat~a 
Zstonia 

~urkmenistan 

Macedonia 

Romania 

Belarus 

Poland 

Latvia 

Lithuania 

Kazakstan 

Uzbekistan 

Georgia 

Bulgaria 

Hungary 
Moldova 
Ukraine 
Russia 

Azerbaijan 

KYWZ Rep 
Tajlklstan 
Armenia 
Alban~a 
Bosnia 

Private 
Enterprise 

Central 
Government 

Local 
Government 

Average 

3 25 
2 75 

3 

2 25 
2 75 

1 5  
2 75 

2 75 
1 75 

3 5 
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Table 3 Expert Scores for Inst~tut~onal Strength and Commitment 

kech Rep 

Slovak Rep 

Slovenra 

3oat1a 

Zstonia 

hrkmenlstan 
Macedonia 
Xoman~a 
Belarus 
Poland 

Latvra 
Lithuama 

Kazakstan 

Uzbekistan 
3eorgia 

Bulgarra 

H u r w Y  
Moldova 
Ukrarne 
Russra 

Azerbaijan 

KY%F Rep 
Tajlklstan 
Armenia 
Alban~a 

Private 
Enterpr~se 

Central Local 
Government Government 

Crtizens 
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Table 4 Expert Scores for Environmental Trade, Finance and Investment 

Private Enterprise Central 
Government 

Czech Rep 
Slovak Rep 
Slovenia 
Croatia 
Estonla 

Turkmenistan 
Macedonla 
Romania 
Belarus 
Poland 

Latvia 
Llthuanla 
Kazakstan 
Uzbek~stan 
Georgla 

Bulgaria 

Hungw 
Moldova 
Ukrame 
Russia 

Azerbaijan 

Kyrgyz Rep 
Taj ik~stan 
Armenia 
Albania 

Local 
Government 

Citizens Average 

3 25 
2 5 

3 
2 5 

3 

1 25 
2 

2 25 
1 25 
3 25 

2 75 

3 
1 75 
1 25 
1 25 

2 25 
3 25 

2 
2 25 

2 5 

1 

1 75 
1 25 

2 
1 25 
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An argument might be made for varying weights across different stakeholders or impact areas If, for 
example, one were assessing the institutional strength in a country for environmental management, it 
might be compellmg to argue that that country's environmental protection organnation (the "central 
government'' stakeholder) exerts a greater influence on the environment than cltizen groups Sunilarly, 
if one is assessing the mpact of environmental trade, finance and investment on the environment, it 
might be argued that the private commercial group exert greater influence than local/mun~cipal 
government In spite of the apparent logic of such an approach, allowlng for subjective we~ghtmg has 
the disadvantage of adding another level of non-scientific complexity to the ranking methodology In 
light of the value of simplicity and transparency in any index development process, equal weights are 
given to each of the row and column elements m this approach Thus Hungary's score for environmental 
"Trade, Finance and Investmentyy is a simple average of its scores in meetmg enablmg conditions for 
each of the four stakeholders Similarly, Poland's overall score for working with Citizens is a simple 
average of its scores for providmg those citnens with appropriate enabling conditions m the three impact 
areas of policy environment, inst~tutional strength and trade/~nvestment/finance 

The impact of alternative weightmg schemes is likely to be minimal, in light of the following high 
correlations between the three weights for the counttres the correlation between Policy and Institutions 
is 0 94, the correlatton between Policy and Trade is 0 90, and the correlation between Institutions and 
Trade is 0 94 

The matrix cells scores used in this rankmg are generated with a degree of subjective, although informed, 
assessment If subjective assessments are to be used in this ranking exercise of 1997, it begs the question 
of how a comparable ranking can be carried out in the future Ultimately, will it be necessary that the 
same people carry out the ranking exercise each tune it is done? In prmciple, the answer to this question 
is yes The more constancy in the team that generates the rankings, the greater the likelihood that the 
unspoken and unarticulated assumptions will remam constant over time What is proposed in this report 
is aprovzszonal rankzng completed on the basis of expert opmion To ensure replicability of the exercise 
over time, USAID m~ght asstgn a team of experts to review the rankmgs mcluded here and adjust them 
as deemed necessary Thls mternal team should be character~zed by two things they should be experts 
in the region and they should remain ava~lable to the EN1 Bureau for ranking efforts in future years 

4 8 Results of Ranlung Exerclse and Comparison mth Other Ind~ces 

Results from the ranking exercise are presented in tables 5 and 6 below A number of observations can 
be made on the country rankings shown there 
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Table 5 Summary Scores and Rank by Impact Area 

Poland 
Czech Rep 

H w F Y  
Slovenia 
Lithuania 
Estonia 
Latvia 
Slovak Rep 
Bulgaria 
Croatia 
Romanla 
Russia 
Macedonia 
Ukrame 
Moldova 

KYWZ Rep 
Armenia 
Kazakstan 
Belarus 
Uzbek~stan 
Turkmenistan 
Bosnia 
Georgia 
Tajikistan 
Albania 

Rank 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
2 1 
22 
23 
24 
25 

Policy, Legal and 
Regulatory 
Framework 

3 50 
3 25 
3 50 
3 00 
2 75 
2 75 
2 75 
2 75 
3 00 
2 25 
2 75 
2 25 
2 75 
2 00 
2 25 
2 00 
1 75 
2 00 
1 75 
1 50 
1 50 
1 25 
1 00 
1 00 
1 00 
1 00 

Inst~tutional 
Strength and 
Commitment 

3 75 
4 00 
3 75 
3 25 
3 25 
3 00 
3 00 
3 00 
2 75 
2 50 
2 25 
2 25 
2 25 
2 50 
2 25 
2 25 
2 25 
2 25 
2 00 
2 00 
150 
1 25 
1 50 
1 25 
1 25 
1 00 

Envronmental 
Trade, Flnance 
and Investment 

3 25 
3 25 
3 25 
3 00 
3 00 
3 00 
2 75 
2 50 
2 25 
2 50 
2 25 
2 50 
2 00 
2 25 

2 00 
1 75 
2 00 
1 75 
1 25 
1 25 
1 25 
1 50 
1 25 
1 25 
1 25 
1 00 

Average 

3 50 
3 50 
3 50 
3 08 
3 00 
2 92 

2 83 
2 75 
2 67 
2 42 
2 42 
2 33 
2 33 
2 25 
2 17 
2 00 
2 00 
2 00 
1 67 
1 58 
141 
1 33 
1 25 
117 
1 17 
1 00 

The rankings on the basis of Impact area and stakeholder are virtually the same Indeed, the order of 
rankings between the two lists only changes for Russia and Macedonia This is not surprising given that 
equal weightmgs were used across all impact areas and stakeholders Were the we~ghting criteria 
assumptions used above to be changed, the difference between values for the Impact and stakeholder lists 
would become more marked 

The enablmg cond~tions index shown above and the Freedom House mdex have a correlation coefficient 
with a positive value of 0 804 l1 Smce the Freedom House scores are the reverse of the index used here 
(where 1 indicates more political and economic freedom and 5 indicates less), their scores have been 
subtracted from 5 and the difference was used to calculate the correlation coefficient A scatter plot of 
the Enabling Conditions Index values and the Freedom House Index values is shown in the scatter plot 
below The scatter plot makes evident the high degree of correlation between the two mdices 
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Table 6 Comparison of Country Ranlung for CEE/NIS 

3 5 
Freedom House lndex 

Alban~a + + 4 
Russla + + Bulgana 

Armenla 

+ +  
Moldova + Romanla 

+ 
Czech 

0 0 0 5 10 1 5  2 0 2 5 3 0 3 5 4 0 4 5 5 0 

Enabllng Cond~t~ons lndex 
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While comparison to the Freedom House mdex indicates a high level of association, comparison to a 
common environmental quality indicator suggests that there is little or no association The enabling 
framework ranking results were compared to the Index of Intensity of Envlronmental Exploitation, 
developed using the UNYs Human Development Index approach (Pfliegner, 1995) This mdex attempts 
to capture environmental quality a t  underlying conditions) and does so by using a cardinal index built 
up fiom the following three indicators water withdrawal as a percentage of the annual mternal 
renewable water resources of a country, greenhouse gas emissions per capita, and, energy consumption 
per constant $ of GDP Ranking by cardinal index calls for a ranking withm each variable category, and 
then an averaging of rank values for each of the three variables Raw data for this rankmg are shown in 
table 7 below The full set of data was only available for 13 of the 26 CEENS countries 

Table 7 Cornpanson of Ranlung Usmg Index of Envlronmental Intens~ty and Enablmg 
Cond~bons Index 

As the comparative rankings show, a number of the countries which are ranked highly in terms of 
enabling conditions (Poland, Lithuania, Czech Republic) receive low rankings on the Environmental 
Intensity Index rankmg Indeed, the statistical conelahon between this Intensity Index and the enabling 
condition mdex values generated in this report is -0 132, nearly zero A number of explanations can be 
found for the low level of correlation between the two indices Low levels of resource Intensity can be 
explained as much by low levels of economic activity as by good stewardship of resources A country's 
resource use Intensity may rise during a period in its economic development, after which mtensity drops 
as consumer preferences change and resource limits are approached The slmple ranking of the Intensity 
Index will not capture this bell-shaped curve process Other environmental quality indices, such as the 
environmental diamonds index,I2 could be expected to show similarly low levels of correlation with the 
enabling conditions indicator presented in this paper, principally because of the common air and water 
indicators included in both of them 

Rank usmg 
Enabllng 
Conditions 
Index 
6 
3 
8 

7 - 

13 
12 
9 
2 
5 
4 
10 
1 
11 

Note Source World Resources A Guzde to the Global Envzronment 1996-97, WRT 1997 a = per capita 
carbon dioxide emissions in mettrc tons, b = measured m megajoules 

Energy 
consumption 
per constant $ 
G D P ~  
30 
47 
45 
53 
58 
59 
70 
54 
1 
83 
102 
69 
105 

Greenhouse 
gas emissions 
per capitaa 

5 53 
5 72 
6 08 
7 
9 89 
3 26 
5 24 
13 04 
13 19 
5 86 
14 11 
8 9 
11 72 

Latvla 
H ~ w P Y  
Bulgaria 
Slovak Rep 
Belarus 
Moldova 
Romania 
Czech Rep 
Estonia 
Lithuania 
Russia 
Poland 
Ukraine 

Rank using 
Index of 
Environmental 
Intensity 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

Water 
withdrawal as % 
of renewable 
water resources 
2 
6 
7 
6 
5 
29 
13 
5 
2 1 
19 
3 
22 
40 
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' Text wntten m capital letters are the criterion for a given mpact area and envronmental economic agent 
Local government 1s defmed here to mclude any government bodes below the level of the central government It 

might thus mclude regional governmg authonties withm countnes 
"Cit~zens" here is defmed to mclude citizens actmg mdependently or m any non-governmental and non-pnvate 

enterprise mstitution 
Defmition of envronmental markets is as m Envronmental Busmess International (1996) As defmed there, 

envlronmental markets mclude a predetermmed subset of lndustnes For the EN1 region, data are only available for 
the EN1 countries of Poland, the Former USSR, the Czech Republic, Hungary and Romania The size of 
envlronmental markets by companson with GDP for these countnes is as follows Poland (0 60%), Former USSR 
(0 84%), Czech Republic (0 40%), Hungary, (0 54%), and, Romania (0 47%) Although data on the domeshc 
envlronmental mdustry is only available for a small subset of the CEE/NIS countnes (see Section In  of the report), 
such coverage could be rapidly expanded through targeted and standardized data collection efforts by an 
experienced mdustry data collechon orgazahon 

The policy, legal and regulatory vanables for pnvate enterpnse emphasize whether a country is meebng its own 
rules In rankmg central government wtth respect to the same policy, legal and regulatory mpact area, the emphasis 
is Instead on whether the rules themselves are well-conceived and designed 

Fossil fuel subsldy rates for petroleum products, natural gas and coal have been reviewed and measured for 19 
countries m Rajkumar (1996) Total subsidy rates for EN1 countries m 1995 mclude Russia (3 l%), Bulgar~a 
(29%), Czech (22%), Hungary (16%), Poland (la%), and, Romania (37%) Publication of subsidy rates for fossil 
fuels are to become an mcreasrngly regular part of the annual World Development Indicators report 

For detarled mformation on whether or not countnes are signatories to mternational convenhons and treaties, see 
Envronmental Treaties and Resource Indicators (ENTRI) web-site at http //sedac ciesm org/pidb/pidb-home html 
This database does mclude an assessment of whether the countries are complymg with the treaties or not, only 
whether they have signed them 

Both of these mdicators are used as a proxy for urban envlronmental mfiastructure mvestrnent Urban access to 
sanitation is defined by the World ~ a n k  as '&e share of the population served by connections to public sewers or 
household systems", while access to safe water 1s defmed as "the share of population with reasonable access to an 
adequate amount of safe water" For EN1 countnes, this rnformation exlsts for only a few countnes (see Section 
111) 

Th~s  vanable should assess whether clhzens have contributed substant~vely and m a well-organized fashion to 
envlronmental decision-makmg on such issues as public and pnvate mvestment and government delivery of 
envlronmental services 
lo Although the number of envronmental-onented NGOs for the 26 countries of the region is not currently 
available, it should become a focus of any further mprovements to the rankmg framework The NGOs mcluded m 
this listmg should only be those whose goals and objectives explicitly mclude envlronmental mprovement For the 
sake of consistency and a clearer measure, social welfare NGOs should thus be excluded from this count 
l1  Only 19 of the 26 CEEMIS countnes are mcluded m the Freedom House rankmgs 
l2 In fact, when convertmg the envlronmental dmmonds mto smgle mdices, root-mean-squares are used of the 
envronmental diamond components 
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SECTION FIVE 

The Unfinished Agenda 

The previous sections of this report have analyzed the expenence of the countsles of the ENI region with 
respect to environmental quality and performance fiom the perspective of three key groups government, 
NGOs, and the pnvate sector The first three sections reported on regional and sub-regonal trends, while 
the fourth presented detailed mformatIon at the country level m each of the three key areas 

This fmal section is intended to synthesize the previous matetlal mto a set of recommendabons for use by 
USAID as it considers its future activity m the region It is organized mto two sub-sections The first 
identifies the most critical pol~cies and practices for all three sectors under consideration with respect to 
future environmental performance, with the specific goal of sustamable development The second 
organizes those policies and practices accordmg to the most appropriate needs of the ENI region 
countnes, as identified in Section Four 

5 1 Elements of the Pol~cy Agenda 

One useful h e w o r k  for analymg critical policies and practices m a manner that encompasses the 
needs and capacities of all three sectors is derived fiom environmental economics, and is based on the 
concept of "willmgness to pay " Under central plannmg, decisions about the allocation of resources were 
made without reference to individual preferences, which are customarily expressed through participation 
in various markets As the transition has proceeded, and markets have developed, rndividual preferences 
are playmg an mcreasingly large role m the allocation of all resources, mcludmg environmental 
resources, such as air, water, land, tlmber, mmerals, and fossil fuels, and financial resources for 
government environmental programs and pnvate investment in pollution abatement and control 

In a market system, a society and its 
members receive the level of 
environmental quality that they are willmg 
to pay for Obviously, vanous 
inefficiencies and market failures affect 
the nature and quant~ty of the 
environmental quality received, but the 
link between willingness to pay and 
environmental quality in market 
economies is clear Therefore, policies and 
practices that increase "willmgness to 
pay" will increase envuonmental quality 

The team identified four tested means of 
altenng the willmgness to pay of a 
population increase incomes, increase 
public awareness of environmental issues 
and public access to environmental 
informat~on, empower citizens to 

WILLLNGESS TO PA* A DEPIBTIXON 
The fUst. &set%on ofSecboaFive uses the term 
' t w i l h ~ e s s  to pay" as thre orgadzmgpmclpb for the 
d~scuss~an~ Thzs term is frequently used by economsts7 
who define z t  as the amount of money bt an urdivdual, 
a fum, or a group of mdmdudls or fhm areprepared to 
pay for agventype of product or semce lethat respect, 
$ a sunrlar ta the more f8mxliar economxc concept of 
demand. 

Economists o h u s e  statisfical stu&es to develop 
estxmates of '"wrllkgness to pay" on the part of a #pen 
group of people sn order ta estabZzsfL the Eeaslbil~ty of 
malcmg capIta1 investments whose cost w~ll be borne by 
hat group For exarapb, ames  can be conducted m a 
commyn~tyta establ~sh peophx' w v i i ~ e s s  to pay for a 
new water supply system The m a t s  of such studies 
allow cornpansan of the projected cost of the system 
wtth. the commlttlltyls wdlmgness to pay for the system 
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parkipate in making key decisions related to the envlronmental quality enjoyed by them communities, 
and, enact and enforce environmental laws and regulations The remainder of section 5 1 presents 
examples of donor programs that address each of these goals and suggests opportunities for USAID to 
build on these initiatives It has been the experience of the organizations maklng up the study team (and 
borne out by this analysis) that pursuing policies in the four areas articulated above can also contribute to 
fostering democratization, deepening market reforms, acceleratmg economic growth and privatization, 
and strengthenmg the development of civil society 

5 1 1 Increasmg Incomes 

When mcomes nse, the willmgness of citrzens to pay for environmental quality obviously mcreases, and 
as a consequence, mdicators of Improved envlronmental quality are closely correlated with rislng 
mcomes Conversely, if they are stable or fall, then people are less willing to pay and envlronmental 
quality detenorates In countries where mcomes are nsing, which encompasses most of the CEE 
countnes, increasmg vvlllmgness to pay is llkely to manifest itself in a higher demand for envlronmental 
goods and services, such as pollution abatement and control equipment, by the pnvate sector, and by the 
publlc sector in its role as prov~der of envlronmental services such as waste disposal and wastewater 
projects As a result, foreign assistance programs operatmg in these countries can be targeted to 
facilitatmg the development of markets for environmental technologies, and the appropnateness of a 
given country for such a program can be evaluated, in large part, by exammlng the trend m income levels 
Where mcomes remam low, and income growth is flat or negative, as it remams m many NIS countries 
and some CEE countrres, such assistance is not likely to be successful 

Increasing incomes are generally correlated with mproved access to capital for firms, and development of 
domestic capital markets, which can help reduce thi major constramt to environmental investment 
described m Section Three - access to capital As this occurs, private financing for envlronmental 
investment can gradually replace public sector envlronmental funds, which have been a major focus of 
USAID and other donor activity Accordmgly, assistance in this area can be phased out as private capital 
markets develop 

5 1 2 Publrc Access to Informahon 

NGOS i d  cltlzens can 
help generate better firm- 
level environmental 
performance Although 
the NGO sector faces 
numerous challenges, 
and information can still 

Increased public awareness of envlronmental mpacts is generally linked to higher willingness to pay for 
envlronrnental quality, especially at the local and fm level This findmg is especially mportant 
in the EN1 countrres, 

Mormatron ~ E G ~ O S W ~  1s the central element of mcreasmg pubhc awareness Thrs 
mcbdes a number of strateges, such as ew-labehug system (wh~ch dmlose 
danaatlon abaut the enmanmental mpact of a product's product~on or use, thus 
abwmg consarmers to factor these -acts lnto ther purchasrng decs~ons) or 
pollutant &scfome systems (which allow cmmm~ties access to data on releases 
ofpoliutants lnto thew enwoments by firms) Such systems have been wdefy 
and successfuIIy applied. In Endonem, for exampleZ the PROKASIH and 
PROPERprograms succeeded m dramatdly reducmg water polIuhon loads to 
rwer systems through pubkc awareness and &closure rather than enforcement 

where enforcement of 
e~vlmmental  hws by 
governments is relatively 
weak, as described in 
Sechon Three Where the 
role of government is 
limited, pressure from 

