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Executive summary 

The chief objective of this report is to present trends in environmental financing in South 
Eastern Europe (SEE) between 2001 and 2005, and propose recommendations for decision 
makers in the region on improving the effectiveness of environmental financing from domestic 
and external financing sources. The report covers the SEE countries of Albania, Bosnia and 
Herzegovina, Croatia, the former Yugoslav Republic of Macedonia, Montenegro, and Serbia 
including Kosovo (territory under interim United Nations administration). The report presents 
key economic and environmental policy trends that can influence expenditures on environment; 
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trends in domestic environmental protection expenditures; international environmental assistance 
commitments by bilateral donors; international financing institutions (IFIs) and the European 
Commission; and existing and potential key environmental financing mechanisms in the region. 

Financing environmental improvements in the SEE region is becoming increasingly important. 
Citizens are more aware of the negative effects of environmental pollution on health and the 
economy which concern all environmental domains. Moreover, the European Union (EU) 
accession process requires substantial investments into the environment. This creates the need 
for governments to focus financial resources on the environment. Environmental financing 
therefore strongly depends on the public sector, i.e. national and local governments, bilateral 
donors, European funds and IFIs. For this reason, this report was prepared. 

Increasing economic growth was recorded in all the analysed SEE countries, along with 
increasing regional and international trade and foreign direct investment. This improving 
investment climate has the potential to enhance financing in environment as well. Between 2001 
and 2005, the SEE countries focused their attention on European Union accession within the 
framework of the Stabilisation and Association process (SAp), moving further in the process of 
EU approximation. In the context of environmental policy development, steps have been taken 
mainly in the legislative field, in order to align national regulations to the EU environmental 
acquis. These legislative requirements provide direction for environmental improvement and 
create the need for increased financing in environment. Although countries are in the process of 
assessing the funding gap, it can be concluded that there is a mismatch between available national 
funds and the approximated cost of compliance with the EU environmental acquis in all 
countries of the region. Increasing environmental finance is a challenge, as the environmental 
sector is in strong competition for funding with other national priorities such as transport and 
health. In addition, public spending is limited by the amount of debt and fiscal expenditure 
constraints.  

Public domestic environmental protection expenditure increased in all the countries of the 
region. The level of spending on environment is still low, ranging between 0.17 percent of gross 
domestic product (GDP) (public sector only) in Albania in 2005 to 1.6 percent of GDP (both 
public and private sectors included) in Croatia in 2005. Nevertheless, the EU accession process 
provides an important impetus to increase the focus on environmental goals and to comply with 
the environmental acquis. In this respect, Croatia can be highlighted as a good example, with its 
1.6 percent-level of spending approaching the level that was needed for CEE countries to comply 
with EU environmental acquis (2-3 percent of GDP). The water sector appears to be the 
environmental domain to which the majority of funds are directed. Data on domestic 
environmental spending is underdeveloped, but has improved significantly since the last similar 
data collection was conducted for the publication Environmental Financing Trends for the Kiev 
Environment for Europe (EFE) conference. Only Croatia has a system of recording expenditure 
and revenues data that follows the one used by the Organisation of Economic Cooperation and 
Development (OECD) and Eurostat. Other countries are in the process of introducing this 
methodology. Available data from the private sector is scarce. When private operators report on 
environment, expenditure data are often not included. 

International environmental financial assistance for the SEE countries in the observed period 
increased, amounting to EUR 1.54 billion. Financial assistance channelled by the European 
Commission and bilateral donors showed an increasing tendency, while overall IFI support for 
environment declined slightly. Serbia including Kosovo (territory under interim UN 
administration) and Montenegro together received the highest level of assistance in absolute 
terms (EUR 493.6 million), while Bosnia and Herzegovina received the least (EUR 138.3 million). 
The former Yugoslav Republic of Macedonia and Albania were the biggest beneficiaries both in 
per capita terms and as a percentage of GDP (EUR 112.04 per capita per year or 5.42 percent of 
GDP; and EUR 89.19 per capita per year or 5.11 percent of GDP, respectively). Bosnia and 
Herzegovina was lowest in assistance, receiving only EUR 36.11 per capita per year.  
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All beneficiary countries experienced rising international environmental assistance trends except 
Croatia, which was stagnant. When looking at the share of financial support by donors, bilateral 
donors (individual countries) committed approximately 45 percent of the total international 
environmental assistance, the European Commission provided 15 percent, and IFIs around 40 
percent. The majority of financial assistance was directed toward the water sector (60 percent), 
while other domains (such as solid waste management, pollution control, environmental policy, 
and renewable energy) received an average of 7.4 percent support. EC assistance played an 
important role in channelling the aid for developing environmental policies, institutions 
(including capacity building) and legislation. Assistance was also provided for environmental 
infrastructure, especially in solid-waste management and pollution control, in order to support 
actual compliance with the new legislation. Individual country donors and IFIs focused on the 
water sector. Bilateral donors played an important role in channelling environmental assistance to 
the SEE region, and have an increasingly important role in closing the funding gap for 
investments to complement IFI support. The three main bilateral donors to the region were 
Germany (42 percent share of total bilateral support), Japan (15 percent) and Norway (6.4 
percent).  

There are several financial mechanisms by which assistance can be channelled for the 
environmental sector. Grants from both external and domestic sources remain the dominant 
mechanisms in use in the SEE region. One way of directing grants through public sources is 
through funds or specialised investment programmes. Environmental funds have already been 
established in Croatia, Serbia and in the former Yugoslav Republic of Macedonia,1 and are under 
development in Montenegro and in Bosnia and Herzegovina. Public money can be provided to 
the private sector as well in the form of state aid. Rules for such assistance for environmental 
projects are set by EU regulations, which should be kept in mind by SEE governments when 
developing conditions for state aid.  

One way to channel resources for the environment is to allocate money received from 
privatisation, a method already applied in some SEE countries. A debt-for-environment swap is 
another opportunity to support environmental projects; however, such an instrument requires 
specific skills from donor and recipient countries and the establishment of a special fund 
management entity. Significant international sources of grants for the environment derive from 
bilateral donor countries, the European Union — primarily Community Assistance for 
Reconstruction, Development and Stabilisation (CARDS) and the new Instrument for Pre-
Accession (IPA) — and cooperation initiatives of the donor community.  

The upcoming IPA instrument could play a significant role in co-financing investment-heavy 
projects in candidate countries, provided the countries will prioritise the environment high 
enough in comparison to other sectors. Also open to potential candidate countries are two 
components of IPA (support for transition and institution-building; and cross-border 
cooperation) which could provide environmental financing. Loans are primarily channelled 
through IFIs active in the region, namely the European Investment Bank (EIB), the European 
Bank for Reconstruction and Development (EBRD), the Council of Europe Development Bank 
(CEB), and the World Bank Group (WBG). IFIs play a crucial role in financing environmental 
investments by providing loans, credit guarantees and assisting in the preparation of projects. 
Cooperation initiatives between IFIs, such as the Project Preparation Committee and the 
Infrastructure Steering Group, proved to be valuable in facilitating regional environmental 
investment and supporting project proponents.  

 

 

                                                           
1 Activities of the Environmental Fund were transferred to the Department for Sustainable Development 
and Investments in the Ministry of Environment and Physical Planning. 
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The private sector can become involved in financing environment in several ways:  

• private companies getting involved in public private partnerships for environmental 
projects; 

• private companies/industries investing in environmental improvements; 

• private companies becoming involved in equity finance; and 

• commercial banks financing environmental and environmentally-related projects. 

Commercial banks are becoming increasingly interested in providing finance for environmentally 
beneficial projects. This changing approach is reflected in the number of new initiatives on 
responsible investment and sustainable finance, such as the UN Principles for Responsible 
Investment (PRI2) and the Equator Principles, and in financial products offered for 
environmental project financing. It has been also noticed that a new type of public-private 
partnership is emerging, in which the public sector becomes involved in investments through 
complementing sustainable foreign direct investment (FDI) by official development assistance 
(ODA). The private sector can also be involved through providing equity finance. Several venture 
capitalists3 have begun investing in companies with environmentally related products and/or 
services. The importance of venture capital for sustainability is expected to increase in the 
coming years, and through their investments, they might contribute to development of local 
environmental markets, to economic development of poorer areas, and to increasing sustainable 
operation of businesses in SEE.  