PUBLIC AWARENESS APPROACHES. WORMA.T9ON DISCLOSURE 

I, cases where government enforcement of envromental laws and regulabons 1s 
relatively weak, due to jmited legal authority or Eundmg, the use of enhanced 
public access to information and awareness of the envnomental mpacts of h- 
level actlv~tles has been an e£Fecbve strategy for enwonmental q d t y  As the 
study has noted, enforcement xn the enixe m3[ region is weak, for the vanous 
reasons artdated m Sectlon Thee 
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be difficult to obtam, the previous sections of thts report did find that the capacity of NGOs IS increasmg, 
that there are foreign assistance strategies (such as partnerships with western NGOs) that can increase 
NGO capacity, and that legal nghts of access to information are increasing These trends can help rase 
the demand for pollution control and abatement services by firms, and the types of programs listed in the 
previous subsecbon can assist in addressing the supply side by increasmg the ability of firms to identify 
and purchase such equipment As Section Four described, there IS a great deal of vanance in the capacity 
of NGOs, and in legal nghts of access to information, that can be used to determme appropnate asststance 
strategies 

5 1 3 Democrahatron and Decentrahzahon 

Another powerful trend that is apparent across the ENI region is decentralization In many cases, this 
creates opportunibes to rncrease local control over resource management dec~sions This democratization 
process has been found to rncrease willingness to pay, so supportmg this process can, in the long run, 
encourage sustamable development This trend can be seen even tn countries whch have not seen nsmg 
incomes, or strong government environmental agencies, although they may require enabling legislation at 
the national level In Romania, this process has led to the development of river basin commissions for 
water management, while water users' associations have developed m Kazakstan Clearly, substantial 
opportunibes for partnerships exist between these nascent tnstitubons m the EM region and their western 
counterparts 

5 1 4 Enactment and Enforcement of Environmental Laws 

Passing and enforcing environmental laws is a crucial component of fostering willmgness to pay for 
environmental mprovements, especially on the part of firms As descnbed in Section Three, there is a 
large body of environmental law on the books, across the region Enforcement, however, is for the most 
part weak, and especially so m the NIS In considering this question, the findmg m Secbon Three that 
most enforcement activities are functions of local or regional governments is Important, since it points to 
these agencies (and less so central governments) as targets of assistance In addition, assistance to local 
and regional government can complement the strengthening of local resource decisionmaking bodies, as 
described above, as well as be supported by commmty and NGO pressure In this manner, support to 
local and reglonal institutions m all three sectors can offer substantial opportunibes for leveragtng non- 
USAID resources 

T I B  ROLE OF THE PRIVATE SECTOR 
D m g  &IS study, and compatuon work undertaken by the USAID-funded EPIQ consort~limm, It became apparent 
that sxgnlficant o p p o ~ x b e s  exrst fix eexpadmg the rote of the pnvate sector m envxonmeatal management m 
both the US and the EM[ reglon As the transtQon contmues3 the role of h s  mcreases m mportance, as does 
thelr ab111ty to conmIbute to solutxons However, the EPIQ team's study ident~fied several constramts that should 
be considered by U S m  
r F m s  lack of mfonnat~on about appropnate enwanmental technologies and enwonmental management 

prachces, and such mfomahon as emsts IS not wrdely shared, 
There ~s lmted competlfion among suppl~ers, 

r US firms are under-represented la the enwonmental technology markets, and they face s~gmficant 
challenges m entenng the EN1 market, 
F m s  have doubts about appropnteness of forexgn teclmoiogres for local condltlons, 
Enwonmental busrness networks ate not well developed, and 

r The hkages between technology transfer and related pubb polaxes are weak 
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5 2 Implrcatrons for EN1 Country and Regronal Environmental Programming 

The cross-cuttmg ranking of EN1 countnes based on thelr "envronmental enabling cond~bons" given in 
Section Four can be used to derive rmphcahons for the programmmg of envuonmental assistance to this 
region To organlze these fmdmgs, we define and examine in th~s  section several country sub-groupmgs 
These sub-groupmgs can be usefully employed to provide gwdance to USAID as it seeks to answer 
quest~ons regardmg the drect~ons of and pnorities for envronmental prograrnmmg in the region It 
seems helpful to examme at least four country groupmgs, two d~rectly based on the rankings developed m 
Sect~on Four and another two wh~ch are based on other common country characteristics of h~gh 
importance to environmental programmmg (see table 1 for a summary of the groupmgs and associated 
programmmg ms~ghts) 

Envzronmental Fzrst Tzer The most progressive countrres m terms of their environmental transition 
and also representing a one-to-one relationsh~p with the so-called 'Worthern Tier" countnes of 
Eastern Europe (Poland, Hungary, Czech Republic, Slovenla and the Baltic states) 

Envzronmental Second Tzer A group of countr~es in Eastern Europe and Central Asia with weaker 
environmental enabhng cond~tions scores Th~s group corresponds closely to the 1st of counttles 
that are progressing at only a moderate pace in them economic transibon (Slovak Republic, Romania, 
Bulgma, Croatia, Macedonia, Moldova, Belarus, and the five Central Asian Republics) 

Resource-orzented Countrzes A group of countnes whose economlc fitures are closely tied to 
natural resources development - especially oil and gas - or wh~ch are affected by neighbonng 
resources through p~peline routes and/or barter arrangements (Russia, Armenia, Georgia, Azerba~jan, 
Turkmenistan, Kazakstan, Uzbekistan, Tajikistan and the Kyrgyz Republic) 

Global Cbmate Change Focus CountrzedRegzon Three countries (Russ~a, Ukrame and Poland) 
and one region (Central Asla) of greatest US mterest from the standpomt of cooperative efforts to 
address global cllrnate change 

In the remainder of this report, we further examine the common characteristics of countnes with~n these 
groupings, ident~fy underlymg US mterests m providmg environmental aid to these countnes, and 
develop unplicat~ons drawn from th~s  study's fmdmgs for the programming of environmental activities 
w~thin these countries and the EN1 region as a whole 

The Envronmental First T~er  group is compnsed of those seven countnes which had the highest scores in 
the ranlung exerclse (see table 5 in Sect~on Four) There is an unmistakable correlation between the level 
of environmental enabling conditions and the stage of progress in the economic transit~on, and this 
relationship vind~cates somewhat current plans to "graduatey' these countries fiom US foreign aid This 
group includes all of the so-called Northern Tier countries from which USAID 1s currently disengaging, 
includmg the nations which have been mvited to enter negotiabons for European Union (EU) accession 
These countr~es are poised to become lrnportant tradmg partners with the US over the next decade, 
estabhshng a strong US mterest in furthermg ther sustamable development Thelr envuonmental 
inshtubons, whether public or private, are clearly more advanced than those of the other nmeteen EN1 
countries examined by this study Though the~r transihon paths have differed, they also are viewed as 
important models by the other EN1 countnes, and they should be expected to exert increasmg leadership 
in both economic and envronmental fields as regional and global economic integrahon progresses 
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Country 
Group 

Countries 
Included 

Flgure 1 Country Groupmgs and Assoc~ated Env~ronmental Programmmg Opportun~bes 

b b 
Ekst T~er  

Second 
I'ler 

Resource 
Or~ented 

Global 
Cl~mate 
Change 
Focus 

Spec~al 
Cases 

Poland, Hungary, 
Czech Republic, 
Slovenia, Latvia, 
Lithuania and 
Estoma 

Slovak Republic, 
Romania, 
w 5 w a ,  
Croaba, 
Macedonia, 
Moldova, 
Belarus and the 
CAR countnes 

Russia, Central 
Asian Republics, 
Armenia, 
Georgia and 
Azerbaijan 

Resource- 
onented 
countries plus 
Poland and 
Ukrame 

Albma and 
Bosnia (see text 
for additional 
discussion of 
Russia and 
Ukrame) 

Average 
Enabhng 

Condihons 
Score 

3 14 

1 98 
(2 28 w/o 

CAR) 

1 66 

Current Condit~ons and Suggested Emphasls for 
Env~ronmental Programmmg 

Suggested Emphasls Areas and Actrv~t~es 

Condztzons Strong economic transition underway wrth 
reasonably capable environmental institutions Environmental 
improvements occumng fauly rapidly m these countries, with 
some loolung to joming the EU and others not far behmd 
Envzronmental Programmzng Regional not bilateral assistance 
warranted m "non-presence" mode Support environmentally 
sound pnvate sector investment through strengthenmg both US- 
CEE and mtra-EN1 llnkages for environmental information 
exchange and expanded trade in environmental goods and 
services 
Condztzons Moderate economic transition underway without 
strong environmental enabling conditions in place 
Envwonmenfal Programng Both regional and bilateral 
programs warranted country-level support to regional pnvate 
sector efforts such as for Fust Tier, support for devolubon of 
environmental management authonty to regional and local 
levels, NGO strengthenmg for public advocacy and community 
act~on Select countnes where non-envuonmental enabling 
conditions are strong enough to support establishment of 
environmental policies and progr&s 
Condztzons Economies crucially dependent on natural resource 
sectors, includmg water, mm&, oil-and gas, and forestry, 
capacity to manage foreign investment, inter-state relations and 
environmental issues m these sectors is limited 
Envzronmental Programmrng Build country and regional 
capacity to deal with environmental challenges, mter-state 
resource conflicts, and foreign mvestment in these sectors 
Condzfzons Significant current or potenbal contributors to 
greenhouse gas emissions, present opportunities for cooperahon 
through "oint mplementation" projects and emissions trading, 
generally weak environmental institutions to deal with these 
issues 
Envzronmental Programmzng Brokenng of well-conceived 
GCC-related projects between the US and these countnes whde 
supportmg development of viable local mstitutions to manage 
such activities in the future P~lot and rollout models of specific 
approaches to net reducbons of carbon emissions usmg both 
grant fundmg and cred~t mechanisms 
Condrirons The environmental and pol~tlcal sltuabon m each of 
these countnes precludes them from being grouped in broader 
categones 
Envzronmental Programmzng Albania - focus on renewable 
resources management activities through institution building of 
NGOs, Bosnia - not yet ready for broader environmental 
programming 
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Within this more advanced group of nations, constraints to future envlronmental improvements lie not so 
much in the lack of technical capacity as in lmits on the free flow of mformahon about new and 
established environmental practices from elsewhere m the world Despite these countries' mpending 
"graduation" from US bilateral development assistance, they should - for at least two very good reasons - 
contmue to be involved in some level of regional engagement to support their envlronmental transibon 
They clearly will serve as examples for other ENI states, and they offer an increasingly important market 
for the US - mcludmg commerc~al trade in environmental goods and services As their mtegration with 
the rest of the EM region progresses, they may also mcreasingly serve as windows to other Central and 
Eastern European nations for US environmental businesses - providrng corporate bases and market 
linkages for reg~onal trade 

USAID's programmatic opportunibes lie, therefore, m brokenng and facilitatmg the flow of official and 
commercial ~nformation on envlronmental management approaches, trade and technologies Most of this 
should be led by market forces and driven by dlrect US-CEE private sector engagement There is also a 
potential role for helping government entihes, such as municipalibes, form communication links with US 
counterparts to learn more about the organization of private financmg for envlronmental infrastructure 
and other public-private partnership Models of ass~stance developed through the US-Asia Environmental 
Partnership program (mentioned earlier m this section) - particularly those built on substantial cost- 
sharing amongst private sector participants - could be usefully adapted to the EN1 s e m g  Results can be 
measured both m terms of further unprovements in select envlronmental quality indicators and of the 
volume of environmental trade generated between the US and the countnes of this region 

The goal of bemg able to draw lessons fiom the ENI Envvonmental Flrst Tier for application elsewhere 
m the region further argues for some form of regional partnerships program to include these leadmg 
states If this is to be most productive, however, USAID will need to improve its capacity for cross- 
regional cooperahon and lessons shmng Specific achvit~es might mclude ma-ENI exchange programs 
to take advantage of the demonstration effect offered by the Flrst Tier countries Given the anticipated 
lack of USAID presence in these countnes, relationships should be established with local host mstitutions 
- such as chambers of commerce or trade associations -to help carry out these programs These 
arrangements - and related mtroduc0ons to US counterparts - can mitially be supported by cost-shared 
contracts and grants, but they should evolve over time into self-supportmg relationships Lmks w~th the 
Economics Section and Foreign Commercial Service m the respective US embassies, the US-supported 
Regional Environmental Center m Budapest and/or the US State Department's regional envlronmental 
hub should also be explored and developed where appropriate to facilitate and mon~tor activibes 

5 2 2 EN1 Environmental Second Tier Countnes 

A Second Tier of countries which were given lower scores for their current environmental institutions and 
other enabling conditions can also be identified This group coincides fairly closely with the list of 
countries currently targeted for bilateral envvonmental assistance by USAID It includes most of the 
Eastern European nations not grouped m the First Tier (Slovak Republic, Romania, Bulgana, Croatia, 
Macedonia, Moldova, Belarus) as well as the Central Asian nations (Kazakstan, Kyrgyz Republic, 
Tajikistan, Turkmenistan and Uzbekistan) Note that we have chosen to deal with Central Asia as a 
whole If each republic had been considered separately, Turkmenistan almost certamly would not have 
been included m this group due to its decidedly weak envlronmental mstitutions, and Tajikistan would 
have been excluded for slrnilar reasons and because of current security constraints On the other hand, the 
Russian Federat~on might well have been added to the list, but we have chosen to deal wlth this largest 
and most populous ENI country m a variety of other manners (see below) 
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The Environmental Second Tier countnes are characterized by a slow pace of economic and political 
reform - and of associated envlronmental enablmg conditions - lagging well behind the First Tier, and in 
many cases the magnitude of envlronmental problems they face is greater There is a clear US interest in 
supporting then- environmentally sound development, because the manner m which they choose to 
address envlronmental quality in economic development could well affect the ultmate success of their 
economic and democratic transitions 

There would appear to be both bilateral and regional environmental assistance opportunities for USAID m 
most of these countries Bilateral investments should be centered prmanly in those countries in this 
group which have demonstrated sufficient progress m establishmg economic and legal enabling 
conditions (capital market development, pnvatizahon, democratuahon, price and trade liberalizahon, and 
legal system development) to support the further development of sound environmental policies and 
practices In some countries (e g , Belarus or Turkrnen~stan), the enablmg condiQons may be so weak as 
to question the viability of potential environmental assistance mvestments other than those amed at 
establishmg a fundamental legal, regulatory and mstrtutional framework 

There are strong arguments for mcludmg many of the mdividual countries within the Second Tier group 
in broader regzonal programs which would involve the First Tier and are designed to help broker and 
facilitate the flow of official and commercial mformation on environmental technologies and management 
approaches - especially relating to urban and industrial pollution control (see above) Although the 
Second Tier countnes are not as well equipped to take full advantage of commercially-dnven exchanges 
and partnerships, such capacity can be expected to grow rapidly over the next few years More 
importantly, these countries can learn valuable lessons from an unproved understanding of the recent 
experience m the First Tier Access to this knowledge through participabon m regional programs which 
mclude both groups would be h~ghly beneficial to the Second Tier countnes Other comments made 
above regardmg the antmpated results of reg~onal mitiatives and the measurement of thelr results would 
also hold for these countnes, except that the presence of bilateral USAID offices m Second Tier countries 
would allow for more direct involvement of the Agency in local programs 

Based on the condihons apparent from this study's rankmg exercise - as well as USAIDas and other 
donors' previous experience with environmental assistance in these countries -there appear to be at least 
three promising avenues for future bdateral programmmg 

Country-level efforts lznked to regzonal program supportzng local and US przvate sectors zn 
developzng new approaches for urban and zndustnal pollutzon management Though unnecessary 
in Flrst Tier countries, country nodes for the regional program in Second Tier nations could help 
establish needed underlying conditions, such as strong Chambers of Commerce and other local 
institutions to further private sector and market-dnven soluhons to envlronmental problems, mini- 
regions, compnsmg 2-3 geographically proxrmate countries with similar needs or shared trans- 
boundary problems, mlght also be developed 

Support for the devolutzon of government envzronmental management azdthorzg to lower levels 
through the encouragement of zntegrated federal-local znmatzves addresszng speczfic 
envzronmentalproblem Examples would include envn-onmental management mprovements in a 
high prioIlty industrial sector or a region of particular importance to the country's economy and/or 
concerted efforts to reduce the pollution of key rivers or airsheds, counterparts would largely be 
government entities at the national and sub-national levels 
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Strengthenzng non-governmental organzzat~ons (NGOs) whzch carry out publzc advocacy efforts 
or asszst zn the publ~c dzsclosure of envzronmental znformatzon. Dissemination of facts concernmg 
the environmental management behavior of fums - whether private or state-owned -has been 
proven in many countries to have a powefil effect on corporate policies and practices when coupled 
with even moderate government enforcement of environmental standards and commumty action, 
NGO strengthening and public engagement in envuonmental quality lmprovements also can make 
important contributions to the development of democrabc mstltutions in these countries 

5 2 3 EM Resource-Onented Countr~es 

A significant finding of the study is that many of those countrres that are most heav~ly dependent on 
natural resources development (or on development of mfiastructure related to natural resources of 
neighboring countnes) for ther economic growth are also among those with the weakest envuonmental 
institutions It is therefore useful to define and examme a grouping of countnes whose economies are 
crucially dependent on the development of key natural resource sectors, includmg mining, forestry and 
especially oil and gas The countnes mcluded m this group are Russia (oiVgas, mmerals, forestry), 
Armenia (oiVgas pipelines, minerals), Georgia (oiYgas pipelmes), Azerbaijan (oiVgas), Kazakstan 
(oiVgas, mmerals), Turkmenistan (oiVgas), Uzbelustan (oiYgas, mmerals), Kyrgyz Republic (minerals, 
waterhydropower) and Tajlklstan (mmerals, waterhydropower) 

It would appear that these countries are neither mdividually nor collectively equipped to wisely handle the 
rapid development of these natural resource sectors Nevertheless, they are attractmg significant foreign 
investment - includmg from the United States - and are countmg on the Income and foreign exchange 
earnings from this development to pull ther economies out of transihon-induced doldrums US interests 
relating to envuonmental assistance in these fields denve from increasmg commercial ties and the desre 
to see the Resource-oriented Countries establish stable and prosperous economies There also are 
environmental nsks of global significance associated with the development of these natural resources - 
from deplehon of irreplaceable Siberian tlger habitat to the possibility of a catastrophic oil spill on the 
Caspian Sea Moreover, inter-state conflicts over some of these natural resources also constitute senous 
threats to regional security, addmg lmpetus to US aid and diplomacy 

As noted, the current abillty of these countries to manage this development m an envuonmentally sound 
manner is limited With this in mind a set of both bzlateral and regzonal assistance opportunities can be 
identified 

Bdateral, well-targeted and bcahon-speczjk azd for key government agenczes - and related przvate 
sector entztzes-responszble for the development of vztal natural resource sectors (whzch can also 
serve devoluhon znterests) Examples would mclude support to forestry authorities in the Russian 
Far East, assistance to Russian oil and gas authorities overseemg Siberian development, help for oil 
and gas authorities in eastern Kazakstan or Turkmenistan (and, if legislation permits, Azerbaijan) 
struggling with envrronmental issues along their Caspian Sea shorelmes, and assistance to 
appropriate entities m countries affected by pipelme routes 

Regzonal asszstance to sub-groups of these countrzes (whzch may lznk wzth bzlateral efforts) should 
be based on jozntly addresszng shared natural resource management rssues Examples would 
include support for a common oil spill contmgency in the Caspian Sea andfor other efforts to 
encourage environmentally sound regional approaches to oil and gas development in the trans- 
Caucasus region, and further efforts to secure a peaceful and mutually beneficial settlement to 
conflicts over the waters which flow to the Aral Sea through the five Central Asian Republics 
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A key to the successful programming of both bilateral and regional assistance for this group of countries 
(as well as the others, for that matter) will lie in the artfUl mtegration of activities involving three key 
parhes governments, the private sector and local communities or NGOs Guidance may be drawn from 
past experience with environmental aid in the EN1 region as documented by this study 

Government. Support should center on the lme ministries responsible for oversight of natural 
resource sectors, though parallel contacts with and assistance to environmental authorihes may also 
be warranted Since many of these organizations will be very weak, assistance must be carefully 
targeted, developing environmental management cells within key mimstries that later can serve as 
models for other departments Government-based assistance will also serve as the point of contact 
for coordmation with other donors providmg related assistance, such as the Global Envlronrnental 
Facility or the European Union 

Przvate Sector The local private sector cornpnses a mix of state enterprises and newly privat~zed 
enhties (sometimes organized as jomt ventures), and government authorities are no longer the best 
channel for approaching many of these natural resource companies Since these firms are grappling 
with tricky liability questions associated wth past polluhon related to oil, gas and other mineral 
extraction, offers to help address these particular concerns may provide openings to some key pnvate 
sector partners Many newly privatized companies are now reaching out for advice on how to 
comply with international norms of environmental and other types of behavior, and they may be 
approached directly, through emerging trade associations, or through a widening range of foreign - 
sometimes American - jolnt venture partners 

Communzty Partzczpatzon It will also be important to obtam community partmpation in plans for 
environmentally sound natural resources development At present, however, there are only a limited 
number of NGOs with the technical and managenal skills to represent community views and fully 
participate in technical discussions about alternative natural resource development paths Further 
assistance to selected NGOs or other community organizations with such nascent capabilities may 
produce strong environmental as well as democratic results 

5 2 4 EN1 Global Cl~mate Change Focus Countnes 

USAID has designated Russia, Ukraine, Poland and the region of the five Central Asian Republics as 
geographic foci in the EN1 region for reducing greenhouse gas emissions and mihgating the effects of 
global climate change (along with SIX countries and sub-regions in Afnca, Asia and Latin America) 
Seeking cost-effective measures to reduce the underlying causes of this shared global problem defines the 
US interest in providmg such assistance 

However, the findings of this report indicate that the global clunate change (GCC) focus countries-with 
the exception of Poland-still need to make considerable progress in developmg the policy framework, 
institutional strengths and financial flows requisite to managing then- environments effectively As in the 
case of the Resource-Oriented countries, this raises the question of how to achieve progress in meeting 
climate change goals m light of fundamental mstituhonal constraints Once again, assistance to weak 
organizations must be carefully targeted and should preferably be programmed so that strengthened units 
can support the GCC work whlle also serving as models for the development of other slmilar 
organizations elsewhere in government, the private sector or the community 

The international framework for addressing the threat of climate change now embodied in the Kyoto 
Protocol provides an opportunity for the EN1 countnes to participate in "Jomt mplementahon7' projects 
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between local entities and US electncal ublit~es and other f m s  seekmg greenhouse gas offsets Based in 
large part on gross mefficienc~es remalnmg from the Sov~et period, it should be sign~ficantly cheaper to 
ach~eve net reduct~ons in greenhouse gases in the EN1 countnes compared to costs in the West Th~s  
creates a strong mcentive for mutually benefic~al financial transact~ons Russia and Ukrane were the 
first EN1 region countnes to join the emissions tradmg umbrella group at the Kyoto conference, which 
places them on the l~s t  of nations elig~ble to trade greenhouse gas emissions perm~ts With USAID help 
to responsible government ent~t~es and cooperatmg local firms and communities, the EN1 GCC Focus 
Countries and reglon may well set the example for the rest of the developing world m such transactions 
The types of rnvestments envis~oned - from improved factory-level or municipal energy efic~ency (for 
reduced carbon emissions) to forest conservation programs (for carbon sequestrabon) - w~l l  have many 
pos~tive side benefits for these countnes openmg new trade relationships, strengthening local 
envuonmental financmg and management mstitutions, and duectly contnbutmg to unproved economic, 

and natural resources management and envlronmental effic~ency 

5 2 5 EN1 Countries of Speclal Note 

The four country groupings delmeated above appear to inadequately address programmrng questions for 
several EM countries of special foreign pol~cy s~gnificance While the Russzan Federatzon is mcluded m 
the d~scussion of both the Resource-Oriented countnes and as a focus country for GCC activ~ties, there is 
no explicit treatment in this study of efforts to more broadly support its envuonmental transition (such as 
the USAID ROLL Project) Ukrazne 1s included as a GCC focus country, but opportun~bes for ongomg 
act~vities and broader envlronmental ass~stance are llkew~se omitted Moreover, Albanra and Bosnza 
entnely s l~p  between the cracks of this four-group framework, slnce theu enablmg condit~ons are too 
weak to place them even m the Second T ~ e r  group and neither is mcluded among the resource-based or 
GCC focus countnes In the mterest of covermg the EN1 waterfront m search of envuonmental 
programming imphcat~ons, additronal comments on these four countries are offered below 

Russzan Federatzon The magnitude of Russia's environmental challenges and the extent to which ~ t s  
envlronmental, economic and democratic transit~ons are mtertwmed may argue for continued bilateral 
andlor reg~onal support beyond that centered on natural resources or GCC issues Russia is potentially as 
large a US trading partner as all of the First T ~ e r  countnes combmned, and ~t would be prudent to mclude it 
in regional pnvate sector partnerships almed at enhancmg US-EN1 cooperat~on m envuonmental trade 
and financing Because of ~ t s  slze and geopolit~cal importance, it 1s also recommended that the current 
bilateral environmental assistance effort be mamtamed with the dual goals of helpmg establish the 
underlymg pol~cy and mstitutional foundations for envlronmental management while also ach~evmg 
synergy among three program in~tiatwes environmentally sound natural resources development (oiYgas 
and forests), global clmate change activit~es, and enhanced US-Russ~an trade and mvestment m 
envlronmental goods and servlces 

Ukrazne Llke Russia, Ukrame is a country of great geopolitical significance Under the framework 
presented above, however, the highest prlorlty for envlronmental ass~stance wh~ch emerges relates to the 
country's role in efforts to address global clmate change Issues Though its envlronmental mstitut~ons 
remain weak, it would seem that the potentla1 for mutually benefic~al work on envuonmental trade and 
investment should at least be explored Some of these actlv~bes could be pursued in the context of GCC 
work, but Ukrame's partic~pat~on m broader private sector-onented regional partnersh~p efforts also 
should be constdered, particularly if there are opportunities for partnerships with more advanced ENI 
counines such as Poland 
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Albanza With extremely weak envlronmental rnsbtut~ons and an economy based largely on agr~culture 
and forestry, Alban~a more closely resembles many parts of the developing world than the rest of Eastern 
Europe Threats to regional stability resulting from recent polit~cal turmod suggest a strong US interest rn 
helping place Albania's economy on a sustainable path Priontres he m helprng to shape the country's 
environmentally sound development based on renewable resources management The currently fiagde 
state of government institutions would seem to dictate a strategy based on work pnmanly through NGOs 
and other pnvate ~nterests 

Bosnza Though ~t is a reaplent of enormous levels of mternat~onal aid meant to stabil~ze polit~cal and 
social systems, Bosnia does not yet appear ready for inclus~on m the types of EM envronmental 
programmmg described m this final sect~on of the report While there are clearly large environmental 
challenges to address as a consequence of the war, the only related programmrng that should be 
considered relates to the provision of basic services such as water supply, sanitation, and energy As the 
situation Improves, opportun~ties may arise for work with NGOs on some of the outstandrng 
envlronmental problems assoc~ated with uncontrolled natural resources depletion, pollution and 
d~slocations tied to t h ~ s  nat~on's recent h~story of crv11 str~fe 

5 3 Concludmg Remark Regardmg the Role of the Pnvate Sector 

Perhaps the most sign~ficant cross-cuttmg implication of the study's findings relates to the need for 
further attention throughout the EN1 regon to issues of envronmental trade, financmg and investment 
Although there wdl remam many circumstances where government-to-government ass~stance is 
approprrate, USAID should increasmgly look for opportumt~es to balance publrc pol~cy and institutional 
strengthenmg work w~th  acbv~ties t~ed  primartly to strengthenmg the role of the pnvate sector m 
improvmg EN1 environmental management As mdicated earlier m this section, such ass~stance should 
engage pnvate sector organizations in the EN1 reglon and the US who have a long-term stake in 
comrnercially-dr~ven partnersh~ps that will also address environmental problems in the region A related 
set of assistance to governments will also be needed to help establish the cond~bons under which such 
private sector relationships can develop and flourish 
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ANNEX TWO 

Potentla1 Focus Areas for Environmental Pollcy 

Introduction 

While the design of environmental policy could legitlmately be based on principles of law, equlty, ethics, 
or even religious and polihcal philosophy, given USAID's pmcipal concern wth  economic 
development, it would be natural to use policy that draws on the principles of economics Such policy 
would be especially useful in the CEE/NIS region where much of the currently poor environmental 
conditions can be traced to equally poor economic conditions 

Understanding just how these policies can affect or be affected by envlronmental and economic 
conditions is an important first step m identifying potentially useful partnership arrangements Of course, 
not all policy can be or should be grounded m principles of economics Governments and international 
lending agencies have legitlmately broader politxal and social agendas However, by startmg with the 
economic framework, those makmg policy decisions will get a clearer picture of the l~mits of the 
economic model, just where it may need to be modified, and potential inconsistencies between non- 
economic environmental objectives and traditional economic objectives 

Pollcy approaches 

Environmental quality can suffer because environmental services often have the characteristic of a 
"public good" One person's consumption of envlronmental qual~ty is fieely consumed by his or her 
ne~ghbor This "fiee rider" characteristic, shared by other public goods like police and mllltary 
protection, inevitably means that the good will be under-supplied without the collective action of 
government Thus, in most mdustrialized societies facmg environmental problems, the primary role of 
governmental policy is to increase and satisfy the collective demand for environmental quality and 
decrease the demand for waste disposal and other input services of the natural environment Often the 
increase in envvonmental quality demand will also be at the expense of the demand for marketed goods 
and services, a situation that accounts for the contention in much environmental policy This contention, 
however, can be greatly mitigated if the government can find an efficient balance between all competing 
demands since efficiency assures that the overall economic and envlronmental benefits to society will be 
at a maximum Following are some possible policy approaches to achieve this 

( I )  Focus on envzronmental asset servzces 

The traditional method of handling environmental problems, followed in most industrialized countries 
including the CEEMIS, is to focus directly on the use and users of the various services of the 
environment Thus, one way to mcrease environmental quality relative to the demand for other 
environmental and non-environmental services is to decrease the demand for waste disposal through 
pollution-abatement regulahon As discussed in Section 11, pollution-abatement regulation is usually 
"command and control", "market-based", or a combination of the two 

An Indirect method for controllmg waste disposal demand is through efforts at technology transfer and 
education In certain cases, making polluters aware of newer waste disposal technologies, opportunities 
for recycling, and changes in production processes can be quite effective 
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Pol~cy Examples How ~t works Comments 

Technical Various AID and Identification of cheaper Less effective if 
assistance "partnership" abatement technologies sophisticated knowledge 
programs projects eases demand for waste- and know-how already 

disposal services exlsts 

Envlron- Federal and State Increases demand for Results are unpredictable 
mental programs in the US environmental quality but education may be a 
education services necessary precondition for 
programs any government action 

While regulation of the demand for waste d~sposal servlces has been the tradilonal focus of 
envlronmental policy, more recently there has been attention dlrected towards regulatmg the demand for 
other services of the natural environment Some env~ronmental quality services, such as the demand for 
recreation, conflict with the demand for other envlronmental quality services, such as life support for 
endangered species The demand for recrealonal services can be weakened through the unposition of 
user fees - an approach that is gammg populmty even in very poor developmg countries Other 
environmental services can be regulated as well, such as the demand for raw matenals, either through 
pricing or through outright bans on their use (e g , logging bans to preserve forests) 

Again, llke many of the direct controls on waste disposal, direct controls on environmental quality and 
raw matenal services assumes honest and effective governmental institutions Therefore, it may be 
desirable to mitially conslder more Indirect methods to affect the demand for environmental quallty 
services Specifically, such efforts as educational programs or programs to strengthen NGOs can be 
effective ways to increase overall demand for environmental quality services While the final outcome of 
such indlrect efforts may be highly uncemn, the result may be to improve the climate for more dlrect 
policy methods 

(2) Focus on the economy 

Because of the interdependence of economic activity, more mdirect approaches may be just as powerful 
a way of dealmg with environmental problems as the above, more direct approaches For example, 
general policies designed to increase the national income can be expected to also increase the demand for 
environmental quality relative to the demand for waste disposal smce empirical evidence Indicates that 
environmental quality is a "normal" good - a good for which demand increases with increased income 
At the same time, the demand for waste disposal often decreases with economic growth as newer, more 
efficient capital is introduced It is thus unportant to consider the full spectrum of policy interventions 
when approachmg envuonmental problems, not only those that are the conventional concern of 
envlronmental agencies, but also those that deal with other policy areas as well 

Often, for example, trade and subsidization polic~es have more effect on the environment than does 
environmental pol~cy itself In the CEE, large amounts of air pollution can be traced to old foundries 
using mefficient fuels, such as peat It is unlikely that such technology could survive a completely open 
market In the same vein, many countries support an inefficient apculture through various forms of 
subsidization Often these farms are of lnsuficient scale for optimum efficiency but make up for their 
size through intensified produclon that relies on heavy fertilizer and pesticide use 
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A more subtle form of subsid~zat~on is through the encouragement of ~nfiastructure such as roads 
Indeed, road building and fuel subsidies can account for the major share of au  pollution problems m 
urban areas through the~r effect on veh~cle traffic While t h ~ s  is generally the case in mdustrialized 
countries, apparently the pattern is bemg repeated even m poorer, less developed countries 

While it may be more effective to address envuonmental problems by focusmg on the economy rather 
than on the envuonment, per se, it may be more d~fficult to do so for both analytical and bureaucrat~c 
reasons Analytically, a more general and holistic policy focus requlres a way of predictmg how changes 
in the level and mlx of economic activ~ty will affect the environment Such predictions usually must rely 
on some sort of mnter-mdustry or economy-w~de modeling Building such models requires both data and 
analyttcal sk~lls that may be scarce in the CEE/NIS Bureaucratically, such hol~st~c policy approaches are 
m conflict with the usual bureaucratic structure that tends to compartmentalize most problems Cross- 
cutt~ng solutions that would require changes in, say, transportat~on policy m order to Improve the 
env~ronment have no bureaucratic advocates 

Econom~c Policies that Impact Environment 

Pol1cy 

General 
economic 
development 

Zoning 

Jomt venture 
policy 

Opening 
markets, 
elimrnation of 
employment 
subs~dies 

Privatization 

Examples 

Asian "tigers " 

"Greenbelt" 
buffer around 
City of London, 
Paris height 
restrictions 

Examples 
worldw~de 

Many examples 
world w ~ d e  

CEENS 
countries 

How lt works 

Can Increase waste d~sposal 
and pollut~on m the short run 
but may Increase demand for 
environmental quality m 
longer run as mcomes rise 

Llmits commercial and 
industrial actmty and then- use 
of waste disposal servlces 

Promotes newer and often 
"cleaner" plants and 
equipment 

Helps elimrnate ineffic~ent 
operations that are often dirty 

Promotes more efficient and, 
often, cleaner operat~ons 

Comments 

Historically, economic 
changes exerts more 
mfluence over the 
env~ronment than does 
explicit env~ronmental 
regulation 

Can increase non- 
industrial use of waste 
disposal agriculture and 
household use through 
increased use of cars 

Re-engineering costs 
often make it attractive 
to unplement existmg 
"clean" Western 
technology m 
developing country 

If open markets are 
larger, policy could also 
lead to lower cost 
pollut~on abatement 
equipment 

Efficiency galns may be 
limited if competitive 
markets do not exist 



Measurmg the Envzronmental Transrtron m Eastern Europe and the Newly Independent States 79 

(3) Focus on mstzhctzons 

It should be noted that societal institutions can also be the focus of effectwe environmental policy As 
mentioned above, many of the more dlrect approaches des~gned to affect the demand for environmental 
asset services, whether command and control or more market based, assume honest and well-funct~onmg 
governmental lnstitut~ons Thus, policy efforts that would strengthen these mstituhons (such as 
decreasing the number of government officials but greatly lncreasmg their pay) might be very effective 

Indeed, m many circumstances, ~t might be possible to elimmate the need for regulations if legal and 
governmental institut~ons could be strengthened Specifically, the above discussion assumes that the 
demand for envlronmental quality is a public good needmg, therefore, governmental response m order to 
attain an efficient balance between envlronmental quality services and other environmental asset 
services However, this governmental response may not require regulation if it is possible to create a 
two-party bargaining situation between a polluter and the affected party (such as a local community) In 
such a situation, the problem could be efficiently resolved through negotiation or, if necessary, the 
courts Pol~cies d~rected towards strengthening the courts and Improving the ability of the government to 
bargain effectively would be warranted 



Measuring the Envzronmental Transztzon in Eastern Europe and the Newly Independent States 80 

Insbtubonal Strengthenmg Pollcies that Impact Environment 

In-country 
assistance to 
envrronmental 
management 
agencies 

Exchange 
programs 

Assistance to 
courts 

Assistance to 
banks or other 
lending 
institutions 

Enforcement 
assistance 

Examples 

Varrous USAID 
management 
assistance projects 

USEPA, BEA, 
Census, etc 
foreign vrsrtor 
programs 

USAID 

various 
development 
banks Also, 
government 
subsidized 
pollutron bonds m 
the US 

USAID, USEPA 

How ~t works 

Transfer of managerial 
skills from countries mth 
successful envvonmental 
programs 

Opportunrty for learning- 
by-dorng 

Creates more 
opportunrties for 
envrronmental disputes to 
be settled wrthout 
regulation 

Helps with amortization 

of investment costs Can 
effectively lower the 
capltal costs of 
environmental 
improvements 

Provides hardware, 
monrtoring skills, and 
polrcing techniques to 
help achieve effectwe 
enforcement 

Comments 

Assumes that ex-pat 
project leaders do, in fact, 
have environmental 
management experience 

Can be successful rf 
programs permit fairly 
lengthy (e g , one-year) 
visits 

Effectrve for those 
problems where polluter 
and damaging partres are 
clearly rdentified and 
organized 

Can also lower the capital 
costs of projects that harm 
the environment 

Somewhat analogous to 
milrtary assistance 

Finally, policies that strengthen banking and financial institutrons should not be forgotten The costs, 
especially the capital costs of regulatory pollcy can be far more burdensome that necessary rf there are 
poor mechanisms to allow effective annualization of costs Indeed, empirical studies have shown that for 
most industrial sectors, the actual annuallzed capital costs and operatrng costs of envrronmental controls 
is less than 2 percent of sales 1 However, the requrred initral investment outlay could greatly exceed the 
company's usual rnvestment levels While pollution-capital Investment subsidies are, ~n princrple, 
inefficient, they may be warranted ~f capital markets are otherwise weak 