Another remarkable development is the establishment of energy service companies (ESCOs), 
already operational in the region in Croatia. With regard to climate change driven mechanisms, 
under the Kyoto Protocol, three mechanisms were established: clean development mechanisms 
(CDMs), joint implementation (JI) and emission trading (ET). CDM is relevant for most SEE 
countries, whereas for Croatia it is the JI and ET. Most SEE countries have ratified the Kyoto 
Protocol, while Bosnia and Herzegovina is in the process of ratification. If a country elects to 
pursue CDM, there is a need to establish an institutional framework, as the commitment period is 
only until 2012. Establishing and amending the legislative basis, institutional setup, and regulatory 
and administrative frameworks are of crucial importance.  

Among the main incentives for directing finance to environment in SEE countries is the EU 
accession process, which requires the harmonisation and implementation of the community 
acquis. The environmental acquis poses heavy investment needs on the countries: In the former 
Yugoslav Republic of Macedonia, for example, this amount is estimated at EUR 2.4 billion 
through 2030.4 The responsibility for creating and maintaining environmental infrastructure and 
implementing environmental protection measures is increasingly decentralised. This means that 
local governments need to secure the financial resources to carry out these new tasks. 
Governments play an important role in creating favourable conditions for municipal borrowing, 
as they are able to remove obstacles that prevent the financial sector from playing a greater role 
in financing. Governments can support the development of carriers of long-term savings (i.e. 
insurance companies, banks). State intervention can facilitate access to credit by, among other 
means, establishing credit enhancement schemes and providing support for specialised municipal 
relations banks.  

The application of the polluter pays principle provides a mean to involve the private sector in 
spending on environment. The polluters pay principle is also expressed in the EU directive on 
liability which will enter into force in 2007. In the longer perspective, this will also have an effect 

                                                           
2 United Nations Principles for Responsible Investment. 
3 “Venture capital” refers to equity investments made for the launch, early development, or expansion of a 
business. 
4 Estimation under CARDS 2005 Project in Macedonia, Environmental Management Strengthening 
(Developing National Strategy for Environmental Approximation) which will be finalised in July 2007. 
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on financing environmental damage recovery in SEE countries. Through this legislation the 
responsibility for covering the cost of recovery of environmental damage is shifted onto the 
polluter. This might create the need for liability insurance, and the introduction of various 
economic instruments such as fees and non-compliance penalties. Economic instruments could 
stimulate environmentally-friendly behaviour in polluters and market players and, through this, 
stimulate investments in environmental improvements. A positive development in recent years is 
that SEE countries have introduced several new economic instruments.  

Based on the analysis conducted on trends in environmental financing in the SEE region 
between 2001 and 2005 and the review of existing and potential financial mechanisms for 
channelling environmental finance, several options for the future can be identified. 

For national governments  

• Allocation of EC financial support between components depends largely on national 
decisions and therefore on the political will to improve the environmental situation. The 
new EC assistance mechanism IPA creates a significant opportunity for co-financing 
environmental-improvement projects for candidate countries. As there is no separate 
environment component in the IPA, ministries of environment might pay special attention 
to ensure proper allocation of IPA resources to environmental projects. 

• New aid policies are shifting from project finance to budget support. Thus, in order to be 
able to attract more international support for environment, countries could put a higher 
priority on environmental protection and sustainable development in their development 
strategies. 

• Further work is needed to assess the funding gap between the funding needed to comply 
with the EU environmental acquis and available national funds for environment. 
Investigating options for closing the funding gap, including the options for raising levels of 
spending for environment from national sources, is recommended. 

• Improving environmental expenditure reporting and introducing reporting and recording 
of domestic environmental expenditures into a central database is recommended. 
Gathering data from private sectors and introducing the separate recording of 
environmental expenditures and revenues for specialised producers of environmental 
services is proposed. A statistical system for environmental protection expenditure 
compatible with OECD/Eurostat standards is already in place in Croatia and inclusion of 
specialised producers of the environmental services sector is in progress. Such background 
datasets could also assist the donor community in designing support programmes. 

• Ministries of environment could promote the inclusion of environmental priorities into 
investment programmes and medium- or long-term financial strategies at central and local 
levels. Ministries of environment might raise the profile of environment by communicating 
to ministries of finance, other relevant ministries and local self-governments that 
environment financing can yield economic growth and employment as well as produce a 
strong positive effect on public health. 

• Since overall bilateral assistance of individual countries is falling, SEE countries might 
expect that the environmental share of this assistance will start falling in the near future as 
well. Therefore, it is important that countries complete the processes of establishing and 
fine-tuning their own funds and funding mechanisms before external environmental 
assistance dries up. 

• National governments play a crucial role in creating an attractive climate for environmental 
investment by creating and maintaining the necessary legal, institutional and economic 
conditions. In order to enhance private sector involvement in project funding, national 
governments could develop procedures and guiding materials for the implementation of 
public private partnership schemes. 
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• In many SEE countries, the government has made efforts to develop special expenditure 
programmes, such as environmental funds, which provide environmental projects with 
needed financing. Such efforts in creating environmental expenditure programmes are 
recommended, as such programmes could assist the SEE countries in mobilising finance 
for environmental improvements. These programmes may be managed by public and/or 
private agencies depending on the national circumstances. The institutional setup might 
vary from government department to extra-budgetary fund; key criteria are full 
transparency and accountability in establishment, operation, and implementation of sound 
public finance. 

• The SEE countries could more actively attract the new EU member states to channel their 
ODA assistance into the SEE region. They could provide an up-to-date know-how transfer 
on EU accession challenges and solutions. 

• An increased number of environmental project preparation facilities are expected to 
become operational in the very near future. The facilities will prepare technical 
documentation for projects to be financed by IFIs. It would be necessary for national 
governments to finalise creation of borrowing conditions for municipalities and other 
proponents, so that agreements between IFIs and project proponents may be undertaken. 

• SEE countries could provide regulatory frameworks for investment of venture capital for 
sustainability and provide public policy incentives such as tax breaks or co-investment 
programmes in order to stimulate development of domestic environmental markets of 
products and services. 

• SEE countries could create and implement a framework for climate change-driven 
mechanisms. Increased cooperation is proposed for CDMs, including the sharing of 
experiences between the countries and selling projects. As a medium- to long-term 
objective, opportunities for JI and ET projects should be explored (as result of EU 
accession); 

• There is a need to develop appropriate liability and compensation schemes on a national 
level to address environmental damage costs. 

• National governments could diversify environmental financing mechanisms tailored to 
specific sectors and flexible enough to address changing needs. 

• Transparent and detailed expenditure planning, which is promoted in the accession 
preparation process, can assist in overcoming absorption capacity imbalances to steer more 
funds into underrepresented areas. 

 

For donors and financiers for environment 

• Innovative fusion of sustainable FDI and ODA assistance might stimulate sustainable 
investments in various sectors as well as increase of environmentally related investments. 
There are three main requirements to attract FDI into the country: a sound legal 
framework,5 a level playing field, and unrestricted capital movement. Bilateral donors might 
play an important role in stimulating sustainable FDI to the SEE region, through 
cooperation and support to private FDI from their countries. This could produce a 
leverage effect on bilateral donors’ assistance to the region. 

• The donors and lenders should try to lower their minimum project value thresholds and 
cooperate with international/national intermediary agencies that would be interested in and 
capable of splitting available funds to a higher number of smaller-value projects. 