' These f~ndmgs are ln the following reference Fianiessi, Leonard P and Henry M Peskm 1976 The Coststo Industrzes 
of Meetzng the 1977 Provzszons of the Water PoIlutron Control Act Amendments of 1972 a report to the U S 
Env~ronmental Protection Agency (January) results are consistent with the vanous EPA reports to Congress (the so-called 
"Cost of Clean Air and Water Reports ") However, EPA does not ratio ther data to producbon or sales They did ratio 
the aggregate total cost numbers to GDP and found the raho to be between 1 and 2 percent of GDP Slnce aggregate 
production or sales exceeds GDP, the ratios would be even smaller had they used a sales base 
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(4)  Focus on the envzronment as polEutron recpzent 

A fourth approach to environmental management is to address envlronmental problems by taking certain 
engmeering approaches that effectively increase the capacity of the environment to absorb wastes (and 
therefore provide waste disposal services) or accept other environmental msults without diminishing the 
capacity to provide other envlronmental quality services Thus, rather than takmg acbon against the 
dumping of sediment into a stream, the government could chose to filter out the sediment though the 
construction of filtermg dams 

While such engrneermg solutions do nothmg to encourage polluters to alter thew actions, they can be 
highly economically inefficient However, these steps can be justified economically if (a) the 
engineermg "solution" is simply less costly due to economies of scale, or (b) it is impossible to identify 
and take action agamst the polluters 

The latter condition is usually obtamed when pollution is "mported" Thus, the common practice of 
liming lakes in Northern Europe can make good sense if there is no other practical way of dealmg with 
the transboundary problem of acid ram 

Pol~cies to Conserve Environmental Assets 

Pol~cy Examples How it works Comments 

Limmg of Finland (?), Offsets acidity effects of acid Effectiveness is controversial 
lakes Canada (3) rain 

In-stream Hungary(?) Screens catch suspended Experimental 
filtemg sediments and algae 
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ANNEX THREE 

Background Documentatron on Country Scores 

Scores were generated by the EPIQfiRG and HIID team of experts on the basis of general familiarity 
with the countries and reference to supportrng material The following paragraphs provide justification 
of select country scores on the basis of available documents 

Pnvate Enterpnse 

Polzcy Legal and Regulatoly Framework 
Fees and fines for the use of natural resources and environmental pollution are among the recent 
envronmental reforms m Ukrame, however, the absence of an adequate mechan~sm to collect 
payments and penalties has inhibited effechveness (fkeenet kiev ua Ukrame Environment and 
Economic Reforms) 
Smce 1991, industrial production has fallen by 2/3, but despite this decrease overall levels of many 
pollutants still remams unacceptably high (un kiev ua Habitat and the Human Env~ronment 1996) 
There is no system in place, as of yet, to address environmental liability legislation 1s just now 
bemg drafted to allow law suits relating to violation of "environmental nghts" 

Envzronmental Trade Fznance and Investment 
In Ukraine, environmental problems were intensified by the fact that the re-tooling and re- 
equipprng of enterprises were neglected (BISNIS Envronmental Technologies Exports to 
Ukrame) 
Huge need and potentla1 market for environmental goods and services, however, the Ukrame is 
considerably behmd in terms of pollution control systems installation due to lack of official 
attention to environmental problems (BISNIS Environmental Technologies Exports to Ukraine) 

Central Government 

Pobcy Legal and Regulatory Framework - Fees and fines for the use of natural resources and environmental pollution are among the recent 
environmental reforms in Ukrame, however, the absence of an adequate mechanzsm to collect 
payments andpenaZtzes has znhzbzted effectzveness (fieenet kiev ua Ukraine Env~ronment and 
Economic Reforms) 
Ukraine is a signatory to both the Montreal Protocol and the Climate Change Treaty 
(fieenet kiev ua Ukrame International Programs) Coal industry is heav~ly rel~ant on high 
government subsidies (eia doe gov/emeu/cabs/ukraine htrnl) 

Instztutzonal Strength and Commztment 
Environmental agency at ministry level, environmental protection mcluded m state budget since 
1994, and total spending for environmental protechon increasmg (freenet kiev ua Ukraine 
Environment and Economic Reforms) 
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Envzronmental Trade Fznance and Investment 
Favorable tax regime for foreign companies in relation to Russia and Kazakstan (Russian 
Petroleum Investor, 1 1/96, p 1) 
Ministry mullmg over draft law on Preferential Treatment of Investment and Other Economic 
Activities for Implementation of Individual Projects Dur~ng 1st five years of project work, foreign 
investors wlll pay 1/2 profit tax rate (Russian Petroleum Investor, 11/96, p 1) 
Leadership is creatmg an mvestment friendly environment 1996 Foreign Investment Law 
guarantees equal treatment with local companies (Annual Report on Prospects for Economy) 

Local Government 

Polzcy Legal and Regulatory Framework 
Scores for local government m the area of pohcy, legal and regulatory framework are given the 
value 2 in light of the following (1) Because standards at central level have only been instituted 
since 1994, local government activity has probably been minimal, especially in light of the general 
economic crisis m Ukraine, (2) Ukraine is only just begming to consider an ecosystem approach 
to urban development with environmental emphasis This will requlre eventual coordination of 
national, local and reg~onal authorities on envlronmental issues, but there is no evidence that this 
has occurred (Habitat & Human Env 1996 Physical Envlronment, p 1) 

Envzronmental Trade Fznance and Investment 
There are serious water quality problems m the regions along the Dnipro basm, which supplies 
more than 213 of the country's needs (un kiev ua Habitat and the Human Environment 1996) 
In Lviv, the distribution system has loss rates of at least 30% due to leaks, and most families 
receive water for only six hours a day (un kiev ua Habitat and the Human Environment 1996) 

Polzcy Legal and Regulatory Framework 
According to Nations in Transit, citizens enjoy a relatively high level of freedom Yet, evidence 
suggests that very few people participate m envlronmental decision-making It seems that this is 
greatly influenced by economic factors The environment is sunply not a priority for most citlzens 

Instztut~onal Strength and Commztment 
Only 6 Ukrainian NGOs have web sites This suggests that NGOs are beginning to form and do not 
represent a strong unit (NIS Envlronrnental Organizations, p 3) 
Very few people participate in environmental decision-malung (Nations in Transit) 

Polzcy Legal and Regulafory Framework 
M ~ X L ~ M  allowable concentration standards for air, water and soil pollutants as well as solid 
waste Maxunum permissible levels of emissions for enterprises Standards for emissions from 
mobile sources (EDP #2 1) 
Although Russia has relatively strmgent environmental standards and project requirements, these 
were effectively enforced only during a brief period in 1990-1991 This led to closing of many 
plants, and compounded the economic decline The plants were quickly reopened and 
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fines/payments suspended (ADL, p 7) 
There is a general lack of envlronmental regulatory enforcement (Arthur D Little document, p 6) 
Monitoring and enforcement considered "not comprehens~ve" (2K + survey) 
Firms report that emissions are based on calculations rather than actual measurement Even in 
Moscow, where monitormg is the most comprehensive, companies are inspected 2-3 t~mes a year at 
most (EDP#21) 
Industnal collapse has compelled domestic enterprises to assign environmental expenditures and 
investments a low pnorlty (ADL, p 6) 
Few enterprises can afford the capital investments requlred to reduce pollution, even though there 
may be potential tax and operating cost savmgs (ADL, p 6) 
Many companies are not m compliance with MPLs Most, however, are in compliance with 
temporary pollution levels due to decreases in production and the arbitrary manner m whlch TPLs 
are established (EDP# 15) 
Companies have no incentive to reduce emissions below MPLs (EDP#15) 
Individuals/fms who have been adversely affected by pollution are generally not able or 
successful in seeking damages through tort actions (2K + survey) 
Independence of judiciary if threatened by chronic under-fundmg, and its subordinate positlon m 
relation to the executive and the legislature (Nations in Transit, p 321) 
Financial and leg~slative constramts upon the judlclary mean that it is not fully mdependent of other 
branches of government (Nations, p 321) 
Non-existent or limited Inventory of past environmental damages, limited use of envuonmental 
audits for state enterprises that are being privatized, no known policy requiring state to assume 
liability for past pollution after an enterprise is privatized (2K + survey) 
Law on Environmental Protechon calls for noncompulsory msurance against environmental 
accidents, however this provision 1s considered meffectual due to economic difficulties, etc (Env 
Tech Art~cle p 10) 

Instztutzonal Strength and Commztment 
There are currently 89 regional cerhficatlon bodies and 600 local certification centers in Russla 
(ADF7 P 109) 
Law on Environmental Protection requires that all new projects need to go through an 
environmental certification procedure, among issues to be assessed are Items such as expected 
industrial activity impact on the environment 
HIID personnel are not aware of any enterpnses currently pursuing IS0 14000 or other EMS 
programs 

Envzronmental Trade Fznance and Investment 
Demand for environmental equipment in Russia is low (ADL, p 24) 
Local capacity to produce some pollution abatement equipment exlsts Anecdotal data suggests 
agam that due to lack of demand, trade is minimal 
Environmental Issues are generally not included as a criteria for determ~ning loans (2K + survey) 

Central Government 

Pobcy Legal and Regulatory Framework 
There is general lack of envlronmental regulatory enforcement (Arthur D Llttle document, p 6) 
Development of new, more effective, enwonmental regulation has so far proved unachievable 
(ADL P 7) 
Monitoring and enforcement considered "not comprehensive" (2K + survey) 
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F m s  report that emissions are based on calculations rather than actual measurement Even in 
Moscow, where monitoring is the most comprehensive, companies are inspected at most 2-3 
tuneslyear (EDP#2 1) 

Instztutzonal Strength and Commztment 
Mmistry of Environment downgraded to "committee" 
Budgets for environmental agencies cut significantly m 1992 (ADL) 
Limited interaction between envlronmental agencies and other branches of government (OECD) 

Envzronmental Trade Fznance and Investment 
Fundrng for envlronmental Investment comes prmarily from the Russian Federal Budget, Regional 
Budgets, przvate cornpanzes, and Environmental Funds 
EBRD foreign investment ratmg = 4 out of 5 

Local Government 

Polzcy Legal and Regulatory Framework 
Local government is permitted to take measures to lmprove environmental quality, however they 
are llrnited by a number of factors includmg small budgets, madequate staffing, and constramts on 
thev jurisdiction (OECD) 
Public opinion has not generated pressure on the govenunent to mprove environmental quality 
No strong tradition of environmental awareness or public participation in environmental issues due 
to past practices of screenmg environmental reports and difficulty in getting data which is now 
open for public review However, HIID resident advisor Bruce Larson's rating of the influence of 
local environmental agencies was a 5 out of 7 
Some examples of regional compacts, including inter-oblast environmental councils (OECD) 

Instztutzonal Strength and Commztment 
In the impact area of institutional strength and commitment, Russia's local government is given the 
score 3 because of the limited effectiveness of local environmental authorities due to madequate 
budgetmg and staff In addition, the OECD cites the relationship between federal and regional 
level authorities as m need of improvement Their recommendations suggest that sub-nahonal 
units do not have adequate autonomy m developing/mplementmg policy and environmental 
management 

Envzronmental Trade Fznance and Investment 
The most pressing public health issue in Russla is need for clean drinking water (ADL) 
Over 1/2 of the Russian population currently drinks poor quality water (ADL) 

Polzcy Legal and Regulatory Framework 
Nations in Transit report gives Russia 4 out of 5 for civil liberties (public advocacy, etc) 
There are tax exemption policies for organ~zations providmg environmental services (EDP#15) 
Public participation in developing envvonmental regulations approaches ZERO (2K + survey) 
NGOs are not involved in monitoring or enforcement of envlronmental regulations (2K+ survey) 

Instztutzonal Strength and Commztment 
About 10 Russlan environmental NGOs are accessible on the world wide web 
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NIS-EEP encouragmg actw~ty ~n NGO capacity building 

BULGARIA 

Prrvate Enterpnse 

Polzcy Legal and Regulatory Framework 
Emissions standards exist, and in many cases are more rigorous and taxlng than those in the EU 
and other western countries, however enforcement is mcomprehensive and Ineffectwe 
Due to the problem of enforcement, fums are generally not in compliance with environmental 
standards 
Jud~cial due process 1s not well established To Paul's knowledge there have been no 
environmental law suits (either class action or tort cases) in Bulgaria Suggests that even if there is 
a process for pursumg such suits, there are major obstacles that obviate it 
State assumes liabil~ty for all privatized enterprises 
Environmental aud~ts are conducted at some sites undergo~ng privabation 

Instztutzonal Strength and Commztment 
In general, technologies and processes have not changed over the course of economic transition 
Thus, the overall decrease m industrial activity has corresponded to an improvement In BOD as 
well as other water quality parameters Paul is aware of a few companies that have ~mplemented 
pollution control measures to address water pollution and c~ted gradual improvements m mun~cipal 
waste water treatment 

Envzronmental Trade Fznance and Investment 
This variable was changed from a 3 to a 2 based on mformation from Paul Dax May want to 
reconsider based on new scoring definitions and information below 
Demand for environmental servlces and equipment is mcreasing US exports of these goods and 
services expected to exceed $3 5 million m 1995 (BISNIS Envlronmental Products and Serv~ces) 

Central Government 

Polzcy Legal and Regulatory Framework 
Revenues from pollution fines are mrn~mal (BISNIS Envlronmental Products and Serv~ces) 
Enforcement 1s lncomprehens~ve and meffective (2K + survey) 
Environmental Protection Act based on polluters pay prmc~ple, pollution prevention and access to 
informat~on (EU approximation) 

Instztutzonal Strength and Commztment 
Agency is at the ministry level 
Domestic envronmental consultmg firms exist, however they are few and far between (2K + 
survey) 
The budget for the Ministry of Environment has remamed relat~vely constant slnce 1994 

Envzronmental Trade Fznance and Investment 
* Bulgaria does not levy Import dut~es on pollution control equipment (BISNIS Environmental 

Products and Services) 
International funding for envronmental projects is providmg much needed funds for environmental 
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imports and investments (BISNIS Environmental Products and Services) 

Local Government 

Instztutwnal Strength and Commztment 
Local environmental agencies are not at all influential (2K+ survey) 
Control, monitormg and protection manly performed by the 16 regional environmental inspection 
offices (EU approximation report) 
At the local level, public participation can be substantial In some towns, local ecological 
inspectors have the right to discover, explore, and document violahon of environmental regulations 
and report to the mayor, who can sanction the violators (REC NGO Report) 

Envzronmental Trade Fznance and Investment 
Only '14 of sewage plants in Bulgaria have effective purification systems (BISNIS environmental 
conditions m Central Europe) 

Polzcy Legal and Regulatory Framework 
Environmental Protection Act is based on the polluters pay prmciple, pollution preventton and 
access to information (EU approxmatlon) 
Citizens, as mdividuals or as a group, have the right of free association, right to a healthy 
environment, right of mformation, right of peaceful and unarmed assembly, and the right to lodge 
petitions and complaints (REC NGO Report) 

Instztutzonal Strength and Commztment 
Different generations of NGOs have developed, with some more active politically, while others are 
engaged in more traditional NGO activities such as nature conservation and education work 
There are a few nationally and internationally active NGOs as well as many small NGO groups 
specializing m local environmental problems who work closely with municipal governments and 
local communities 
Relations among different NGOs are not very structured 
There are no regular forums to exchange opinions or to organize common actions 

+ The overall importance of NGO contribution is not generally recognized 

Envzronmental Trade Fznance and Investment 
Fundmg for public participation activihes and NGO Projects mainly comes from the national and 
local ecofunds and foreign NGOs, mstitutions, foundations such as the REC, the Institute for 
Sustainable Communities and the USAID 
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TURKMENISTAN 

Comments from HIID res~dent adv~sor 1n CAR 
There has been little noticeable environmental improvement, especially in such key areas as water 
management Mamtaming irrigated agriculture in a desert requres a keen appreciation of the 
environmental cost of choices, very little of which is evident The envronmental Mmistry remains 
relatively weak compared to other mstitutions (e g , for water management and oil and gas 
development) As noted above, the new Law on Hydrocarbons has opened opportunities which are 
being tentatively pursued and further support of these activities should be a priority for developing 
environmental policy and mvestment in future 

The generally low level of scores (revised at averages of 1 51 1 51 1 25) reflects the relatively 
underdeveloped state of environmental policy and lnfiastructure Very strong and highly 
central~zed government has made some key basic strides of late (notably working on the 
environmental provisions of the Law on Hydrocarbons), which will affect private enterprises 
(notably foreign mvestors) ability and willingness to pursue environmental mprovements in that 
key sector Weak local government and low levels of (open and voluntary) publ~c participation are 
general characteristics of the country, not unique to environment as a sector The -1 5 overall 
average reflects weak mst~tutional opportunities for developmg environmental policies and actions, 
rather than lack of recognition of the problems and the need for reforms 

Polzcy Legal and Regulatory Framework 
* There are currently no measures being taken to reduce gas or oxides emitted Into the air (BISNIS 

Environmental Technology Exports) 

Envzronmental Trade Fznance and Investment 
Market for environmental goods and services is small by international measures (BISNIS 
Environmental Technology Exports) 

Central Government 

Pobcy Legal and Regulatory Framework 
There are currently no measures being taken to reduce gas or oxides emitted into the aw (BISNIS 
Environmental Technology Exports) 

Instztutzonal Strength and Commztment 
Agency is at the mlnistry level 

Envzronmental Trade Fznance and Investment 
Currency is non-convertible 

Local Government 

Envzronmental Trade Fznance and Investment 
Less than 50% of the population has access to potable water m urban areas, and in rural areas that 
figure falls to less than 20% 
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UZBEKISTAN 

Comments from HIID res~dent adv~sor in CAR 
With an overall average of -1 6 (1 51 21 1 25), Uzbekistan lies below Kazakstan and above 
Turkmenistan Agam, the pattern of scores is revealing of the actual pattern of progress and 
barriers, with the highest levels for institutional strength and commitment and the lowest for trade, 
finance and investment The policy, legal and regulatory framework in Uzbekistan has improved 
in the last few years, but there is significant basic work that remams to be done to ensure an 
adequate framework Institutional strength and commitment is relatively higher than other areas, 
although the extent of centraluation of decision-makmg represents a potential problem m reallzing 
the decentralized forms of commitment (e g , m firms and NGOs) The low value for 
trade/fmance/investrnent reflects both overarchmg trade and mvestment problems not specific to 
environment (e g , the current difficulties with currency controls) and a generally low level of 
budgetary commitment to environmental projects 
As in the other countries of the region, significant positive steps have been taken over the last few 
years on envlronmental improvement, but the situation is still just beginnmg to mprove and could 
slip back New legislation and regulations (e g , Clean Air Law, regulations on pollution charges, 
EIA procedures) are now or soon will be in place Capacity for lrnplementation (includmg finance 
and investment m projects) needs to be strengthened This is beginning, both at the central and 
regional levels, through the Uzbekistan NEAP and NEH (Health) AP processes, but ultmate 
success will depend on the ability of these mechanisms to identify and reallze specific projects, 
includmg those designed to ensure incentives for private investors to include emissions reductions 
in their activities The issues for fmance/trade/mvestment are clouded at present by the general 
problems for realizing mvestments posed by the current currency regime This is reflective of a 
still-high degree of government regulation and control over economic activity As pressure 
increases for change in this regme, opportunities will be created for usmg (and improving) the 
existing level of capaclty and commitment to speed up the envlronmental policy reform process 
Water management issues (especially decentralizing irrigation management and introducmg more 
effective pricing) are very important at the national level and only changes in high-level 
commitment (in this top-down system) will offer real opportunities But these, too, may be 
forthcoming 

Central Government 

Instztutzonal Strength and Commztment 
State Committee for Nature Protection ( www soros orduzbkstan/uzbknove html) The State 
Committee for Nature Protection of the Republic of Uzbekistan is the special authority and 
coordinating body responsible for the implementation of state control and management of 
environment, use and reproduction of natural resources, and development of environmental policy 

Envzronmental Trade Fznance and Investment 
Investment Barriers Uzbekistan has a very liberal Investment code which allows for, among other 
things, free and full repatriation of profits and tax hohdays of from two to five years, dependmg 
upon the type of investment However, m practice, negotiating and registering a joint venture is a 
cumbersome process that requires the approval of numerous government agencies and (usually) 
approval at the highest levels of the government The registration process alone can take 3-6 
months, but hundreds of foreign companies have completed it Repatriation of funds IS 

complicated by the lack of foreign exchange in the country 
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Instztutzonal Strength and Commztment 
Uzbekistan's score for citizens in the impact area of institutional strength and commitment 1s 1 for 
the following reasons (1) Development of NGOs has just begun at the community and local level 
and there are no NGOs with a national presence and focus (Central Asia Environments m 
Trans~tion, p 27), (2) There 1s a histor~cal disregard for environmental concerns, (3) Informat~on 
about envlronmental problems is maccessible and poorly organized (Central Asia Environments in 
Transition, p 27,28), (4) Regional economies are weak, unstable and poorly organized while the 
present process is a weak and unstable tramtion to democracy (Central Asla Environments IU 

Transition, p 27,28) 

TAJIKISTAN 

Comments from HIID resldent advisor ~n CAR 
The lowest overall average -1 2 (1/ 1 25/ 1 25) for countries in the region is simply a reflection of 
the serious difficulties of conductmg any policy in a country ravaged by civil war and general 
political upheaval It is a clear ind~cat~on that the envtronment suffers s~gnificantly m conditions 
of polltical and social disorder There is l~ttle scope for the array of policy instruments under 
consideration here in such cucurnstances However, once there is a greater degree of political 
stability, it w11l be possible to support and promote in~tial activities in the environment, over the 
same range of issues (water management, pollution reduction, health impacts, 1andJhabitat 
degradat~on) as ~n all the other countries of the region 
Even with almost no effect~ve policy apparatus available (see remarks on question 1 above), the 
country has tried to address some of its key environmental problems It has been taking part m 
regional negotiations on water management on the Amu and Syr Darya and in regional 
envlronmental meet~ngs (e g , of the Sustamable Development Committee) In terms of ~nternal 
environmental policy changes, there is l~ttle information, as well as little involvement 

Pnvate Enterpnse 

Polzcy Legal and Regulatory Framework 
Wh~le industr~al production has decreased, the generally poor quality of pollut~on control dev~ces 
and equ~pment has steadily deterlorated due to neglect Air pollution has also been aggravated by 
the open burnmg of leaves and domestic garbage (UNDP Human Development Report 1996) 
It was difficult to establish the current status of air pollution as monitormg stations were not in 
operation in 1995 due to lack of trained staff, supplies and materials (UNDP Human Development 
Report 1996) 
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Central Government 

Envzronmental Trade Fznance and Investment 
Foreign Investment and Trade Environment The Tajlk Government welcomes foreign investment, 
and Tajikistan offers genuine opportunities for those willing to consider innovative forms of 
financing for trade and mvestrnent which usually involve significant risk Numerous barriers to 
U S exports and trade are more a result of geography and the general economic crisis than any 
deliberate targetmg of U S goods and services that are highly regarded and desired in the country 
Tajikistan's geographical isolation, devastated economy and, most mportantly, lack of currency, 
largely crimp its ability to trade effectively, even with neighbormg NIS states Great interest in 
U S products is hindered by the lack of bankmg transfers or cash payments with which to purchase 
them Yet another contributing factor is a business culture like that throughout the NIS, which 
emphasizes personal contacts over competitive bidding, a concept that Amencan companies are 
frequently slow to acknowledge In general, legislation encourages fore~gn investment, but 
contradictory decrees and a newly expanded tax burden make domg business in Tajikistan a 
labyrinthine process (BISNIS) 
Investment Barriers - There are difficulties with repatriation of profits and capital, due to a lack of 
legislation protecting foreign profits, currency convertibility problems, and prohibition on land 
ownership (only leases are allowed) Foreign investors have equal access to government contracts, 
although the Bilateral Investment Treaty between Tajikistan and the U S is still in the process of 
negotiation (BISNIS) 

Local Government 

Pobcy Legal and Regulatory Framework 
While mdustrial production has decreased, the generally poor quality of pollution control dev~ces 
and equipment has steadily deteriorated due to neglect Air pollution has also been aggravated by 
the open burning of leaves and domestic garbage 
It has been difficult to establish the current status of air pollution as monitoring stations were not in 
operation in 1995 due to lack of trained staff, supplies and materials (UNDP Human Development 
Report 1996) 

Envzronmental Trade Fznance and Investment 
Only 60% of the total population in 1992 had access to purified tap water Even then, the quality 
of tap water often failed to meet acceptable standards 

KYRGYZ REPUBLIC 

Comments from I3mD resident advrsor rn CAR 
Kyrgyzstan shows an identical level and pattern of values as Kazakstan, with an overall average of 
2 (21 2 25 1 1 75) Commitment and inst~tutional strength has been significantly strengthened over 
the last few years, notably mth the establishment of a Ministry of Environment as an initial step in 
NEAP implementation Still, as in Kazakstan, the changes need specific and careful further support 
to ensure that their real potential is realized and self-sustammg The policy and regulatory 
framework has improved on paper, with similar areas for continued change needed (such as 
Environmental Funds, pollution charges, etc ) Implementation remams a key block as capacity is 
weak, budget support remains low, and there are still substantial needs for trainmg and skills 
transfer 
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The realization of projects under the priority areas proposed in the (World Bank financed, IDA 
condit~on) NEAP in November 1995 has been slow and not widespread Nevertheless, the 
existence of the priorities is a major plus Also, Kyrgyzstan has been a leader in moving for 
regional water (and energy) management agreements, given its major existing and potentla1 hydro 
power capacity Agam, developments in these areas will offer more opportunities over the coming 
years to strengthen the weaker areas of environmental policy 
Most of the main developments in environmental policy in recent years have been linked with the 
NEAP process and document As noted above, the Kyrgyz NEAP was a World Bank condition for 
its IDA status What this has meant in the end is that while the initial document was produced 
quickly (by mid-1995) and contamed a reasonable set of well-defined priority sectors and projects, 
realizatton has been slow This has been largely because of the relatively weak support institutions 
and may also simply reflect overly optm~stic expectations The Minlstry of the Environment still 
has substantial training and capacity buildlng needs, and many of the projects identified need to be 
developed further (m terms of a detailed project analysis) before lmplementation can follow 
The regional (Syr Darya, in particular, Toktogul cascade) water management activitles are related 
to key prior@ NEAP activitles and have moved forward The ability to support further 
developments in water and energy management policy (e g with national level pricing analyses 
and recommendaQons and various mstitutional reforms related to privatization both of agriculture 
and electricity) w11 offer key methods to support all areas of environmental policy (including trade 
and finance) development 

Pnvate Enterpnse 

Envzronmental Trade Fznance and Investment 
Investment to Improve environmental compliance is down 

Central Government 

Envzronmental Trade Fznance and Investment 
Rapid institutional reforms and a reasonable tax regme favoring foreign lnvestrnent have been 
implemented 
The currency has been remarkably stable through recent years and IS freely convertible 

Polzcy, Legal and Regulatory Framework 
Citizens' role in the pobcy, legal and regulatory framework in this country is given a score of 1 on 
the grounds that the ADB Report cites a dire need to increase public awareness and create an 
environmental consciousness The score for citizens in the area of institutional strength and 
commitment is also 1 because of the same report 

Private Enterprise 

Polzcy Legal and Regulatory Framework 
Civil code IS indirectly applicable to environmental protection through the general rules of 
liability) EU approxnnation report) 
Penalties for non-compliance can be levied administrat~vely, however if the penalties are 
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challenged by enterprise they have the right to a judicial review (EDP #23) 

Central Government 

Pobcy Legal and Regulatory Framework 
Pollution permits and taxes are a central part of Latvian environmental policy 
It 1s not clear that enterprise reported pollution amounts reflect reality There is little on-line 
monitoring equipment at these enterprises and methods used to estimate pollution levels are out of 
date Inspection capabilit~es/resources of environmental agencies are in need of improvement 
Ambient standards need to be revised 
Latvla has joined several mternational conventions, the requirements of which are also included in 
normative acts 
The enforcement problem faced by REBs is a difficult one For example, m hga ,  REB is 
responsible for monitoring 940 stationary sources wlth only 27 full-tune inspectors There is a 
s~rnilar situation in Daugavpils 

Instztutzonal Strength and Commztment 
The Ministry of Environmental Protection and Regional Development has a well-developed system 
of subordmate institutions 

Envrronmental Trade Fznance and Investment 
The Latvian government is actlvely trying to encourage foreign direct investment Under the 1991 
Investment Law, the laws of the Republic of Latvia apply equally to domestic and foreign 
investors Amendments to the Investment Law passed in 1996 and removed virtually all 
restrictions on foreign investment However, foreigners are still prohibited from controlling basic 
timber industries Latvia does not restrict the repatriation of profits In January, 1995 the United 
States and Latvia slgned an agreement on mutual protection of mvestments The agreement was 
ratified by the U S Senate in summer 1996 and went into effect on December 26, 1996 

Local Government 

Polzcy Legal and Regulatory Framework 
Law on environmental protection says environmental quality standards are to be determmed and 
monitored by RE& (10 in Latvia) 

Instztutzonal Strength and Commztment 
Law on environmental protection says environmental quality standards are to be determined and 
monitored by REBs (10 m Latvia) 

Envzronmental Trade Fznance and Investment 
Approximately 65% of municipal wastewater is treated Construction of more treatment plants in 
urban centers is planned (EDP#23) 
Program 800+ m place to improve water quality In more rural Latvian towns (Ready report) 

Polzcy Legal and Regulatory Framework 
Presently, there is neither a law nor institution that could perform EIAs However, there is an act 
related to state ecological expertise, m which society has the rlght to express its pomt of view (EU 
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Accession report) 
In practice, however, it 1s difficult to access information 
There is an act on access to environmental information giving citizens and public organizations the 
right to receive full and true mformation on environmental parameters 
Citizens have the right to free association in organizations and the right to free assembly 

Instztutwnal Sfrength and Commztment 
As far back as the 19601s, citizens were active in protesting against building which would harm the 
environment In 1987, The Environmental Protection Club was formed There are several other 
professional environmental NGOs, as well as groups and clubs, involved in mternational 
cooperation 
There IS cooperation among NGOs, GOs, local governments, local commun~t~es, busmess 
organizabons, and academic experts m organizmg workshops and seminars 
However, in general, cooperation between NGOs is not very regular 
Cooperation between the government, NGOs and cltizens is based on personal contacts The MoE, 
the state muster  m particular is wllling to llsten to many NGO problems 

Envzronmental Trade Ftnance and Investment 
Funding for public participation and NGO activities mamly comes from foreign NGOs, institutions 
and foundabons, rather than fiom national and local funds 

ALBANIA 

Poltcy Legal and Regulatory Framework 
The CEP is responsible for environmental law enforcement in the whole country and has the right 
to fine companies that do not meet their duties In practice, however, hardly any measures have 
been taken agamst companies or individuals that have broken the law (REC Strategic 
Environmental Issues, p 5) 

Instztuttonal Strength and Commztment 
Due to non-ex~sting cleaning facilities in most of the industrial enterprises, all kmds of toxic gases 
are emitted But, due to the economic recession and consequent closing down of factories, 
industrral air pollution has decreased and is not such an important issue as it used to be (REC 
Report on a Visit to Albania, p 1) 
According to World Bank data, the five main industrial factories in Albania lack or do not use the 
most elementary precaution to minlrnize water pollution and to avoid damages to the environment 
and human health (REC Report on a Visit to Albanla, p 1) 

Envzronmental Trade Ftnance and Investment 
Large enterprises that have not been closed down are mostly still state property These enterprises 
are facing financial difficulties and are not able (or sometimes not willing) to invest in the 
environment (Albania Strategic Environmental Issues, p 1) 
It seems that new enterprises are not interested m environmental investments as well The 
motivations for foreign companies to start in Albania may be related to the lax environmental 
requirements (Albania Strategic Environmental Issues, p 1) 
There are no financial solutions for the management of past pollution in Albania Newly 
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established industries cannot be charged for past pollution Albania is dependent on foreign 
assistance and investments for major environmental protectron projects, but western assistance has 
mainly gone towards carryng out studies (Albania Strategic Environmental Issues, p 7) 

Central Government 

Policy Legal and Regulatory Framework 
With the help of the World Bank, a national Environmental Strategy was developed, but it has not 
yet been adopted by the government A framework law on environmental protection was recently 
passed by the government A law on hazardous waste has been drafted and a law on environmental 
impact assessment is in preparation (REC Report on a Visit to Albania, p 3) 
The CEP wants to develop policy according to the "polluter pays" principle and will focus on the 
management of past pollution, prevention of new pollution and raising of public awareness 
However, because of the very limited financial resources of the CEP, the formahon of 
environmental policy is dependent on external fundmg and can be characterized as ad-hoc policy 
(Albanla Strategic Environmental Issues, p 4) 

Instztutzonal Strength and Cornmztmenr 
In Albania, the Committee for Envuonmental Protection and Preservation is responsible for 
environmental issues It is an independent committee withln the Ministry of Health and 
Environment The committee has seven professional members and a budget (in 1992) of 10,000 
USD (REC A Report on a Visit to Albania, p 3) 
In order for the Committee to have much impact, it would need to be expanded and given more 
authority It is reported that this would only be possible if it were to be made mdependent of the 
Mlnistry of Health (Albania Strategic Environmental Issues, p 4) 

Envzronmental Trade Fznance and Investment 
The climate for foreign investment is just now becoming favorable Foreign investors are attracted 
by the Albanian government's plan to build up the country's tourism industry The development of 
tourism includes a potential risk for damaging valuable nature areas in the future (REC Strategic 
Environmental Issues, vol 2, Albania, p 2) 

Local Government 

Polzcy Legal and Regulatory Framework 
The development of regional and local structures IS needed It is reported that regional and local 
authonties do not currently have any responsrbility with respect to the environment In relation to 
this, the parliament will probably approve the employment of 35 more experts that will act as 
Environmental Inspectors at the distnct level (Albania Strategic Environmental Issues, p 4) 

Instztutzonal Strength and Cornmztment 
Waste is an everyday problem, particularly m larger citles Publ~c services are not able to deal 
with the increased amount of wastes, so that waste is just dumped on the street In rural areas there 
is no waste collection system at all (REC Report on a Visit to Albama, p 2) 
Deforestation is a priority environmental issue Estimates are made that 80 to 90% of Albanian 
households rely on wood as fuel Wide-scale woodcuttmg is resulting m deforestation (Albania 
Strategic Envuonmental Issues, p 4) 
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Envzronmental Trade Fznance and Investment 
Bacteriological pollution, partly caused by a leaking water distribution system, is a problem in 
major cities Also, sewage treatment facilities are non-existent in Albania Solid waste and waste 
water is discharged untreated into nvers, lakes or the sea (REC Report on a Visit to Albania, p 
1) 

Polzcy Legal and Regulatory Framework 
Although m theory people can freely participate m NGO activities, in practice, this is sometlrnes 
difficult due to intervention by police and authorihes Also, there is still considerable fear of 
repnsal to even a mild protest such as a letter to a member of Parliament (REC Status of Public 
Participation, p 1) 
The constitutional laws do not provide any specific rights for public participation m national 
government dec~s~on makmg, and the legal w e w o r k  establishes v~rtually no formal opportunities 
for public part~c~patron (REC Status of Publ~c Part~cipat~on, p 2) 

Instztutzonal Strength and Commztment 
As many people m Albania are homeless, unemployed, and live in poverty conditions, it is 
understandable that the environment is not a priority issue among the population The 
environmental awareness of the public can be described as very low (REC Strategic 
Environmental Issues, vol 2, Albania, p 2) 
The role of NGOs in the environmental decision-making process is very limited, although some 
groups contribute advice and expertise to the CEP 

Envzronmental Trade Fznance and Investment 
The primary source for Albanian environmental NGOs comes from international organizations 
through REC projects, and there are few domest~c financial resources for promotmg public 
participation in the environmental field The CEP does provide some financial support despite a 
severely limited budget and also provides in-kind support to NGO activity (REC Status of Public 
Participation Albania, p 12) 
The business community is not yet a significant source of support for environmental NGOs The 
entire concept of "green business" has not yet been developed (REC Status of Public 
Participation Albania, p 12) 

ARMENIA 

Pnvate Enterprise 

Envzronrnental Trade Fznance and Investment 
Obstacles facmg Armenian economic development include the collapse of former markets in the 
FSU, blockades imposed by neighboring countries due to the conflict in Nagorno-Karabakh, 
lingermg effects of the 1988 earthquake, and an inadequate legislative environment for fostering 
private business (Armenia Economic and Trade Overview, BISNIS Website, p 1) 
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Central Government 

Instztutzonal Strength and Commztment 
Environmental protection is at the ministerial level and is governed by the Ministry of 
Environment and Natural Resources (Country Profile Armenia, p 21) 

Envzronmental Trade Fznance and Investment 
Environmental expenditures are financed by the extremely lim~ted State budget, payments for the 
use of land, investment by mternational funds, public organizations and sponsors (Country Profile 
Armenia, p 22) 
Newly formed companies wlth foreign Investment are entitled to the general two year tax-free 
perlod Additionally, joint ventures and foreign owned companies enjoy substantial tax benefits m 
years 3 to 10 (Armenia Economic and Trade Overview, p 4) 
The Armenia of today is the most stable Caucasus country and the most market oriented, with 
some of the most liberal trade legislation in the CIS (Armenla Country Commercial Guide 1996, 
P 1) 

Local Government 

Polzcy Legal and Regulatory Framework 
The Mlnistry of the Envuonment and Underground Resources maintains national monitoring 
networks, and municipalities take care, by large, of the water supply and wastewater treatment of 
communities (Country Profile, Armenia, p 34) 

Envzronmental Trade Fznance and Investment 
Municipal wastewater and water supply investment costs are financed mainly by municipalities 
themselves, while operabon and mamtenance costs mcluding capital costs are covered by users 
(Country Profile, Armenia, p 34) 
Only 75% of the population was served by public waterworks and sewer systems in 1991 The 
water supply facilities are not available to the majority of the Armenian population and are well 
below basic level 

AZERBAIJAN 

Instztutzonal Strength and Commztment 
The Sumga~t-Baku industrial complex in Azerbaijan 1s ranked among the world's ten worst sites 
for air quality The problem has been partially alleviated over the past years due to an overall 
decline in industrial output (Azerbaijani Environmental Technologies Sector, BISNIS website, 
P 2) 

Envzronmental Trade Fznance and Investment 
The envlronmental technologies/pollubon control market in Azerbaijan is in the early formatwe 
stage Thus, usefbl information on market slze cannot be determined at this time (Azerbaijani 
Environmental Technologies Sector, BISNIS website, p 1) 
Foreign investors, to date, have shown little Interest m the envuonmental sector (Azerbaijani 
Environmental Technologies Sector, BISNIS website, p 3) 
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Central Government 