                                                           
5 For example, the OECD Policy Framework for Investment aims at helping the establishment of a sound 
legal framework. 
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• There will be a need to fill the gap between infrastructure improvement needs and available 
IFI capital; such gaps can be bridged by bilateral donors. Thus enhanced cooperation 
between IFIs and bilateral donors will be needed in order to stimulate the active 
involvement of bilateral donors in project preparation and in funding of investment 
projects. Increasing support to regional initiatives of donors would strengthen the 
streamlining of assistance to the region and would increase the efficiency of the provided 
assistance. 

• Cooperation between international financiers and the domestic financing sector would also 
contribute to the development of domestic financial markets for environmental 
investments; for instance, with on-lending mechanisms, loans can be accessed by a wider 
group of stakeholders. Successes should be replicated and developed. 

• IFIs are available to support environmental investment; however, access to this finance is 
hindered by several factors in SEE countries including insufficient project preparation skills 
of potential beneficiaries, the generally hesitant attitude toward borrowing, and stringent 
funding requirements. In order to address these issues, IFIs could be increasingly involved 
in supporting activities to build project preparation skills. 

• IFIs could start reporting on their assistance activities according to a unified system of 
coding environmental (and other) sectors. One option would be to start providing reports 
according to the OECD creditor reporting system (CRS), a methodology of sector 
classification. Another option would be to jointly develop a new methodology compatible 
with existing IFI methodologies and the OECD methodology, if possible. 

• The private banks’ interests in environmental and social aspects of investment might be an 
opportunity in the SEE region for launching new credit lines or equity finance for 
environmental projects. 

• In the coming period, it would be advisable for the EC’s assistance in capacity building to 
shift focus toward actual implementation and enforcement of new legal and economic 
instruments created with the assistance provided in the previous period. It would also be 
advisable to start shifting capacity building from national-level administration down to local 
levels, as well as from administration towards public enterprises, environmental 
infrastructure professionals, environmental experts, and civil society groups. 

 

Key messages to ministers of environment 

• Make environment work for your economy and employment as investments into 
environmental improvements can yield improvements in the economy and the 
employment situation. 

• When there is a shortage of domestic funds available for the environment, use 
non-financial instruments to stimulate others to invest in improvements and to motivate 
environmentally-friendly behaviour.  

• Develop a comprehensive system of environmental financing on a national level 
with a broad range of instruments included to optimise the mechanisms for the various 
sectors with the ultimate goal of creating own sources of funding.  
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I.  Introduction 

a) Objectives and scope of the report 
The chief objective of the report is to present trends in environmental financing in SEE region 
between 2001 and 2005, and based on the findings propose recommendations for decision 
makers in the region on improving the effectiveness of environmental financing from both 
domestic and external financing sources.  

Specific objectives of the report include: 

• presenting the major economic and environmental trends that influenced environmental 
financing in SEE between 2001 and 2005; 

• presenting trends and developments in domestic environmental expenditures in SEE; 

• analysing the flow of international financing for environment to the SEE region including 
bilateral and multilateral sources; 

• analysing established and emerging financing mechanisms in the region and their 
development potential in the future; and 

• providing recommendations to decision makers on improving effectiveness of 
environmental financing from both domestic and external financing sources. 

The geographical scope and primary beneficiaries of the report are decision makers in the 
ministries of environment in the SEE countries of Albania, Bosnia and Herzegovina, Croatia, the 
former Yugoslav Republic of Macedonia, Montenegro, and Serbia including Kosovo (territory 
under interim UN administration).6 The report is offered for the attention of the donor 
community active in the SEE region (e.g. bilateral donors, international financing institutions and 
the European Commission). The report may also be of interest to ministries of finance, ministries 
of water management, and other relevant stakeholders. 

The report is a category II document for the Sixth Environment for Europe Ministerial 
Conference, taking place in Belgrade in October 2007. The Belgrade ministerial meeting is part of 
the Environment for Europe (EfE) process. The EfE process is a partnership for protecting and 
improving the state of environment in Europe.7 Before Belgrade, five ministerial conferences 
were held,8 beginning with the Dobris Conference in June 1991. Environmental financing was on 
the agenda by the second conference in Lucerne 1993. Although focus was put primarily on 
external sources of finance, the countries of CEE and Eastern Europe, Caucasus and Central 
Asia (EECCA) acknowledged the importance of developing and increasing the efficiency of 
domestic sources of environmental finance. During the next ministerial conference in Sofia in 
1995, the need to develop flexible domestic financial mechanisms and soft financing was 
expressed in order to improve access to environmental finance. During the Aarhus Ministerial 
Conference in 1998, it was decided to increase the focus on EECCA countries, as for CEE 
countries the prospect of EU accession served as a motivation factor for improving 
                                                           
6 During the period covered in this report, 2001-2005, Serbia and Montenegro existed a single state entity. 
7 The partnership was formed between United Nations organisations in Europe, member states within the 
UNECE region, regional environment centres, non-governmental and inter-governmental organisations, 
and other groups. The secretariat to this process is the United Nations Economic Commission for Europe 
(UNECE).  
8 The Dobris (former Czechoslovakia) Conference in June 1991; the Lucerne (Switzerland) Conference, 
April 28-30, 1993; the Sofia (Bulgaria) Conference, October 23-25, 1995; the Aarhus (Denmark) 
Conference, June 23-25, 1998; and the Kiev (Ukraine) Conference, May 21-23, 2003. 
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environmental conditions. Priority directions for the EECCA region were indicated, such as 
integrating environmental concerns into economic development, strengthening capacity for 
environmental financing and focusing on public private partnerships. The Kiev Ministerial 
Conference in 2003 concluded with the adoption of the Convention on Environment Protection 
and Sustainable Development of the Carpathians and the Environment Strategy for Countries of 
Eastern Europe, Caucasus and Central Asia. The final declaration of the conference highlighted 
the need to use existing environmental financing sources more effectively and to prepare realistic 
environmental and financing plans. It also supported the implementation of the OECD Good 
Practices for Public Environmental Expenditure Management9 and called for increased use of 
financial contributions by the private sector. The REC prepared a report for the Kiev Ministerial 
Conference entitled, Environmental Financing in Central and Eastern Europe (1996-2001).10 
This document was acknowledged in the Kiev Declaration11 and inspired the follow-up report 
that you are reading now. The geographical scope of the report has narrowed from Central and 
South Eastern Europe to just South Eastern Europe. CEE countries were excluded from this 
survey because their role has changed in the Environment for Europe process.  

b) Structure of the report 
Chapter I presents the objectives and beneficiaries of the report and provides a brief overview 
on the Environment for Europe process. This chapter also outlines the scope and structure of 
the report. 

Chapter II presents the methodology applied to gather and present data and key information 
sources, and it details the approach taken for the analysis of data. It describes the limitations on 
data availability, and difficulties in data collection and analysis. 

Chapter III presents the key trends in economic developments in the SEE region which had the 
potential to influence expenditures on environment.  

Chapter IV presents trends in environmental policy developments, relations with the European 
Union, and key progress in environmental policy in the SEE region between 2001 and 2005.  

Chapter V presents trends in domestic environmental protection expenditures (EPE). This 
includes expenditures and revenues by the public sector and, where available, by the private 
sector, in key environmental domains. 

Chapter VI presents international assistance commitments to SEE countries for the 
environment by bilateral donors, IFIs, and the European Commission between 2001 and 2005.  

Chapter VII describes key environmental financing mechanisms in the SEE region and their 
development potential in the future, and identifies new possible financing mechanisms which 
could be developed in the future.  

Chapter VIII presents the key conclusions and provides recommendations for the countries in 
order to increase the level of environmental financing and enhance access to environmental 
finance in the SEE region.  

                                                           
9 Recommendation of the Council on Good Practices for Public Environmental Expenditure Management, 
OECD, June 8, 2006 — C(2006)84 
10 J. Fiedler; P. Janiak, REC, Szentendre, Hungary, May 2003: Environmental Financing in Central and 
Eastern Europe, 1996-2001 
11 Fifth Ministerial Conference, Environment for Europe, Kiev, Ukraine, May 21-23, 2003, Declaration by 
the Environment Ministers of the region of the United Nations Economic Commission for Europe 
(UNECE). 
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II. Methodology 
In the preparation of the report, the following approach was taken: Environmental financing data 
were collected from international and domestic sources via direct contacts and desk studies. 
Findings were cross-checked with the owners of the information. Subsequently trends in 
environmental financing were identified from the analysed data. Based on the findings, 
conclusions and recommendations for future directions were formulated. 