Envzronmental Trade Fznance and Investment 
The UNDP has funded a USD 300,000 study that wI1 develop an environmental management plan 
for the Azerbaqani government (Azerbaijani Environmental Technologies Sector, BISNIS website, 
P 1) 
Steps have been taken by the government to produce an environment conducwe to fore~gn 
mvestment Laws allow for tax mcentives and for foreign partic~pation in the privatization 
process The combinat~on, however, of an inadequate legal system, highly bureaucrat~c regulatory 
structures, and uncertain political situatron makes mvesting m the economy precarious 
(Azerbaijan Economic and Trade Overview, p 9) 

Local Government 

Instztutzonal Sfrength and Commztmertt 
It is estimated that approximately 90% of all water supplies are contarnmated to some degree 
Chronic water shortages exist as water is piped through a deteriorat~ng system with losses of 50- 
60% Waste water treatment is almost non-exlstent Baku's sewage treatment plants currently 
meet 10% of municipal demand, and the remamder flows untreated Into the Caspian Sea 
(Azerbaqani Environmental Technologies Sector, BISNIS webs~te, p 1) 

BELARUS 

Pnvate Enterpnse 

Envzronmental Trade Fznance and Investment 
Belarus' scores for env~ronmental trade, finance and investment for private enterpr~se are 1 for the 
following reasons (I)  Although there exists a Law on Fore~gn Investments m the Territory of 
Belarus, advances in attractmg foreign mvestment are st111 modest (The Republic of Belarus, p 
14), (2) Belarus has failed to adhere to its commitments to mternational financial organlzat~ons 
There has also been a weakening of democracy following the referendum in November 1996 The 
IMF has suspended programs m Belarus in response to the government's failure to permit 
privatuation and other structural reforms (Belarus New US Policy, p I), (3) The US now advises 
US mvestors to seek trade and investment opportunities in other NIS countries due to the r~sks of 
doing busmess in Belarus (Economic and Trade Overview of Belarus, p 1) 
The majority of enterprises m the industr~al sector are still state-owned and are experiencing major 
shocks in supply, demand, and prices because of the country's dependence on Russia and the NIS 
(Web info Economic and Trade Overview of Belarus, p 7) 

Central Government 

Envzronmental Trade Fznance and Investment 
Belarus' central government is glven a score of 1 on envvonmental trade and investment in great 
measure because, according to the EBRD Transition Report, laws are limited m scope and impose 
substantial constramts on creating mvestment vehicles, secunty over assets and repatriation of 
profits Legal rules are generally unclear and contradictory Admin~stration and judicial support 
of the law is rudimentary The EBRD transition report rates the legal situation regarding foreign 
investment IS rated as a 1 on a scale of 4 (EBRD Trans Report, p 14) 
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Central Government 

Instztutzonal Strength and Commztment 
Bosnia's central government receives a score of 1 for the following reasons (1) the Federal 
Ministry of Environment works on laws but has llrnited possibility of implementmg them (personal 
communication with Alexander Juras, the REC's Local Ofice and Outreach team leader), (2) A 
substantial brain dram coupled with government restructurmg, has left ministries on a Federal and 
Cantonal level poorly equipped to tackle the problems at hand or generate the income required, (3) 
Many officials cannot speak English and do not know how to m t e  project proposals for the 
international funds that are readily available for the country at present 

Local Government 

Instztutzonal Strength and Commztment 
Local government is given a score of 1 m light of the lack of expertise in environmental areas in 
Bosnia A substantial bram drain coupled with government restructuring has left ministries on a 
Federal and Cantonal level poorly equlpped to tackle environmental problems 

Instztutzonal Strength and Commztment 
There is a much-depleted NGO network of about four operational organizations 

CZECH REPUBLIC 

Pr~vate Enterprise 

Polzcy Legal and Regulatory Framework 
There is a complex system of pollution charges to encourage polluters to decrease pollution 
emissions 

Instztutzonal Strength and Comnutment 
Emission limits for existing pollution sources are determined by the CEI individually for each 
polluter and are based on estimates of the minimum attamable emission possible from properly 
operated existing technologies 
If by 1998 a polluter does not comply with its emlssion llmit, the CEI will have the power to forbld 
operation of the pollut~on source 

* However, since 1992 charges for the majorlty of polluters represented less than 1% of production 
costs, so then stimulatmg effect is relatively small 
Monitoring IS a problem The CEI has no way to track and check that sources have fulfilled CEI 
directives It is therefore unable to Intervene early and effectively m cases where sources are not 
complying with duectlves 
Unfortunately, the old industnal structures, which pollute the most, benefit the most from the 
imperfectly constructed system 
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Envzronmental Trade Fznance and Investment 
A one-off ecological audit is currently required under the law to identify old prevailing 
environmental loads m connection with the transfer of property in the privatization process 
Industrial enterprises are showing increasing interest in periodical environmental audlts of their 
products and in the introduction of I S 0  14000 
However, the insufficiency of cost-effectwe long-term credit represents a significant barrier to the 
realization of costly measures to reduce emissions 

Central Government 

Polzcy Legal and Regulatory Framework 
The state envtronmental policy is not a law Instead, it serves as an action plan and guideline for 
work at the ministerial level 
"Polluter Pays" principle is used 
The current system of environmental charges includes air pollution charges, water pollution 
charges, solid-waste disposal charges, charges for the off-take of water from waterways, charges 
for the withdrawal of underground water, levies for the sequestration of agricultural land from the 
agricultural domain, and charges for the minlng of mmeral (Controlling Pollution m Transition 
Economies, p 144) 

Instztutzonal Strength and Cornmztment 
The Ministry of Envuonment is the supreme body of state administration in the field of the 
environment and its jurisdiction is ruled by law (EU Approxlmation Document) 
The Ministry has special units, territorial divisions, departments for the environment at district 
authorities and specialist, scientific and research institutes (EU Approxlmatlon Document) 

Local Government 

Polzcy Legal and Regulatory Framework 
* The Czech Parliament has a committee, which is responsible for regional policy 

Local district authonties have the right to assess and collect pollution charges from medium-slze 
pollution sources, while local municipal authonties can make decisions regardmg charges and 
collection for small pollution sources 

Instztutzonal Strength and Commztment 
Local authorities have units or authonzed personnel dealmg with local environmental protection 
This is not guided by higher-level bodies of state admmistration (EU Approxlmation Document) 
There is a visible effort at the local level to efficiently resolve those environmental problems wh~ch 
can be addressed locally (EU Approxlmation Document) 

Polzcy Legal and Regulatory Framework 
Citizens have the right to live in a favorable living envtronment, the freedom of expression and the 
right to information, the right to peaceful assembly and association and the rlght to petltion 
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Instztutzonal Strength and Commztmen t 
Presently, there are several hundreds of registered NGOs in the Czech Republic, but not all work 
continuously Membership is estimated at seven to ten thousand people, of which there are several 
hundred active members 
Relatrons among the NGOs are quite open and very flexible in structure There are umbrella 
associations, formal forms of contact and cooperation, and an electronic network 
Part of the NGO movement has a strong root in local communities 
The relationship between the government and environmental NGOs has worsened spectacularly 
since 1992 There 1s no regular dialogue on essential envronmental issues and conflict, rather than 
dialogue, is the norm 

Envzronmental Trade Fznance and Investment 
Fundmg for public participaaon activities and NGO projects is mostly provided by foreign 
governmental assistance programs, pnvate and other international foundations such as 
Environmental Partnership, PHARE Program, REC, etc 
Parliamentary support is non-existent and support fiom local government is not strong, though they 
sometunes offer in-kind support Pnvate sector support is limited Although the MoE provided 
fundmg m the past, there have been sharp cuts recently 

ESTONIA 

Private Enterpnse 

Polzcy Legal and Regulatory Framework 
Major changes to Estonian pollution control policy took place in December 1993, 1994 and 1995 
The current system is best described as a mixed system, based on a combination of pollution 
permits, threshold levels, dlfferentlal charge rates, self-reportmg, some ambient and effluent 
standards and penalties for non-compliance (Controlling Pollution in Transibon Economies, p 47) 

Instztutzonal Strength and Commztment 
A complex system of charges and permits is in place and is implemented and enforced by the 
Country Environmental Departments (Controlling Pollution in Transition Economies, p 49) - Since base charges are relatively low and the threshold levels relatively lenient, it is likely that 
actually paying charges will start enterpnses thinklng about their pollution levels and also start 
them explormg cost-efficient pollubon-control strategies (Controlling Pollution in Transition 
Economies, p 57) 
It is well recognized in Estonia, however, that implementation of pollution-control policy is not as 
effective as it could be (Controlling Pollution in Transition Economies, p 70) 

Central Government 

Pol~cy Legal and Regulatory Framework 
Estonian environmental policy is generally m accordance with EU Policy However, there is a 
need for an integrated approach to env~ronmental cod~fication because environmental legislation is 
split into numerous pieces which cause conflicting regulations, overlaps and loopholes 
(Approximation of EU Envronmental Legislation, Country Reports, Estonia) 
Legislation for the development of an env~ronmental audit system is st111 missing (Approximation 
of EU Environmental Legislation, Country Reports, Estonia) 
Pollution charges are the main revenue source for the off-budget Estonian Environmental Fund 
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Revenues are split between the central fund and respective county funds (Controlling Pollution in 
Transition Economies, p 50) 

Instztutzonal Strength and Commztment 
The Mlnistry of Environment is responsible for envlronmental regulations 

Envzronmental Trade Fznance and Investment 
Lack of financial means is a major obstacle to approximating EU envlronmental legislation 
(Approximation of EU Environmental Leg~slation, Country Reports, Estonia) 

Local Government 

Polzcy Legal and Regulatory Framework 
Local authorit~es are gaming more power, which IS positive for solvlng envronmental problems, 
but it also takes some tune before they can be trained to follow national environmental policy 
(REC Status of Public Parkipation Estonia, p 2) 
There are 17 local district environmental protection departments which serve as the ministry's 
administrative units Local departments are further divided into sub-departments (REC Status of 
Public Parhcipation Estonia, p 6 )  

Instztutzonal Strength and Commztment 
Air pollution permits are generally issued by County Environmental Departments (Controlling 
Polluhon in Transition Economies, p 58) 

Envzronmental Trade Fznance and Investment 
There is a general lack of financial means to finance the implementation and control of 
environmental activities 
Industrial waste seldom receives any water treatment before being passed Into the municipal waste 
water system Waste water treatment plans in some cities have reached capacity, while some cities 
do not have any form of treatment facility at all (Environmental Product and Services, BISINS, p 
10) 

Polzcy Legal and Regulatory Framework 
Based on the REC Overview on the Status of Public Participation in Estonia, the public has the 
right by law to freely form groups, the right to petition and the right to judicial review In practice, 
it is difficult to obtain any information 

Instztutzonal Strength and Commztment 
Roughly one thud of NGOs are involved in public participation At present, the network among 
NGOs is being founded and cooperation between the different environmental NGOs is good 
Estonian NGOs do not have a special computer network (REC Status of Public Participation 
Estonia, p 8) 

Envzronmental Trade Fznance and Investment 
The Estonian government and parliament do not give financial support to environmental citizens 
groups other than to rnvite their representatives to the training courses organized by them 
Participation fees must normally be paid by the NGOs themselves 
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Estonian envuonmental NGOs are mostly supported by foreign foundations and environmental 
centers including PHARE programs, Swedish Society for Nature Conservation, Swedish "Acid 
Rain", WWF-Sweden, and REC Budapest Estonian government and local authorities have 
supported NGO activities in some rare cases, but Parliament has never done so (REC Status of 
Public Participation Estonia, p 10) 

GEORGIA 

Polzcy Legal and Regulatory Framework 
The country needs renovation of all environmental technology as well as creation of new 
environmental management and monitomg systems (Georgia - Environmental Technologies 
Exports, p 1) 
The regulatory system is antiquated (Georgia - Environmental Technologies Exports, p 1) 
There is a pressmg need to update old legal regulation on pollution and other environmental 
standards and requuements (Georgia - Envuonmental Technologies Exports, p 1) 

Instztutzonal Strength and Commztment 
Georgia's nlne largest mdustrial facilibes were responsible for 80% of total emissions of harmful 
substances into the air in 1992 (SoE, Air, p 1) 
Although most industrial enterprises are at a standstill or operatmg m a limited regune the 
economic recovery will inevitably lead to increased production of industrial waste (State of 
Environment/Toxic Cont , p 1) 

Envzronmental Trade Fznance and Investment 
Key issues in regard to import, purchasmg and operating environmental technology are shortage of 
financial resources, llrnited expertise on existlng envuonmental conditions, and lack of trained 
managers (Georgia Env Technologes Exports, p 1) 
There is no source of accurate data on market slze (Georgia - Environmental Technologies 
Exports, p 1) 
No foreign or local private environmental related firms operate in Georgia There is no third 
country or US companies currently operating in Georgia m the environrnental sectors (Georgia - 
Environmental Technologies Exports, p 3,s) 

Central Government 

Polzcy Legal and Regulatoly Framework 
Currently there is no official system in operabon m Georgia to classify industrial wastes or 
regulate how to deal with them (TJNDP Human Dev Report 1996, p 3) 
Starting m January 1, 1993, penalties for environmental pollution were introduced and payments 
for use of natural resources have been collected since 1994 Actual monetary amounts collected 
are small and polluters contmue to pollute which suggests inadequate charges and collection 
mechanisms (UNDP Human Dev Report 1996, p 4) 
Georgia has joined many international conventions including the RIO Convention of Biological 
Diversity and the Montreal Protocol on substances that deplete the ozone layer 
(httu //WWW ~ r i d a  no/pro lish/mntcoop/conven htrn) 
About 18 legal acts dealmg with environmental protection have been approved by the Parllarnent 
of Georgia (ht@ //www,~x~da no/~roe;/cee/emn eor~ia~soe~eor/en~lish/low/low htm) 
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Instztutzonai Strength and Commztment 
The Ministry of Envvonrnental Protection is in charge of environmental issues (SoE, Env Inst 
P 1) 
The current socio-economic crisis affected the ability of envlronmental msotutlons to monitor and 
register the state of resources and environment in Georgia Many monitormg stations have ceased 
activities altogether (UNDP Human Dev Report 1996, p 4) 

Envzronmental Trade Fznance and Investment 
Legal rules are limited in scope and pose significant constraints on creating mvestment vehicles, 
adequate secunty over assets or repatriation of profits Legal rules are generally unclear and 
sometunes contradictory (EBRD Transition Report, p 14) 

Local Government 

Polzcy Legal and Regulatory Framework 
There are a number of regional committees and departments related to the Ministry of 
Environment which function at a local level (SoE, Env Inst, p 1) 

Instztutzonal Strength and Commdment 
Currently, local leaders are not elected and local civil servants are frequently corrupt Those m 
regions enjoying greater autonomy from the central government are able to wleld considerable 
authority (Nations m Transit, p 171) 

Envzronmental Trade Fznance and Investment 
Citizens are exposed to extremely high levels of water pollution Most water treatment plants are 
not operatmg or work at a very low level of efficiency (SoE, Water, p 1) 
Cities suffer from agmg municipal infrastructure and madequate waste management facilities and 
practices Sewage systems operate in only 45% of populated areas (SoE, Water, p 1) 

Polzcy Legal and Regulatory Framework 
Citizens can freely participate in NGOs The number of NGOs is small, however, and information 
is difficult to obtam from the Ministry Economic crisis probably also lessens the interest of the 
general public m envlronmental issues 

Instztutzonai Strength and Commztment 
Although, the public is generally uninformed by the Mmistry, Georgians seem to be ecologically 
aware (UNDP Human Dev Report 1996, p 4) 
There are over 30 operatmg NGOs in Georgia whlch influence environmental policy by providlng 
expertise to the government, by coordinatmg public Input and by leading education of the public 
Many examples of NGO cooperation with the government are available (SoE, Env Inst, p 1) 
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Envzronmental Trade Fznance and Investment 
In the area of environmental trade, finance and investment, cihzen groups are given the score 2 for 
the followmg reasons (I) NGOs are receiving grants fiom the international community and in 
some cases financial support from the state (Nations m Transit, p 165), (2) There are over 30 
operating NGO's in Georgia which influence environmental policy by providing expertise to 
government, by coordmating public mput, and by leading education of the public Many examples 
of NGO cooperation with the government are available (State of Envwonment, Env Inst, p 1) 
Most NGOs are dependent on grants fiom the mternational community or financial support from 
the state In addition, all previous tax exemptions for some foreign foundations and local NGOs 
were abolished in 1996, bills on restoration of tax pnvileges are currently under consideration in 
Parliament Nevertheless, NGOs play a significant role in shapmg legislation (Nations in Transit, 
P 165) 

Pnvate Enterpr~se 

Polzcy Legal and Regulatory Framework 
Emissions standards were established before 1989, bounteous standards, all media, ambient, local, 
facility, and pomt-of-emission, based on both individual and classes of individual pollutants 
Standards are enforced but, because of legal and social considerahons (appeals, due process, 
employment) a lot of latitude is usually granted by the env~ronmental inspectorates The standards, 
especially those that are both really expensive and poorly justrfied, are many tmes not met 
Because of the bounteous rules and regulations, the judicial process is usually a vehicle for 
protectmg the rights of the regulated and this works pretty well The private use of the legal 
system to force compliance is not very well developed but it seems that the mechanisms for this 
avenue are now under development Note, however, that no legal institution similar to that of 
popular actlon in the US exlsts m Hungary at present 
W~th respect to environmental liability, it's almost impossible to untangle the web of 
responsibility, burden of proof, etc The type of liability regulation for past damages could be 
labeled as strict liability However, m the pnva~ation process the affected state agencles (MoE) 
did not use this strong legal institution to attack suspicious privatization contracts The 
priva~ation process developed ad hoc liability arrangements as part of the contracts with the 
buyers What, if any, hability banks (including newly ptlvatized banks) have for the acts of their 
borrowers is unsettled and while the government IS assumlng responsibility for clean up of many 
old military sites, it is always on the lookout for some deep pockets on which to pin responsibility 
Is there an environmental audit system or a method of inventorying past pollution problems? 
There are several environmental audit programs a state privatization agency run by Hm), an 
environmental audit of old military sites has been done, and the environmental inspectorates 
(whose history goes back long before the "change m system") has ongoing responsib~lities to audit 
all media The first specific mvestment project combatmg past pollution was the cleaning up of 
major Russian m~litary sltes (1 billion HUF project) In 1996 the second major project was 
launched, called the Hunganan Superfund Project Their primary responsibility is to complete a 
comprehensive inventory of contaminated sites that fall under the related regulation (1 e , where the 
government is liable for cleanup), to setup a national priority list for cleanup projects and 
managing actual, on-site cleanups Strict budget (1-1 billion HUF in 1996 and 1997), enough for 5- 
6 middle-scale actions per year 
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Instztutzonal Strength and Commiment 
Private companies with fore~gn Interests are a s~gn~ficant mmor~ty of industnal firms in Hungary 
(these companies gave 50-60% of Hungary's foreign trade in 1996) I thmk t h ~ s  group of firms, 
and also some major domestic f m s  (National Oil Corp , for example) have Invested a lot both in 
end-of-pipe and process development in recent years This activity 1s quite s~gn~ficant ~n the 
Hungarian case and it warrants a score of 4 (Comments from HIID resident advisor m Hungary) 
Although about half of the provisions m exlstlng Hungman envuonmental leg~slation are m 
compliance with EU regulations, the lack of control facilities means that even exlsting legal norms 
have not been fully Implemented (EU DOC) 
Both total emissions and emission-mntensity (emission/output) have declined slnce 1989 

* Environment-related professional association and certification standards are established in 
HW3aJ-Y 