In the report, South Eastern Europe (SEE) refers to Albania, Croatia, Bosnia and Herzegovina, 
the former Yugoslav Republic of Macedonia, Montenegro, Serbia including Kosovo (territory 
under interim UN administration). 

Data are presented in absolute values (euros), as well as indicators of environmental assistance as 
percent of GDP, and environmental assistance per capita (euros per capita). 

The methodology used in the development of the specific chapters of the report is presented 
below: 

• For Chapter III, information was collected via desk research of available publications and 
reports available on the Internet. 

• Chapter IV was based on desk research of relevant documents with an overview of 
available literature and web searches. 

• In order to collect data for Chapter V, the OECD/Eurostat Joint Questionnaire12 was 
adopted to local conditions and filled in through in-country research. The research 
consisted of assessments of data availability and quality in the country/entity, map data 
sources, interviews, and, finally, the filling in of the questionnaire. Research was supported 
by focal points from the ministries of environment assigned to assist in data gathering for 
this report.  

• The following approach was taken when presenting the data: 

 The questionnaire covered three economic sectors: public, private, and 
specialised producers of environmental protection services. However, due to 
limitations in data availability for private and specialised-producer sectors, the 
obtained data refer to the public sector only. Only data received on Croatia 
includes both public and private sectors (see also the section on data availability 
and limitations). Households as an economic sector were excluded from the 
survey; 

 In the majority of the countries (Albania, Bosnia and Herzegovina, Serbia, the 
former Yugoslav Republic of Macedonia, and Montenegro), it was not possible 
to gather data according to standard OECD/Eurostat formulas due to the lack 
of data recording in this format. Hence, the presentation of domestic 
environmental expenditure data was tailored to the available format and 
referenced. Therefore results between the different countries cannot be 
compared. Nevertheless, regional tendencies in public spending on environment 
can be observed. Background datasets are presented in Annex IV.  

                                                           
12 The Questionnaire on Domestic Environmental Protection Expenditures and Revenues was developed 
based on the OECD/Eurostat Environmental Protection Expenditure and Revenue Joint Questionnaire, 
applied for the report titled Trends in Environmental Finance in EECCA (2000-2005), and adapted to 
SEE conditions. The scope of environmental domains covered in the report follows the revised CEPA 
2000 classification (Single European Standard Statistical Classification of Environmental Protection 
Activities). Deviations from these classifications are indicated. Further information on approach and 
definitions used in the survey can be found in Annex I. 

Environmental Financing Trends in South Eastern Europe: 2001-2005  
 

13



  

 Local currencies were converted to euros according to a set exchange rate 
included in Annex II.  

• Data gathering for Chapter VI included desk research of available publications and reports, 
Internet research and interviews with representatives of relevant institutions. The approach 
towards gathering data and presentation of the findings was as follows: 

 Environmental assistance (EA) refers in each case to environmental assistance 
committed in a given year, not to disbursed funds, since commitments data are 
most comprehensive. However, commitments are usually different from actual 
assistance and represent an overestimation of the actual assistance flow. 

 Types of environmental assistance analysed include loan co-financing of 
investment projects, grants, credit guarantees, and technical assistance in direct 
support of environmental project preparation. Sectoral share of the assistance 
was identified according to the ECD Creditor Reporting System (CRS) 
classification (see Annex V). 

 International financial assistance is often committed to multi-sectoral projects. 
In some cases, it was not possible to determine the presence and/or proportion 
of the environmental component in such projects. Therefore (in this context) 
the total EA is underestimated. 

 The term “donors” refers to bilateral donors13 and the EC. Data on bilateral 
donor environmental assistance (BEA) commitments was gathered from the 
online OECD CRS database14 (OECD 2007). The data on BEA is limited to 
official development assistance (ODA).15 

 Data on environmental assistance of the European Commission (EC) was 
collected from the European Agency for Reconstruction (EAR) for the former 
Yugoslav Republic of Macedonia, Montenegro and Serbia including Kosovo 
(territory under interim UN administration), and from delegations of the 
European Commission country offices in Albania, Bosnia and Herzegovina, and 
Croatia. Obtained data covers environmentally related projects of EC 
delegations and the EAR in their respective countries as well as regional (SEE) 
CARDS projects from 2001 to 2005, but exclusive of LIFE-TCY projects. 

 Data on international financing institutions (IFIs)16 was gathered from the 
World Bank Group (WB Group), the European Bank for Reconstruction and 
Development (EBRD), the European Investment Bank (EIB) and the Council 
of Europe Development Bank (CEB). 

 Environmental assistance data presented in US dollars in the source datasets 
were converted into euros (constant 2004) according to yearly exchange rates as 
presented in the EIB annual reports. 

                                                           
13 Bilateral donors in this report are the DAC member countries (Australia, Austria, Belgium, Canada, 
Denmark, Finland, France, Germany, Greece, Ireland, Italy, Japan, Luxembourg, the Netherlands, New 
Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom, and the United States) 
only. 
14 OECD 2007. OECD CRS online database. Accessed in March 2007. Available at 
<www.oecd.org/dataoecd/50/17/5037721.htm>. 
15 ODA is defined as resource flow (in the form of cash, commodities, or other services) from the country 
members of the OECD Development Assistance Committee (DAC) to any beneficiary country on the 
DAC list; 
16 IFIs are institutions whose predominant activity is international lending, either on a concessional or 
commercial basis, in support of developing and transition economies.  
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 EC environmental assistance was presented separately in this report from 
bilateral donor (individual countries) assistance in order to show different 
environmental sector priorities between the EC and individual countries. 

 Loans were not separated from grants, because in the case of IFIs, the total 
value of (usually supplementary) grants was insignificant in relation to the total 
value of loans. In the case of the EC and bilateral donors, the total value of 
loans was insignificant compared to the total value of grants.  

• For Chapter VII, information was gathered through desk research of available publications 
and reports, Internet research, and interviews with institutions applying analysed financial 
mechanisms in the SEE region. In this chapter, the timeframe was extended from 2001 to 
2007 in order to present an updated situation on environmental financing mechanisms and 
their potential for the future. 

Limitations and data availability 

• The timescale of this report is 2001-2005 due to a lack of or partial availability of statistical 
data for 2006 and onwards. This limits the presentation of trends in policy development 
and in environmental expenditures up to 2005. In Chapter VII, the timescale is extended 
beyond 2005 for the analysis of financing mechanisms in order to provide up-to-date 
recommendations. 

• When citing information on Montenegro and Serbia, it was often not possible to present 
data separately, but for the former state union called Serbia and Montenegro. Data for 
Kosovo (territory under interim UN administration)17 was in some instances included in 
the original datasets for Serbia, in other cases for Serbia and Montenegro, and elsewhere as 
separate datasets. In some original datasets, Kosovo was covered under the “ex-YU 
unspecified” category. In Chapter V, due to a lack of data availability, domestic 
environmental expenditures of Kosovo are not included;  

• Limitations and data availability for Chapter V on domestic environmental protection 
expenditures were the following: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
17 Kosovo as defined by the United Nations Security Council Resolution 1244. 
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18 Environmental expenditure data includes spending of the Ministry of Environment and Physical 
Planning and the Environmental Fund (currently under the Department for Sustainable Development and 
Investments of the Ministry of Environment and Physical Planning). Financial support was given to public 
and private operators. 
19 The Croatian Chamber of Economy has started to gather information separately on existing private 
specialised producers of environmental protection services. The official information is expected to be 
available by the end of 2007. 
20 The Public Investment Programme (PIP) of Bosnia and Herzegovina, 2004-2006 is a basis for short-
term and medium-term public expenditure planning, as well as for investment planning and 
implementation of the prioritised activities. As a three-year rolling plan, it is designed to encompass 
prioritised proposals, based on the needs of Bosnia and Herzegovina and is revised on a yearly basis. PIP 
has two components: the planning and monitoring of implementation. As part of monitoring, data are 
collected on the implemented, ongoing projects by external contribution and domestic expenditures as 
well. 
21 Estimates of environmental public sector expenditures were based on the findings of the CARDS 
project, Functional Review of the Environmental Sector in Bosnia and Herzegovina (ENVIPAR). 
22 Since 2004, the Croatian Central Bureau of Statistics has applied the OECD/Eurostat format to 
administer public environmental protection expenditure (EPE) and revenues. Prior to 2004, only total 
investment expenditure and total current expenditure were identified, and no revenue data were presented. 
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III. Economic trends in the region  

This chapter analyses selected economic indicators of the SEE countries such as GDP growth, 
foreign direct investment, foreign trade and credit growth with the aim of presenting the region’s 
potential for creating favourable conditions for environmental financing.  

Population was stable in all countries,23 with a positive growth rate, ranging in 2005 from 0.04 
percent in Croatia to 0.58 percent in Albania.24 SEE countries showed constant progress in 
transition towards market economy and an improving investment climate. This resulted in 
increasing access to finance for businesses, enhanced foreign direct investment (FDI), and 
expanding trade within and beyond the region.25 High economic growth was recorded in all SEE 
countries after a long recession period during the 1990s.26 In spite of the fact that in 2000 the 
average GDP of the SEE region reached only around 80 percent of the 1989 level, the region 
reached and exceeded the 1989 level by 2005. The annual GDP growth rate for 2005 averaged 
approximately 4.5 percent for the region (around 6 percent in Serbia and Montenegro, around 5 
percent in Bosnia and Herzegovina and Albania, and around 4 percent in the former Yugoslav 
Republic of Macedonia and Croatia. The annual GDP growth for 2007 is expected to stabilise at 
around 4 percent in all analysed countries except Albania and Bosnia and Herzegovina, which are 
expected to rise to around 6 percent.27 The GDP per capita rose steadily throughout the analysed 
period (see Chart 1), reaching in 2005 the levels of around EUR 2,000 in Albania and Bosnia and 
Herzegovina; around EUR 2,500 in the former Yugoslav Republic of Macedonia and Serbia and 
Montenegro; and around EUR 7,000 in Croatia. This works out to an average of GDP per capita 
of EUR 3,200 for the region. In comparison, in the Visegrad countries, GDP was above EUR 
6,000 per capita, while in the EU 25 it was around EUR 22,000 per capita.28  

Chart 1.: GDP per capita (in euros) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Authors’ calculation from IMF World Economic Outlook Database, April 2007 
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The business climate in the region is improving, which is attracting increasing numbers of 
investors into the region. Most of investors are from the EU-15 member states and neighbouring 
countries, involved mostly in banking and energy sector privatisation, as well as in the 
manufacturing sector. The total foreign direct investment (FDI) into the region for the analysed 
period is EUR 13.3 billion, with a regional rising trend, from EUR 2.4 billion in 2001 to EUR 3.3 
                                                           
23 OECD CRS database 
24 OECD 2007 
25 Sanfey, P. 2006. Western Balkans in Transition: Prospects and Challenges. Institute of European Affairs.  
26 CEG EC (2006/7) 
27 Vienna Institute of International Economics predictions (WIIW 2006) 
28 EC 2007 
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billion in 2005.29 The rising FDI trend is also reflected in each individual country.30 In absolute 
values the highest FDIs were realised in Croatia (EUR 5.6 billion) and Serbia (EUR 3.9 billion), 
and the lowest in the former Yugoslav Republic of Macedonia (EUR 0.9 billion) and Montenegro 
(EUR 0,6 billion). In per capita terms, the highest FDI intensity was in Croatia (EUR 329 per 
capita) and Montenegro (EUR 162 per capita), and the lowest in Albania (EUR 63 per capita) and 
Bosnia and Herzegovina (EUR 74 per capita); see Chart 2. According to the Economic 
Reconstruction and Development in SEE Programme,31 overall financial international assistance 
to SEE countries shows an increasing trend. Within the overall support, IFI assistance is 
increasing, while the EC and individual bilateral countries’ assistance shows a decreasing 
tendency.  

Chart 2.: Total Net FDI (in billions of euros) and average 
FDI per capita  
(in euros per capita) in SEE countries between 2001-2005 
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Source: Authors’ calculation based on selected economic indicators for 2007 on EBRD website. 
Note: Serbia includes Kosovo (territory under interim UN administration).  
*Excludes capital transfers for reconstruction 
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The share of the SEE countries in the world’s total foreign trade is very low. Overall, imports 
and exports are increasing in each SEE country. However, each SEE country still had a negative 
trade balance in 2004 and 2005. The difficulties in foreign trade arise from low production 
capacity and the inability to fulfil high standards of target countries, such as those of the EU 
member states. In most of SEE, more than half of imports and exports are to and from the EU. 
The volume of imports originating from the EU is about twice the volume of exports to the EU. 
Since 2001, bilateral trade between individual SEE countries is expanding due to a rising number 
of bilateral free trade agreements (FTAs). The credit growth in the private sector in SEE 
countries between 2000 and 2006 was significant, while public sector credit ratios have fallen in 
most Balkan countries.32 In 2003, Croatia already surpassed the CEE-8 average when credit to 
private sector was 52 percent of GDP, and in 2005 it reached over 70 percent of GDP. Other 
countries were still below the CEE-8 minimum in 2005, except Bosnia and Herzegovina (50 
percent of GDP) and Montenegro (38 percent of GDP). The high speed of credit growth has 
posed challenges to macroeconomic management in several Balkan countries, especially as 

                                                           
29 EBRD 2007 
30 In the former Yugolav Republic of Macedonia, there was a sharp decline between 2001 and 2002. 
However, since 2002, the former Yugolav Republic of Macedonia also recorded a rising FDI trend. 
31 SEERECON 2007 
32 Watson, Max. 2006. Growth, Risks and Governance: the Role of the Financial Sector. Joint Vienna 
Institute. 
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regards preserving external balance and current account deficits (almost 9 percent in Balkan 
countries in 2005). 

Efforts were made to implement economic reforms in all analysed countries. Croatia made 
substantial progress in institutional and economic reforms, including reforming the banking 
sector. Croatia and the former Yugoslav Republic of Macedonia are in an advanced phase of 
privatisation,33 and in other SEE countries the privatisation process is in progress. For the 
analysed period, Croatia’s overall economic transition outpaced that of Slovenia, Bulgaria and 
Romania.34 In addition, there is a challenge to improve legal enforcement and develop the 
infrastructure.  

Conclusions 

• Increasing economic growth was recorded in all analysed SEE countries, with stable 
populations. 

• In the private sector, credit, regional trade, international trade, and FDI increased and are 
expected to continue to grow. 

• This improving investment climate has the potential to enhance financing in the 
environment as well. 

• The challenge for the future might arise from the initiated institutional, legal, and economic 
reforms. Privatisation is one of the key tasks in the region. Croatia and the former Yugoslav 
Republic of Macedonia are in an advanced phase of privatisation, and in other SEE 
countries the privatisation process is in progress. 

• More reforms are needed in order to strengthen institutions and legislation, improve 
public-sector effectiveness, speed up privatisation and restructure the private sector. These 
could lead to improved an business and investment climate for private sector involvement 
in environmental improvements. 