Envzronmental Trade Fznance and Investment 
A major share of advanced abatement technolog~es and service expenditures are imported 
Environmental technology is available domestically, and pollution abatement equipment is being 
purchasedhnstalled 
Fore~gn companies mak~ng lnvestrnents m Hungary are the leaders in environmental protection 
The slrnple strategy for practical envlronmental protection IS to encourage capital Investment by 
western or Japanese enterprises This point should not be ignored due to general consensus that, 
after the closmg the old, out of date, state-owned industrial plants, t h~s  has had by far the most 
profound impact on environmental protection in Hungary (and perhaps all the CEE) 

Central Government 

Polzcy Legal and Regulatory Framework 
* Use of the "Polluter Paysn princ~ple and "User Pays" prmciple There are also envlronmental load 

charges, ut~lizat~on coninbutions, product charges and deposit fees (EU DOC) 
75% of Central Env~ronmental Protection Fund revenues are spent on development to promote the 
protection of the environment, and 2 to 5% were used for elim~natmg environmental damage m 
1994 (EU DOC) 
Hungary has signed and ratified the main international cooperation agreements and protocols 
concerning environmental protection 
Standards are enforced but, because of legal and social considerations (appeals, due process, 
employment) a lot of latitude 1s usually granted by the envlronmental inspectorates and the 
standards, especially those that are both really expensive and poorly justified, are many times not 
met 

Instrtuf~onal Strength and Commztment 
The Ministry for Envuonment and Regional Policy (MEW) IS in charge of the overall strategy of 
environmental pollcy (EU Leg~slat~on Document) (EU DOC) 

Local Government 

Pobcy Legal and Regulatory Framework 
The function of local community governments is to determme the zonmg of different protected 
areas for air qual~ty and noise, implement the authoritative junsdlctlons to service companies and 
entrepreneurs, and issue land-use, construction, occupancy and activ~ty permits 
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Instztutzonal Strength and Commztment 
A very important body of organizations with operational responsibility covermg the environmental 
aspects of permits and fines are the Regional Environmental Inspectorates (Controlling Pollution m 
Transition Economies, p 157) 

Envzronmental Trade Fznance and Investment 
Local governments can apply for earmarked subsidies from the CEP Fund to support certam water 
management projects, educational and cultural investment (EU DOC) 
Unfortunately, given the fiscal difficulties occasioned by economic transition, most local 
governments have chosen to use these funds for purposes other than enwonmental protection 
(Controlling Pollution in Transition Economies, p 175) 

Polzcy Legal and Regulatory Framework 
Citizens have the right to access information of public mterest, to peaceful assembly, to a healthy 
envlronment, to submit complamts and the nght to initiate legislation at a national level (REC 
Status of Public Participation, p 14) 

Instztutzonal Strength and Commztment 
There are at least 800 envlronmental NGOs in Hungary that deal with local environmental 
problems and about 200 natlonal NGOs which have professional staff 
ECOSERVICE is an NGO that serves as an umbrella organization for 18 similar groups and also 
offers legal support 
Relations among different NGOs are well structured and there is a national level forum for 
discussion organized annually 
There is an electronic system offering access to more than 200 NGOs 
Although contact between MoE and NGOs is neither frequent nor regular there are no sharp 
conflicts and both sides show a willingness to cooperate 
A major problem, however, is lack of interest of citizens in public parlxipation 

Envzronmental Trade Fznance and Investment 
Unique m the CEE region, citnen groups receive fundmg from both parliament and the MoE 
Parliament gives funding to all citlzen groups, so environmental NGOs receive only a small 
portion The MoE provides funding regularly from the National Environmental Fund and from the 
fuel tax 

MOLDOVA 

Private Enterprise 

PoZzcy Legal and Regdatory Framework 
Private enterprise in Moldova IS given a rank of three for the followmg reasons (1) Moldova 
began a long-term and complex program of environmental protection and natural resource 
management in 1987, slated for completion in 2005, (2) Another complex territorial scheme of 
environmental protection was begun m 1991 and is scheduled for completion in 2010 Violators of 
environmental protection legislation are forced to pay fines and/or provide compensation for 
environmental damages, (3) Various environmental regulations, restrictions and l~mitations have 
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been put into place and the Department of Envuonmental Protection was established in 1990 
(Country Profile Moldova, p 17), (4) The courts operate under the Ministry of Justice, but are 
separate from the Ministry of Internal Affairs A powerful and Independent Constitutional Court 
exercises judicial revlew and has overturned actions of both the Parliament and the president 
Structures and procedures in place now resemble European models more than the previous Soviet 
ones (Nations, p 276), (5) An Office of Env~onmental Prosecutor has been established to address 
legal issues of envuonmental significance Inspechons of ecological v~olations occur and violators 
of environmental legislation are forced to pay fines or provide compensabon for damages (Concept 
of Sustamable Development in Moldova, p 3), (6) The above programs call for the creation of 
laws, the establishment of an "Environmental Code1' and the licensmg and/or prohibition of 
negative envuonmental activities (Country Profile Moldova, p 16), (7) Along with legislation, 
charges have been introduced for the use of natural resources llke water, soil, flora, and fauna as 
well as fines for envlronmental protection (Country Profile Moldova, p 17) 
Moldova has begun a long-term complex program of envlronrnental protection and natural 
resource management in 1987, slated for completion in 2005 
(hm //WWW un rnd/NEWPTB/2UNDP/3SMC/BOOK3/Gl HTML, p 1) 
Violators of envlronmental protection legislation are forced to pay fines and/or provide 
compensation for environmental damages 
(http / /WWW un md/NEW/PTEV2UNDP/3 SMC/BOOK3/G 1 HTML, p 3) 
Various environmental regulations, restncbons and limitations have been put into place 
(http //www un md/NEW/PTB/2UNDP/3 SMC/BOOK3/Gl HTML, p 3) 
In industry, only 30% of all enterprises have air pollution purification systems, and some 20% of 
them are not functionmg (Country Profile Moldova, p 18) 
Industrial and ago-industnal plants sometimes do not operate their existing wastewater treatment 
plants, due to hlgh operation costs and due to lack of resources for repairs and maintenance 
(Country Profile Moldova, p 28) 

Envzronmental Trade Ftnance and Investment 
Moldova has created the legal framework to encourage foreign Investment (Nations in Transit, p 
280) 
USAID provided technical assistance amounting to USD 2 5 million for envvonmental policies 
and technologies (Country Profile Moldova, p 38) 
EBRD supports a project to reduce energy losses and to increase energy efficiency m the capital 
The EU TACIS Programme supports activities m this sector (Country Profile Moldova, p 19) 

Central Government 

Poltcy Legal and Regulatory Framework 
The government of the Republic has not definihvely approved the above environmental schemes 
(http / /WWW un mdNEW/PTB/2UNDP/3 SMC/BOOK3/G1 HTML, 1) 
Moldova's national mcome fell substantially at the beglnnmg of 1991, these poor economic 
conditions could prevent Moldova from being able to finance activities such as environmental 
protection, only 1 5% of produced national income is currently spent on the envuonment 
(hm //WWW un md/NEW/PTB/2UNDP/3SMC/BOOK3/Gl HTML, 1) 
Moldova is a signatory with the UNCED Conventions on Biological Diversity and Climate 
Change, and has currently submitted documentation regarding a number of other Conventions to 
Parliament ( h m  //www un md 80/NEW/pTB/2UNDP/3SMC/BOOKl/G5 HTML, 4) 
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Instztutzonal Strength and Commztment 
State Department of Environmental Protection established in 1990 This Department depends 
directly on the parliament, which allows it to promote an mdependent environmental policy 
regardless of the goals of the government (Country Profile Moldova, p 17) 
Office of the Ecological Prosecutor specifically created to address ecological violations, violators 
of environmental protection legislation are forced to pay fmes which are used to establish funds for 
envuonmental protecbon andfor provide compensation for damages 
( h m  //WWW un mdlNEW/PTB/2UNDP/3SMC/BOOK3/G1 HTML, 3) 

Envzronmental Trade Fznance and Investment 
Moldova has created the legal framework to encourage foreign mvestrnent (Nabons m Transit, p 
280) 
Moldova also has a favorable system of tax holidays rangmg from 2 to 6 years for enterprises with 
foreign mvestment There are no restrictions on foreign capital participation and 100% foreign 
direct ownership is allowed (httu //ieuntl itaiep doc g;ov/bisnis/countrv/molecon html, p 5) 

Local Government 

Polzcy Legal and Regulatory Framework 
The monitomg of environmental protection is the responsibrlity of the State Ecological Inspection, 
which is the largest Division of the Department, havmg 170 mspectors and 10 Zonal agencies 
(httu //WWW un md/NEW/PTB/2UNDP/3 SMC/BOOK3/G 1 HTML, 3) 

Polzcy Legal and Regulatory Framework 
There are no government restncbons regarding the formation of environmental NGOs The 
government adopted regulations for social organizations, mcludmg envuonmental NGOs, that 
require only that the organuation register and have a mlnimurn membership of 10 
Chttu //WWW un md 80/NEW/PTB/2UNDP/3SMC/BOOKl/G6 HTML, 4) 

Instztutzonal Strength and Commztment 
The general level of ecological consciousness in Moldova is rather low In spite of this, a number 
of NGOs have been formed, some of which cooperate with the State Department for Env 
Protection A political party was also founded in 1992, with the objective of "ecolo~zing" state 
policy It has about 1,000 members and is quickly becommg an influential force 
( h m  //WWW un md 80/NEW/PTB/2UNDP/3SMC/BOOKl/G5 HTML, 4) 
The majonty of newly formed NGOs are poor and in need of financial support Many of them are 
unknown at national and even local levels 
(httu //WWW un md 80/NEWPTB/2UNDP/3SMC/BOOKl/G5 HTML, 1) 

LITHUANIA 

Pr~vate Enterpnse 

Pobcy, Legal and Regulatory Framework 
Emission standards are established and relatively well enforced 
Some firms meet established standards and others do not Violating standards is not "illegal" It is 
a target and if firms exceed them they pay penalties 
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Judicial due process and dispute resolution are very difficult in Lithuania 
Processes for addressmg environmental liability are not well established 

Instztutzonal Strength and Commztment 
Lithuania has seen significant progress in terms of reducing pollution Intensity of production 
Are no environment-related professional associations and certification standards established? 
There are a minimum of 12 - 15 good environmental consultmg/engineermg f m s  m Lithuania 

Envzronmental Trade, Fznance and Investment 
Environmental technology is available domestxally and pollution abatement equipment is being 
purchased/installed 
Commercial banks do not incorporate environmental due diligence and mitigation financing mto 
business credit programs unless loans are tied to donor credit lines 

Central Government 

P o l q ,  Legal and Regulatory Framework 
Lithuania is currently revismg pollution charges to more appropnate levels It is also developmg a 
penalty system for accidental pollution emissions 
Monitoring and enforcement are moderately comprehensive 
Energy prices are only lightly subsidized 
Lithuania is a signatory on major international treaties and environmental conventions 

Instztuhonal Strength and Commztment 
The national environmental agency is at ministry level and is very influential 
The national environmental agency budget has decreased moderately m absolute value since 1994 

Envzronmental Trade, Fznance and Investment 
Domestic and foreign firms are treated equally with regard to environmental compliance 

Local Government 

Polzcy, Legal and Regulatory Framework 
Environmental decision-makmg IS relatively open to public debate (5 out of 7) 

Instztutzonal Strength and Commztment 
Local environmental agencies (55) are very mfluential 

Envzronmental Trade, Fznance and Investment 
Lack of wastewater treatment facilities is a major problem (Bluffstone, Larson book) In 1993, 
only 26% of discharges were treated sufficiently to meet ambient standards 
5 new treatment plants are expected to be completed by end of century 
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Polzcy, Legal and Regulatory Framework 
Citizens have the right to a healthy environment, the right to associate, the right to obtain and 
associate any available mformation, the nght of initiative and the right of referendum 

Instztutzonal Strength and Commztment 
Lithuania's citizens are given the rank of 3 for institutional strength and commitment on the 
following grounds (1) In practice, it 1s risky to be lnvolved m and to act against controversial 
busmesses Often, they are related to Mafia groups, and busmess representatwes may defend their 
interests illegally through corrup~on, threats or violence (REC NGO Report, Lithuania Chapter, 
p 12), (2) Due to the emsting economic and social situation, public mvolvement and participation 
m envuonmental protection agamst business is quite complicated (REC NGO Report, Lithuania 
Chapter, p 12), (3) Cooperation among NGOs and also between NGOs and citizens is weak and 
inefficient Because there are no traditions or official channels, it is difficult to identify priorities 
and urgent cases for public participation and to implement them (REC NGO Report, Lithuanra 
Chapter, p 1 I), (4) The public is not informed m due time of proposed, upcommg or pending 
decisions, plans and procedures, which makes public participation very difficult, even if there exlst 
legal avenues for public participation (REC NGO Report, Lithuania Chapter, p 11) 
Although local NGOs are relatively active in the debate regardmg the direction of environmental 
policy makmg (5 out of 7), they are not at all active in the monitormg and enforcement of 
environmental regulations 
30-40 actwe national environmental NGOs 
Cooperation between NGOs is weak There are no common meetmgs or forums 
The public and the NGOs are not involved m discussions at the parliamentary and governmental 
level on environmental strategy (NGO report) 

Envzronmental Trade, Fznance and Investment 
All national NGOs face difficulties with financing, especially fiom domestic sources 
NGOs have been successful in obtaming foreign funding and, m some cases, funding from local 
governments 

POLAND 

Pr~vate Enterpnse 

Polzcy, Legal and Regulatory Framework 
Environmental legislation is very comprehensive Monitoring and enforcement are somewhat 
comprehensive 

Instztutzonal Strength and Commztment 
Individuals or firms adversely affected by a pollutmg activity are not successful in seekmg 
damages Transaction costs are prohibitive 

Envzronmental Trade, Fznance and Investment 
Independent financial institutions are mmimally involved in the compliance process for 
environmental regulations 
Envuonrnental audits are often required for state enterprises that are being privatized 
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The state almost always assumes liability for past pollution when an enterprise is privat~zed 

Central Government 

Polq ,  Legal and Regulatory Framework 
Under law, Poland has mstituted the "Polluter Pays" principle, principle of prevention, Integration 
of environmental policy mto other policy development and public participation in environmental 
matters 
System of envlronmental charges and fines is an integral component of environmental 
management m Poland (Bluffstone, Larson book) 
Environmental legislation is very comprehensive, and monitomg and enforcement are somewhat 
comprehensive 
Public participat~on is somewhat lnvolved m the environmental policy debate 
Energy prices are still quite highly subsidized 
Poland is a signatory on major international environmental conventions 

Instztutzonal Strength and Commztment 
The envlronmental agency is at the Mrn~stry level 
The MoE is moderately influential 
The budget has remained quite stable over the past few years 
The abil~ty of regional mspectorates to collect is limited by staff resources and compounded by the 
large number of facilibes and pollutants that must be checked 

Envzronmental Trade, Fznance and Investment 
Inst~tut~ons for admmistering environmental funds are sufficiently capitallzed to address 
environmental remediation 
Domestic and foreign f m s  are treated equally with regard to environmental compliance 
Environmental funds exist to provide financial assistance to activ~ties related to environmental 
protection 

Local Government 

Polzcy, Legal and Regulatory Framework 
Regional Inspectors supervismg the observance of env~ronmental law may enter any establishment 
They may requve attendance and testimony of witnesses, can take samples and make analyses 
The rights of regional inspectors are broad and discretionary If they deem that someone is not 
complying with environmental standards, they may issue an instruction to end the illegal situation, 
impose a fine or suspect the activity, and start measures to eliminate the activity This 
enforcement is supervised by the Central Administrative Court 

Instztutzonal Strength and Commztment 
The local environmental agencies are moderately influential with 49 regional administrators 

Envzronmental Trade, Fznance and Investment 
Local and regional funds exist to provide financial assistance to environmental protection 
activities 
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Polzcy, Legal and Regulatory Framework 
Confidentiality regarding environmental information precludes wide dissemination 
Citizens do not have general right of mitiative for law or rule making 
Local referendum IS used as a means for deciding on local issues 
Public participation is allowed, but gives only llmited possibilities 
NGOs can participate m meetings and comment on environmental draft laws 
There is no separate EIA law 
Draft EIA legislation provides broad public participation nghts 
Citizens have the right to brrng legal action to civil court and there are examples of successful 
court cases 

Instztutzonal Strength and Commztment 
Poland's scores for citizens in the Impact area of institutional strength and commitment are 3 for 
the following reasons (1) The public distrusts authority and legal avenues (NGO Report, Poland 
Chapter, p 13), (2) There is generally low ecological awareness and low level of civic involvement 
m public affairs (NGO Report, Poland Chapter, p 13), (3) In the governmental field, officers are 
insufficiently trained and there is a general organizational maze and lack of functional order withm 
admrnistration The position of NGOs is weakened by their confrontational att~tude and rnability 
to reach a compromise (NGO Report, Poland Chapter, p 13) 
NGOs are moderately involved in environmental policy debate and environmental monitormg and 
enforcement 
Citizens often use their right to call a local referendum, but most attempts have failed 
The public 1s drectly mvolved in enforcement of nature conservation laws 
NGO activity is st111 limited NGOs are weakened due to lack of financial resources, public 
support, and expertise 

Envzronmental Trade, Fznance and Investment 
Scores for citizens in the area of environmental trade, finance and investment are 3 on the grounds 
that financial problems are always a source of concern (NGO Report, Poland Chapter, p 13) and 
that ecological NGOs and other public interest groups are weakened due to a lack of financial 
resources, professional expertise and their mability to build public support (NGO Report, Poland 
Chapter, p 13) 
The biggest contributors are international foundations and institutions 
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Comments from Hm) res~dent advlsor in CAR 
The overall score of 2 (2/ 2 251 1 75) reflects a country that is in general beginning to make 
progress, although with many senous problems and barriers remaining The pattern of the 
averages (highest for institubonal strength and commitment, an even 2 for policy, legal and 
regulatory framework, and lowest for envuonmental trade, finance and investment) accurately 
reflects on-the-ground reality There is significant commitment and institutional strength has 
significantly strengthened over the last few years, although the changes need specific and careful 
further support to ensure they realize their real potential to be self-sustaming The policy and 
regulatory framework has improved on paper, with some notable areas for continued change 
needed (especially the Environmental Funds - see weakness m trade, finance & mvestment) 
Implementation remains a key block as capacity is weakened by low budgetary support (e g , long 
periods with no salanes for environmental regulatory agencies) and needs for traming and skills 
transfer 
The role of private mvestors in environmental activities is especially vexed Although significant 
opportunities exist (e g , in oil & gas, minerals m general, electricity and heatmg plant conversion, 
etc ), realizing these needed mvestments has been hampered by a generally risky investment 
climate In Kazakstan, it is not possible to single out weakening incentives for private investment 
in environmental activities from general problems hindering investment such as legally weak, 
often contradictory and bureaucratic, and lately mcreaslng non-transparent investment policies 
There have been a number of important positive developments over the last five years However, 
the envlronmental problems of the country are so large and diverse (like its geography) that these 
developments often seem madequate While they are inadequate to solv~ng Kazakstan's 
environmental problems, that is no reflection of how important they are 
Among the key changes are 
a) Establishment of a "locally-owned", broad-based, decentralized, and participatory National 
Environmental Action Plan (NEAP) process The NEAP process is geared to providing a 
meaningful vehicle for on-going prioritization and implementation of projects to support all the 
objectives of environmental policy, including an important focus on providmg incentives to private 
enterprises, 
b) Improvements over the last years m the basic legal structure for envuonmental protection (a 
series of new laws), which give the Ministry of Ecology a stronger basis for future achon, 
c) General slow but positive development of policies on key envuonmental management issues 
related to water (pricmg and cost recovery for irngation, as well as urban/industrial use and 
pollution, decentralized management structures), pollution management (increased charges, 
promotion of pollution reduction, etc ), and sectoral envuonmental issues (energy sector and 
greenhouse gas emissions, oil and gas offshore environmental regulations, etc ) 
While these initial steps provide a good foundation for further work, much support will be needed 
to ensure their sustainability 