IV. Trends in environmental policy 

This chapter presents key political developments and progress with regard to relations with the 
European Union and environmental policy in the SEE region, which have the potential to 
influence environmental financing.  

a) Relations with the European Union 
Between 2001 and 2005, the countries of South Eastern Europe focused their attention on 
legislative approximation to the European Union within the framework of the Stabilisation and 
Association process (SAp).35 

                                                           
33 The next phase of privatisation in the former Yugoslav Republic of Macedonia will include railways, 
radio and television, forestry, the creation of public enterprises for managing housing and office space, and 
also the sale of remaining government shares in Macedonian Telecom.  
34 Sanfey, P. 2006. Western Balkans in Transition: Prospects and Challenges. Institute of European 
Affairs. January 26, 2006. 
35 SAp was launched in 2000 as the long-term political and economical commitment of the European 
Union to the SEE region until accession to the EU. Within this process, bilateral Stabilisation and 
Association Agreements (SAA) are signed between the EU and the respective country. SAAs provide the 
legal framework for relations with the EU, foster political dialogue within the region, and set the basis for 
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Albania’s commercial and economic cooperation with the EU was laid down in the Trade, 
Commercial and Economic Cooperation Agreement (TCECA) adopted in 1992. The TCECA 
was replaced by the Stabilisation and Association Agreement (SAA). Negotiations on the SAA 
started in early 2003. The first European partnership with Albania was adopted in 200436 and, 
based on the review of progress in January 2005, the second European Partnership37 was 
adopted.  

In November 2005 negotiations on SAA commenced with Bosnia and Herzegovina. In June 
2004, the first European Partnership was adopted.  

Croatia signed the SAA in October 2001 and it entered into force in February 2005. In 2004, 
Croatia became an EU candidate country, and as a result the country became eligible for pre-
accession financial instruments such as the Phare programme, SAPARD and ISPA. In October 
2005, the screening process was started by the European Commission. The European 
Partnership within the SAp was adopted by the European Council in September 2004; however, 
it was replaced by the Accession Partnership based on the results of the 2005 Commission’s 
Progress Report on Croatia.  

Within the SAp process, the SAA entered into force for the former Yugoslav Republic of 
Macedonia in April 2004. This was followed by an application for European Union membership 
in March 2004. Based on the positive opinion of the European Commission, in December 2005 
the former Yugoslav Republic of Macedonia was granted candidate country status. The first 
European Partnership was adopted in 2004, and was updated the following year with a new set of 
priorities.38  

SAA negotiation with Serbia and Montenegro started in October 2005.39 The status of Kosovo 
(territory under interim UN administration) is to be determined under the UN Security Council 
Resolution 1244 by a political process. 

b) Developments in environmental policy between 
2001 and 200540 

In Albania, progress was made to conserve nature values and reduce environmental pollution in 
hot spot areas.41 In October 2004, the Vjose-Narte wetlands were declared a protected area by 
law and in February 2005 the law on establishing management committees for protected areas 
was passed. In addition, several laws regarding the introduction of economic instruments such as 

                                                                                                                                                                      
mutual commitments on a wide range of political, economic issues as well as the community’s technical 
and financial assistance. 
36 Council Decision 2004/519/EC3. (EC 2004) 
37 European Partnerships are tools implement the aims of  the Stabilisation And Association process. The 
European Partnership identifies short- and medium-term priorities for action for the country, which is 
accompanied with guidance for financial assistance. Based on this, countries are expected to develop plans 
with measures addressing the priorities according to corresponding timetables. Priorities are tailored to the 
countries’ needs and status of preparation, and updated.  
38 Major European Commission documents on the progress of European integration of the former 
Yugoslav Republic of Macedonia were prepared, e.g. the Analytical Report on the Opinion of the 
Application of the Republic of Macedonia for EU membership, November 2005. 
39 In June 2006, Montenegro declared independence and negotiations continued with Montenegro as a 
separate state. The SAA was signed in March 2007. 
40 Although there was significant progress in environmental policy in SEE region beyond 2005, the focus 
of this section is restricted to developments within the analysed period. 
41 REC, March 2006, Szentendre, Hungary, Environmental Snapshot of South Eastern Europe, REReP 
Country Profiles (REC 2006). 
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charges, taxes and non-compliance fines were adopted.42 In order to curb pollution from traffic, 
a guideline was issued in 2004 on the control and permissible levels of air pollutants and noise 
from vehicles. Permit requirements were introduced for natural resource exploitation such as 
excavation of stones and sand from riverbeds. A new law for the protection of international 
lakes, a decision of the council of ministers on the allowable norms for effluent discharges, and a 
national water strategy were approved. Albania adopted a new law on hazardous waste 
management, which transposed the respective EC directive, and made efforts to handle pollution 
from industrial sites.43 Ensuring sufficient water quality, supply and treatment constitutes a major 
challenge for the country. Efforts were made to curb losses from the distribution system, yielding 
a reduction of leakages of 6 percent from 2001,44 and to increase the fee collection rate. Bulk 
water metering was introduced; tariff setting responsibilities were transferred to local authorities; 
and a computerised billing and collection system were set up as part of the implementation of the 
National Water and Sanitation Strategy. Albania also ratified international conventions such as 
the Stockholm Convention on Persistent Organic Pollutants in July 2004, the Convention on 
Long-Range Transboundary Air Pollution (CLRTAP) in 2005, the Protocol On The Strategic 
Environmental Assessment (2005), and the Cartage Protocol (2004). 

In Bosnia and Herzegovina, environmental protection is handled at state, entity and local levels 
(cantons in the Federation of Bosnia and Herzegovina and municipalities). At the state level, the 
Ministry of Foreign Trade and Economic Relations is responsible for carrying out tasks related to 
defining policies, coordinating activities and harmonising plans at international level in, among 
other areas, agriculture, energy, environmental protection, development and use of natural 
resources, and tourism. Entities and the Brcko District are responsible for protection of the 
environment and thus have adopted a number of framework laws, namely on environment, 
nature and air protection, water, and waste management. With regard to air, entities are 
implementing legislation regulating the monitoring of emissions from various air polluters as well 
as the withdrawal of ozone-depleting substances in phases. Concerning the waste sector, effective 
waste management and recovery and recycling of waste materials remain the key challenges. 
Entities adopted a number of implementing laws concerning a range of waste management issues 
from waste categorisation, hazardous waste transport, and waste management permitting to 
selective collection of special waste streams.45 In Bosnia and Herzegovina, ensuring sufficient 
water quality and proper wastewater treatment is also among the key challenges. A step ahead in 
both entities is the adoption of the Water Law, which contains the key principles of the Water 
Framework Directive as well as the signing of the International Convention for the Protection of 
the Danube River. With regards to achievements in the field of nature protection, related 
legislation was adopted in both entities and in the Brcko District. The State of Environmental 
Agency Law is in the final phase of drafting and will have an important role with regard to 
international environmental affairs and the SAp. Even though in both entities an environmental 
fund law has existed since 2003, these institutions are not yet operational due to certain political 
barriers. 

In Croatia, the basic legislative framework to pursue alignment with the EU environmental acquis 
has been developed. In 2002 the National Environmental Action Plan (NEAP) was developed, 
which outlines the integration of environmental concerns into other sectors and sets the goal of 
                                                           
42 For instance, the Law on Taxation in the Republic of Albania (No. 8977, December 12, 2002) specifies 
pollution taxes such as carbon tax on fuel and plastic packaging of beverages. 
43 Such as Porto Romano at Durres, a contaminated former industrial site; the former PVC factory in 
Vlore; the Ballshi oil refinery; and the ammonia plant in Fier, which is polluted by arsenic disposal. At the 
Sharra Dumpsite in Tirana, a project has started which will enable its safe use and closure several years 
from now. Feasibility studies have been prepared for the construction of Confined Disposal Facilities in 
Fier and Rubik, where the historic industrial waste will be encapsulated following safe standards. 
44 Albania 2005 Progress Report {COM (2005) 561 final}, Brussels, November 9, 2005, SEC (2005) 1421 
(EC 2006a). 
45 Commission staff working document, Bosnia and Herzegovina 2006 Progress Report 
{COM (2006) 649 final}, Brussels, November 8, 2006, SEC (2006) 1384 (EC 2006b). 

Environmental Financing Trends in South Eastern Europe: 2001-2005  
 

22

http://www.unece.org/env/eb/welcome.html
http://www.unece.org/env/eb/welcome.html


  

estimating the cost of harmonising Croatian legislation with the acquis. Sectoral strategies were 
developed in 2002, such as the Croatian Energy Sector Development Strategy, with the aim of 
promoting use of renewable energy, and the National Strategy on Agriculture and Fisheries. In 
2003 the Noise Protection Act was enacted. In 2004 the Nature Protection Act was adopted with 
subordinate ordinances, and in 2005 the Hunting Act and Forestry Act were passed, which to a 
large extent implemented the Wild Birds and Habitat Directives. By 2005 progress was made in 
terms of aligning Croatian national legislation to the EU environmental acquis in the field of air 
quality protection.46 The Ambient Air Quality Framework Directive was largely transposed in the 
Air Protection Act, adopted in November 2004. In addition, the air quality monitoring network 
has been extended to six monitoring stations. In 2005 numerous implementation acts were 
passed in the field of air and ozone protection.47 In addition, the Chemical Act and the Act on 
Genetically Modified Organisms (GMOs) were enacted in 2005. Regarding progress in the waste 
sector’s legal harmonisation, the Waste Act was adopted in December 2004, which transposed 
the Waste Framework Directive and Hazardous Waste Directive. The National Waste 
Management Strategy (October 2005) adopted the approach of regional management. It was 
followed by the adoption of the European waste catalogue and the list of hazardous substances 
in 2005. In 2004, the Environmental Protection and Efficiency Fund48 was established. 

In the former Yugoslav Republic of Macedonia, within the process of harmonisation with EU 
environmental acquis, several key laws were adopted, including the Law on Environment, the 
Law on Ambient Air Quality, the Law on Waste Management and the Law on Nature 
Protection.49 An environment fund to support environmental protection activities was put in 
operation. During 2002-2004, the fund primarily supported activities related to waste, water, air 
and biodiversity, public awareness and cleaner production. In 2005, the fund was discontinued.50 
The environmental law introduced new environmental taxes and charges. In 2005, a pollutant 
and polluting substances register was prepared with target values and tolerance margins. There 
are ongoing efforts to identify all air pollution sources and to align air quality standards to the 
World Health Organisation’s guidelines. In the waste sector, one of the most challenging tasks is 
to remediate the numerous illegal waste dumps.51 The National Waste Management Plan 2006-
2012 was adopted in 2005, creating a framework of establishing sanitary landfills. Transport of 
hazardous waste has been organised according to the Basel Convention. In 2005, a pollutant and 
polluting substances register was developed for solid and hazardous waste. Concerning the water 
sector, a law on waters forms the legal basis for water quality and management and a range of by-
laws provides alignment with community acquis.52 A water management master plan which 
incorporates the river-basins approach exists. Improvement in the quality of water was reported 
for the Bregalnica River, but that of the Vardar River remains a problem. With regard to 
biodiversity protection, in 2004, the Plan for Biodiversity Protection and the Strategy and Action 
Plan for Biodiversity Protection of the Republic of Macedonia were adopted.  

Serbia established a separate ministry for environment called the Ministry of Natural Resources 
and Environmental Protection in 2002. In 2004, this ministry was integrated into the Ministry for 
Science and Environmental Protection as the Department for Environmental Protection.53 

                                                           
46 Croatia 2005 Progress Report, {COM (2005) 561 final}, Brussels, November 9, 2005, SEC (2005) 1424 
(EC 2005a). 
47 Regulation on limit values of pollutants in ambient air, regulation on substances that deplete the ozone 
layer, regulation on the quality of biofuels, regulation on limit values of pollutants in air, regulation on alert 
thresholds on pollutants in air, regulation on ozone in air. 
48 More information on the fund can be found in Chapter 7. 
49 REC, March 2006, Szentendre, Hungary: Environmental Snapshot of South Eastern Europe, REReP Country 
Profiles (REC 2006). 
50 See Chapter 7 for more information.  
51 Commission staff working document, Macedonia 2006 Progress Report, {COM (2006) 649 final}, SEC 
(2006)1387, Brussels, November 8, 2006 (EC 2006c). 
52 Analytical Report for the Opinion on the Application from Macedonia for EU Membership. {COM (2005) 562 
final}, SEC (2005) 1425, Brussels, November 9, 2005(EC 2005c).  
53 Serbia established the separate Ministry of Environmental Protection on May 15, 2007. 
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Serbia is in the process of implementing the waste management strategy which was adopted in 
2003. The Law on Environmental Protection was adopted in 2004. Other laws, including those 
on environmental impact assessment (EIA), strategic environmental assessment (SEA) and 
integrated pollution prevention control (IPPC), were adopted in 2004 as well.54 Serbia also 
established the Fund for Environmental Protection in 2004 which became operational in May 
2005.55 The Law on Environmental Protection also provides for the possibility of establishing 
environmental funds at the local government level. Serbia made efforts to remediate waste 
dumps and construct sanitary landfills. In 2005, six such landfills were under construction or 
reconstruction.56 In 2005, the Energy Community Treaty was signed which ensured the 
integration of environmental concerns in the energy field. In the same year, the law on access to 
information of public interest was adopted. Legal reforms were taking place with regard to 
hazardous waste export and packaging waste as well.  

In Kosovo (territory under interim UN administration), the Law on Environmental Protection 
was adopted in 2003 and, as a follow-up step, the Environmental Protection and Sustainable 
Development Strategy was adopted in 2004. The Administrative Instruction on Environmental 
Impact Assessment was prepared as well. In order to enforce the EIA process the Environmental 
Protection Department is preparing Environmental Impact Assessment Law, Strategic 
Environmental Assessment Law and IPPC Law. The Kosovo Environmental Action Plan (2006-
2010) was developed as a part of the governmental programme, which aims at gradual 
improvement of the environmental situation and the improvement of public health in general. 
Kosovo signed the South East Europe Energy Community Treaty and prepared an action plan 
for developing the monitoring and information system. Sectoral legislation such as the Law on 
Air Protection, Law on Waste and the Water Law were adopted and the Waste Water Treatment 
Strategy was prepared in 2004. Kosovo faces a great challenge in connecting its population to 
drinking water and wastewater treatment systems.57 Lack of sewage treatment plants remains a 
key environmental problem. As a step forward in the field of environmental safety, the Law on 
Dangerous Goods Transport was promulgated in 2004.58  

In Montenegro, EIA, SEA and IPPC laws and the law on waste management were passed in 
2005 and are to come into force in 2008. The new law on physical planning requiring SEA came 
into force in 2005 along with the Law on Free Access to Information and the Law on Protection 
from Noise, which were adopted in the same year. The implementation of solid waste strategies 
is still one task ahead.59 The Master Plan for Solid Waste envisions the establishment of eight 
regional landfills. In 2005, one sanitary landfill was in operation. In Montenegro, water supply is 
an issue, particularly in the coastal region. Wastewater treatment and connection to this service 
remains a key challenge. In 2005, the country adopted the master plans and feasibility study on 
wastewater treatment for the coastal region, as well as for the central and northern regions. The 
implementation of water supply and wastewater management plans largely depends on the 

                                                           
54 Brussels, 12.04.2005 SEC (2005) 478 final, commission staff working paper, Report on the Preparedness of 
Serbia and Montenegro to Negotiate a Stabilisation and Association Agreement with the European Union. 
55 The Ministry of Finance provides initial funding for launching the activities of the fund. Its general 
mandate is to finance environmental protection projects as well as projects in the area of energy efficiency 
and use of renewable energy sources. Some 90 percent of current revenues have been allocated to projects 
in the area of solid waste management. 
56 REC, November 2005, Szentendre, Hungary: Targeting the Environmental Investment Challenge in South Eastern 
Europe (REC 2005). 
57 Brussels, November 8, 2006, SEC (2006) 1386, commission staff working document, Kosovo (under 
UNSCR 1244) 2006 Progress Report, {COM (2006) 649 final} (EC 2006d). 
58 Brussels, November 9, 2005, SEC (2005) 1423, Kosovo (under UNSCR 1244) 2005 Progress Report, {COM 
(2005) 561 final} 
59 Brussels, November 8, 2006, SEC (2006) 1388 Commission staff working document, Montenegro 2006 
Progress Report, {COM (2006) 649 final} (EC 2006e). 
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country’s progress in establishing institutions and capacities.60 Montenegro signed the Energy 
Community Treaty in 2005, which takes into account the environmental acquis relevant to the 
energy sector; an energy efficiency strategy was also prepared in 2005. 