Pr~vate Enterpnse 

Polzcy, Legal and Regulatory Framework 
There are a number of environmental bills at the stage of drafting and approval These bills are 
aimed at assmng legal regulation of environmental activities among juridical and other entities 
The environmental legislahon can only be enforced by developing a well-balanced and unified 
system of legislabve and other regulatory acts (Kazakstan Assessment, p 11) 
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"One of the major sources of environmental problems m Kazakstan hes m the inability of 
government and firms to ~mplement envlronmental protecQon activities " 

The falling off of production did not bnng about an adequate decrease in pollution because 
enterprises had to save their resources and could not make investments m environmental 
protection The environmental situation m Kazakstan continues to deterlorate due to the economlc 
situation (Kazakstan Assessment, p 3) 
The evidence suggests that Kazakstan's courts do not operate free of political control and 
influence With the adoption of the new constitution in August 1995, the judiciary has been 
effectively placed under the control of the president and the executive branch There is still an 
absence of strict and explicit legal guarantees and a high rate of corruption among government 
officials (Nations m Transit, p 204,213) 
Envronmental requlrements for operation of newly pnvatized enterpnses, which are supposed to 
be consistent with exsting environmental protection requirements, are included in the contracts 
w~th  new owners However, because of potential liabilities associated with past pollution, many of 
these requlrements do not conform to existmg requirements, but are mstead developed in an ad hoc 
manner in order to ensure that these concerns do not slow the process of privatization 
Air emission standards are m existence Sov~et methodology based on toxicity coefficients for 
individual chemical components still forms the basis for establishmg standards for atmospheric 
emissions The existmg (Sov~et) legal basis for emission standards IS actually quite sophisticated, 
comprehensive and detailed, although by compmson with "modern western" standards it is 
mcreasingly acknowledged that some of its (key) provisions are out of date (Much of this concerns 
the medical and physical bases for settmg 24-hour, annual and one-tme emission Ilmits) (2K + 
survey) 
Enforcement is a very different matter The fact is that many (most) environmental agencies 
(monitormg stations, lmplementmg agencies, laboratones, etc ) have experienced very severe 
budget cuts in the past five years, which has sgnificantly curtailed thelr ab~lity to perform their 
functions This has been exacerbated by the fact that due to economic liberalization, the number 
and nature of enotles which these agencies are charged to oversee and regulate ([mdustrial] 
enterprises, motor vehicles, factones, etc ) are rapidly changmg and remain In flux (frequent 
business creations and bankruptcies, sharp increase in the number of pnvate cars, etc ) (2K + 
survey) 
Some firms meet standards and some do nlt Absurd though it may seem, it is frequently cheaper 
for firms to pay fines for exceeding emisslon l~mits than to try to adhere to them (by curbmg 
production or by installing cleaner equipment) This is because m many cases the established level 
of fines for exceeding emission llmits has not been revised m the past years Unfortunately, even if 
fines for exceedmg emission l~mlts were in all cases revised upwards some firms, which have 
already been operatmg m the red for some years, may slmply not be able afford to comply with the 
new established standards (2K + survey) 
There are ways for firms to protest administrative decis~ons and measures taken by envlronmental 
enforcement agencies, but to what extent they could be called "judicial due process" is not clear 
(2K + survey) 
There is a patchwork of different regulations addressmg envuonmental liability Only state 
agencies can get the necessary state certification to conduct officially recognized environmental 
audits None of the big western auditmg companies workmg in Kazakstan are licensed to conduct 
state-recognized environmental audits (2K + survey) 
What western companies do in practice is to conduct an envuonmental audit according to their 
own "westernyy methods and standards, which gives them a semi-offic~al basis for their further 
decisions Local courts, lackmg other information, will accept the results of an environmental audit 
or environmental analysis conducted in accordance with foreign (western) standards It is likely a 
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patchwork of (partly madequate) local regulations complemented, m pract~ce, by western methods 
(2K + survey) 

Instztutzonal Strength and Comrmtment 
Investments to lmprove envuonmental compliance are down 
No known env~ronment-related professional associations or certification standards are established 
Some prwate law f m s  have recently been created that offer broad legal advice on environmental 
Issues, mcluding emission standards, envlronmental audits & analysis, etc 

Envzronrnental Trade, Fznance, and Investment 
Investment to Improve envlronmental compliance are down (ADB) 
The deep economic cns~s of the early years of transition has produced a sharp decline in 
investment overall and m projects to improve environmental compliance A rundown of existmg 
capital, with associated increases in matenals waste has made it diff~cult to produce and install 
new, env~ronmentally-fnendly technologies and equipment (Env Profile of the Republic of Kaz , 
P 79) 
Imports of environmental goods and services are very low Many of the b ~ g  polluters (which most 
need to invest m environmental pollution abatement equ~pment) have been operating on the verge 
of bankruptcy for some tlme and have only survived because of continued state subsidies or 
because they have been propped up by foreign investment None has made sign~ficant mvestments 
~n pollubon abatement (certamly not to the extent that it would show in the country's GNP) (2K + 
survey) 
The situation is perhaps a bit different for those western companies engaged ~n (provisional) 
dr~lling activities off the Kazak Caspian shore and m lnvestmg in refinery capacity m Kazakstan I 
should thmk that to the extent possible they would use the~r own technology, includmg relevant 
envlronmental technology (2K + survey) 
There are no known Independent environmental consulting or engineenng experts of firms in 
Kazakstan (2K+ survey) 

Central Government 

Poltcy, Legal and Regulatory Framework 
Kazakstan is actively engaged m trying to reform the pol~cy, legal, and regulatory framework 
which it mhented from the former Soviet Umon Given the severity of ~ t s  environmental problems, 
the overall economic crisis wh~ch Kazakstan went through in the period 199 1 - 1995, and its relative 
inexpenence with many "modem western" concepts and mechan~sms of environmental 
management, t h ~ s  is obviously a difficult task Some s~gnificant progress has, however, been made 
Kazakstan has recently passed a new framework "Law on the Protection of the Envlronment", has 
adopted a new "Law on Especially Protected Terntones" and has approved a new "Law on 
Environmental Expert~se [Procedures]") The latter 1s a law that spells out the bureaucratic process 
which companies and other legal entitles have to undergo to receive state approval for the 
environmental aspects of any kmd of project or activ~ty It defines and delegates authority to 
various state bodies and detennes, in general terms, when and in what cases environmental 
impact assessments and environmental audits are required ) The "Law on the Protection of the 
Envlronment" and its prellmmary drafts recewed a lot of public attention (wh~ch in this part of the 
world, where many laws and decrees are still signed into force w~thout much publicizing or open 
debate, is a bit of an achievement m itself) As a matter of fact, a varrety of rwal drafts had been 
produced, by the executwe (Ministry of Ecology and Bio-Resources), the legislative (lower house 
of the Parliament), as well as by NGOs These drafts were widely discussed m the media, as were 
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the run-up verslons to the "Law on Environmental Expertise [Procedures]" (2K + survey) 
There is a Ministry of Environmental Management, however many of the responsibilities for 
natural resource management and envwonmental protection fall to other Mmstnes or committees 
and lt is highly fiagmented 

Envzronmental Trade, Fznance and Investment 
Capltal expenditures on envlronmental protection equipment were up in 1996 10 9 billion Tenge 
was spent by state and pnvate enterprises and organizat~ons across Kazakstan 

Local Government 

Envzronmental Trade, Fznance and Investment 
80% of the population has access to runnmg water, but the quality of water from many sources 
does not meet state standards for potability 
There are no budgetary resources to pay for addltlonal water sanitation at distribution pumps and 
repairs of water distrlbutlon infrastructure have practically halted 

Polzcy, Legal and Regulatory Framework 
Kazakstan's citizen groups are given the value 2 for policy, legal and regulatory framework on the 
grounds that there has been a significant development of grass roots envlronmental NGOs, and 
these NGOs have participated in public hearlngs regarding the new draft Law on Environmental 
Protection (ADB Report) 
NGO activities llmited by hostil~ty of local officials, lack of human and financial resources, and 
lack of effectlve leadership 
One NGO has participated in public hearlngs regarding the new draft Law on Environmental 
Protection 

Instztutzonal Strength and Commztment 
Smce mdependence, there has been a significant development of grass roots environmental NGOs 
and these continue to play an active role 

Envzronmental Trade, Fznance and Investment 
A number of donors have been supportmg NGOs and helping them develop capacity to play an 
effective role in setting environmental priorities 

Comments from G~anina Moncea, Project Management Assistant 
Pollution in Romania results from industrial, urban, and energy sources Past practices of treating 
envlronment as a free good have resulted m serious environmental degradation Over the past 5 
years there has been some progress m improvmg the status of the envlronment 
The GOR has passed cntlcal pieces of legislation and IS m the process of adopting regulations, 
developmg and implementing economic instruments and establishing new institutions Despite the 
progress achieved, Romania still needs a more complete legal and regulatory h e w o r k  to protect 
the environment 

The GOR has allocated fimds from the state budget to decrease pollution from the major polluting 
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industries The state owned and private companies must now make changes in manufacturing 
processes to comply with the environmental laws, and also comply with export oriented IS0  14000 
and EU environmental standards The Romanian companies seem to be interested in improvmg the 
operational efficiencies but financing is a senous constramt The companies need technical 
assistance to help them comply with regulations and receive permits At present there is only 
llmited capacity m the pnvate sector for delivering environmental services demanded by 
companies 
The framework environmental law provides for public partxipation in environmental decision 
making Although the number of environmental NGOs has grown, most of them are small, 
mformal, and focused on local issues In order to have a positive impact, environmental NGOs will 
have to have a national outreach, become sustamable, and serve as partners for mdustr~es and 
government 

Pnvate Enterpnse 

Polzcy Legal and Regulatory Framework 
C4EP just completed draft legislation, which includes environmental liability provisions m 
privatization law 
Penalties for air emissions provide no deterrent effect (Bluffstone and Larson book) 
Water charges exist for consumption and discharges 
Upwards of 90% of Romman polluters are operatmg without valid permits 

Instztutzonal Strength and Commztinent 
Commission for Certification of Environmental Experts recently established 

Envzronmental Trade Fznance and Investment 
* There are 400 envuonmental consulting and engmeering f m s  and experts 

100% of new plant development meets envvonmental standards 80% are financed from 
international sources (2K + survey) 

Central Government 

Polzcy Legal and Regulatory Framework 
"Polluter Pays" principle has not yet been embodied in Romanian Law Although emisslon levels 
have been set, there are no charges set forth 
Romania's standards are, with few exceptions, strrcter than internat~onally accepted norms 
Unrealistic standards are bemg imposed on industry 

Instztutzonal Strength and Commztment 
There is a lack of clear competence in envuonmental administration 
There is also a lack of environmental educat~on and familiarity with EU environmental legislation 
The Minlstry of Environment was set up in 1990 

Envzronmental Trade Fznance and Investment 
Limited resources are an obstacle to approxmatmg EU legislation 



Measurzna the Envzronmental Transztzon zn Eastern Europe and the Newly Independent States 119 

Local Government 

Polzcy Legal and Regulatory Framework 
Responsibilities for mplementation and enforcement of envuonmental laws and regulabons are 
delegated to the 41 EPAs (Bluffstone, Larson book) 
EPAs issue p e n t s ,  monitor and collect charges 
EPAs have the right to suspend or revoke environmental authorizations 
The new water law requires creation of river commissions 

Instztutzonal Strength and Commztment 
There are 41 Environmental Protection Agencies subordinate to the Ministry, with one located in 
each county 
Local EPAs seem to have a great deal of discretion m settmg penalties However, given local 
EPA's llmited staff and larger concerns collecting penalties is simply not done (Bluffstone, Larson 
book) 
Local EPAs are grossly understaffed, under-equipped and underpaid 

Envzronmental Trade Fznance and Investment 
Several waste water treatment plants have been financed by the US and Japan 

Polzcy Legal and Regulatory Framework 
Although the right to a healthy environment is not explicitly stated m the Constitution, citizens 
have the right of petition, right to access information, and right to a national referendum 

Instztutzonal Strength and Commztment 
The NGO community has quickly developed over the last four years Their structure, however, is 
not well developed Very few have built up professional expert base and most operate only 
regionally or locally 
Most of the groups prefer to work on their own, although cooperation between NGOs has reached 
the level of national networking and annual meetings have been organized 
Relationship between the government and citizens/NGOs 1s rather weak Cooperation is on an ad 
hoc, personal basis 
Although the NGO sector is quite large, there are no explicit mechanisms for public participation 
in the permitting and enforcement process (Bluffstone, Larson Book) 

Envzronmental Trade Fznance and Investment 
Fundlng for publlc participation u generally given by foundabons (domestic and international) and 
other msbtuhons 
The government and parliament do not fund projects related to public participation although, m a 
few cases, state-owned and private companies have financially supported events organized by 
NGOs 
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Pnvate Enterpnse 

Polzcy Legal and Regulatory Framework 
Suitable laws about envvonmental protection, including speclfic regulations about ax, water and 
soil pollution and wastes, have existed since the 7'0's In 1993, the new Environmental Protection 
Act was passed which emphasued care for the environment more strongly and concretely The 
"Polluter Pays" prmclple was also put in force (REC Economlc Instruments, Slovenia, p 1) 

Instztutzonal Strength and C o m m e n t  
However, few regulations exist concerning the proper disposal of hazardous waste In many cases, 
industrial facilities store their own dangerous materials (Envlronmental Products and Services, 
BISNIS, p 25) 

Central Government 

Polzcy Legal and Regulatory Framework 
Bodies responsible for environmental protection m Slovenia are Ministry of Envuonment and 
Regional Plannmg, Environmental Protectlon and Water Regime Agency (design economlc 
instruments), Mmistry of Finance (revenue collection), Envlronment Protectlon and Water Reglrne 
Agency (enforcement) (REC Economic Instruments, Slovenia, p 6 )  
Suitable laws about environmental protection, including specific regulations about air, water and 
soil pollut~on and wastes, have existed slnce the 70's In 1993, the new Environmental Protection 
Act was passed which emphasized care for the envvonment more strongly and concretely and the 
"Polluter Pays" principle was put in force (REC Economic Instruments, Slovenla, p 1) 
The Environmental Protectlon Act set up a system for mtroducing all kmds of known economic 
instruments for environmental protection (REC Economic Instruments, Slovenia, p 2) 

Instzt utzonal Strength and Commztment 
Bodies responsible for environmental protection m Slovenia are Mmistry of Environment and 
Reglonal Plannmg, Environmental Protection and Water Regime Agency (design economic 
instruments), Mmistry of Finance (revenue collection), Environment Protection and Water Regme 
Agency (enforcement) (REC Economic Instruments, Slovenia, p 6 )  

Envzronmental Trade Fznance and Investment 
Limited funds are available for environmental projects from the State budget Industrial user fees 
do not cover the costs of some improvements There is also discussion about mcreasmg domestic 
user fees to provide additional resources World Bank and EBRD have been active ln supplymg 
loans for projects (Envlronmental Products and Services, BISNIS, p 25) 

Polzcy Legal and Regulatory Framework 
Based on the REC Overview on the Status of Public Participation m Slovenla, the public has the 
right by law to freely form groups, obtain any information concerning environmental damages and 
participate m public hemngs But public participation in environmental permittmg, nature 
conservation and water protection laws is not legally developed 
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Instztutzonal Strength and Commztment 
Slovenia's score for cilzens m the area of institutional strength and commitment is 3 on the 
grounds that (1) The realm of NGOs is not yet well structured and the rules of the game withm the 
community are stdl not stable and transparent (REC NGO Report), (2) There are now 80 
envuonmental, nature protection organizations which could be considered NGOs of various sizes, 
level and structure, but there is a lot of confusion regardmg the character of some NGOs (REC 
NGO Report), (3) A lack of skills and capabilibes doesn't permit efficient practice of public 
participat~on and people lack the skills and capacities to communicate and cooperate with one 
another) REC NGO Report), (4) NGOs are weak In building coalitions with possible all~es (REC 
NGO Report) 
Public initiative is possible at local, self-government level and provides that citlzens can request 
the issuance or the invalidation of a general act or other decision by the Municipal Council Public 
and NGO's, however, have little opportunity to make a direct mpact on the decision making of 
parliament and central government with respect to the environment (REC Status of Public 
Participation, p 5) 
The establishment of many new NGO's is rapidly taking place but the realm of the NGO's is not 
well structured yet and the rules of the game mthin the NGO community are still not stable and 
transparent (REC Status of Public Participation, p 10) 
There are about 80 environmental nature protection organizations which could be considered 
NGO's of var~ous sizes, level and structure (REC Status of Public Participation, p 10) 
There are annual meetings between NGO's and at least some new NGO's are mvolved in a more or 
less permanent official exchange of mformation and distribution (REX Status of Public 
Part~cipation, p 11) 

Envzronmental Trade Ftnance and Investment 
In the past two years, the MoE has given funding for NGO activ~ties through grant programs 
However, fiom the actual prachces the long-term grant policy of MoE to support public 
participation capacity buildmg is not recognizable The amount of grants for NGO's compared to 
other budget expenses seems rather miserable (REC Status of Public Participation, p 15) 
Most of the funding for public participation achvibes comes fiom international foundations and 
foreign assistance programs including REC, the Open Society Fund, PHARE TACIS and PHARE 
Democracy Programs (REC Status of Public Participation, p 15) 

Pnvate Enterpnse 

Instztutzonal Strength and Commztment 
There is no specific liability law Court actions are uncommon and take a long tune 

Envzronmental Trade, Fznance and Investment 
Financial mstitutions are not very involved in environmental compliance process 

Central Government 

Polzcy, Legal and Regulatory Framework 
There is comprehensive environmental legislation, but relatively poor monitoring and enforcement 
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Energy prices are heavily subsidized 
Environmental audits are only sometimes required in the privatization process 
The state does not assume liability for past envvonmental damages 
Domestic environmental policy is developed to meet international environmental agreements 

Instztutzonal Strength and Commztment 
The national envxonmental agency is only moderately influential 

Envzronmental Trade, Fznance and Investment 
The environmental agency is at the ministry level but is not funded sufficiently 
The budget for the nahonal agency has decreased moderately smce 1994 

Local Government 

Polzcy, Legal and Regulatory Framework 
Environmental decision making is relatively open to public debate 

Instztutzonal Strength and Commztmertt 
Local environmental agencies are only moderately influential 

Envzronmental Trade, Fznance and Investment 
There is a lack of waste water treatment m key areas as well as a lack of investment knowledge and 
capital 

Polzcy, Legal and Regulatory Framework 
Local NGOs are active in the environmental policy making debate, but not active in monitoring 
and enforcement 
Slovalua is currently considering an access to environmental information law 
Citizens are guaranteed the right to information, free assembly, association and petition 
Citizens are allowed to comment on EIAs 

Instztutzonal Strength and Commztment 
There are a large number of NGOs achve in Slovakia 
Some are well coordinated and there 1s some cooperation between NGOs 
There is very little cooperation between NGOs and government and no channels for dialogue 

Envzronmental Trade, Fznance and Investment 
The main sources of funding are international foundations There is also limited funding from the 
ministry of environment Local governments assist NGOs with in-kind contributions There is no 
assistance from parliament 