Conclusions: 

Between 2001 and 2005, SEE countries moved ahead in the process of EU approximation. With 
regard to environmental policy development, several steps were taken mainly in the legislative 
field to align national regulations to EU environmental acquis. The legislative requirements set 
the way for environmental improvements and created the need for increased financing in 
environment. 

V. Domestic Environmental Protection 
Expenditures 

This chapter presents trends in domestic environmental protection expenditures (EPE) in SEE 
countries. This includes expenditures and revenues by the public sector, and where available, by 
the private sector, in key environmental domains.61 

a) Domestic environmental protection expenditures 
in Albania 

In Albania, domestic EPE data recording is not regulated and as a result not compulsory. 
Gathered data are derived from environmental projects, monitoring activities and other public 
environmental activities such as sewage water infrastructure, education and environmental 
management. In spite of the low data availability, a tendency in domestic spending for 
environment can still be observed. 

Data presented in this section is divided into three categories: 

• Domestic public non-investment environmental expenditure; 

• Domestic public environmental investment expenditure (together with domestic public 
non-investment environmental expenditure, this constitutes public spending). 

Public spending on environment between 2003 and 2005 shows an increasing tendency which 
is due to the higher level of investment expenditures. Public spending on environment 
increased from EUR 0.252 million in 2003 to EUR 10.87 million in 2005.62 In 2004, significant 
investment expenditures63 in development of sewerage networks were recorded. As opposed to 
an increase in investments, the level non-investment type of environmental expenditures64 
remained stagnant over the examined period. In per capita terms, total public environmental 
protection expenditure reached EUR 3.473 per capita by 2005, representing 0.165 percent of 
GDP. (See Charts 3 and 4 below.) 

 
                                                           
60 Brussels, November 9, 2005, SEC (2005) 1428, Serbia and Montenegro, 2005 Progress Report, {COM (2005) 
561 final} (EC 2005c). 
61 Background datasets for calculation can be found in Annexes II and IV.  
62 The low level of expenditure in 2003 might be due to incomplete data recording. 
63 Investment expenditures include road construction; establishment of green area; dike construction; 
procurement of equipment; rehabilitation cost; and sewerage network development costs. 
64 Such expenditures are dominated by monitoring costs, but also include spending on planning and 
awareness raising. 
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Charts 3(a): Estimated public environmental protection 
expenditure per capita in Albania, 2003-2005 
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Chart 3(b). Estimated public environmental protection expenditure as a percentage of GDP 
in Albania, 2003-2005 
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Source: Authors’ calculation from obtained dataset. 
Note: 2001 and 2002 investment expenditure data are excluded, due to improper recording.  
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When looking at the share of public environmental expenditures by environmental domain, the 
wastewater domain appears to be the dominant area with 90 percent of total public spending. 
(See Chart 4 below.) 

Chart 4.: Share of total public environmental protection 
expenditure by domain in Albania, 2003-2005 
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Source: Authors’ calculation from obtained dataset 

 

b) Domestic environmental protection expenditures 
in Bosnia and Herzegovina 

Environmental protection expenditures in Bosnia and Herzegovina are not recorded centrally; 
thus, data on public spending were obtained from different sources, such as investment projects 
and estimations from administrative costs. Data were gathered in the following categories:  

• public non-investment environmental expenditures; and 

• public environmental investment expenditures. 

Together, these provide the total environmental expenditure. 

The level of estimated environmental protection expenditures shows an increasing tendency 
between 2002 and 2005. (See Charts 5(a) and 5(b) below.) The level of expenditures in 2005 is 
about 1.5 times higher than it was EUR 5.492 per capita in 2005 against EUR 3.436 per capita in 
2002. The level of non-investment expenditures grew steadily along with the investment 
expenditures. It is important to point out that the level of investment expenditure is below the 
non-expenditure type of investment. This might be due to the incomprehensive recording of 
investment expenditures. The level of spending reached 0.270 percent of GDP by 2005.  
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Chart 5 (a).: Estimated public environmental protection 
expenditure expressed in euros per capita, 2001-2005, Bosnia 
and Herzegovina 
 

 
 
Chart 5(b) Estimated public environmental protection expenditure expressed as 
percentage of GDP, 2002-2005, Bosnia and Herzegovina 
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Source: Authors’ calculation from obtained dataset 
Notes: For the air domain, there are no data on air expenditures and costs. Waste domain figures 
include estimations of non-investment environmental expenditures based on the total domestic 
environmental expenditure data and obtained waste investment expenditures. Wastewater domain 
public expenditures include expenditures of the entity ministries and three public water companies. 
For other expenditures, only data on landscape and nature protection investment expenditures exist. 
No data on investments was recorded in 2001. 
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c) Environmental protection expenditures in 
Croatia 

For Croatia, tendencies in environmental spending show a sharp increase within the examined 
period. Chart 6 indicates a fourfold increase (amounting to roughly EUR 82 per capita) in total 
gross environmental protection expenditure65 including both public and private sectors. 
Investment expenditures more than doubled between 2001 and 2005, from EUR 18.232 per 
capita to EUR 44.437 per capita). The total current expenditure was eight times higher in 2005 
than in 2001 (EUR 64.598 per capita, compared with EUR 8.527 per capita). Concerning the rise 
in total expenditures on the environment, year 2004 proved to be significant, as the per capita 
total gross environmental protection expenditure doubled compared to the 2003 levels. 

Chart 6.: Trend in domestic environmental protection 
expenditures expressed in euros per capita, 2001-2005, 
Croatia 

 

 
Source: Authors’ calculation from obtained dataset. 
Note: Both public and private sectors included. 

 

Trend in domestic environmental protection expenditures

 
The same expenditure data expressed as percentage of GDP shows a similar pattern of 
increase between 2001 and 2005, from 0.54 percent to 1.60 percent. (See Chart 7 below.) 
Investment expenditure share increased from 0.36 percent to 0.65 percent.  

                                                           
65 Total gross environmental protection expenditure in a sector is the sum of investments and total current 
expenditure, the latter consisting of internal current expenditures and fees/purchases. Investment 
expenditure contains all outlays on a given year (purchases and own account production) for machinery, 
equipment and land used for environmental protection purposes. Total current expenditure is the sum of 
internal current expenditure and fees/payments; it includes the money spent during the year for the 
executing of environmental protection activities (excluding the purchase of capital goods), e.g. operation of 
environmental equipment, measurements, monitoring, environmental management, education and 
administration. 
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Chart 7.: Trends in domestic environmental protection 
expenditure as percentage of GDP, 2001-2005, Croatia 

 

  
 

Source: Authors’ calculation from obtained dataset. 
Note: Both public and private sectors included. 
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By looking at the share of total gross environmental protection expenditure between the different 
environmental domains in Chart 8, it can be seen that the greatest share of expenditure was 
allocated for the wastewater domain (36 percent), followed by the waste domain (33 percent) and 
the soil and groundwater domain (18 percent). Remaining domains such as air, noise, biodiversity 
and landscape benefited from less then 5 percent of environmental expenditures. 

Chart 8.: Share of total gross environmental protection 
expenditure by environmental domain, 2001-2005, Croatia 
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Source: Authors’ calculation from obtained dataset. 
Note: Both public and private entities included. 
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In Croatia also the revenues from environmental protection66 have been recorded according to 
OECD standards since 2004. Revenues from environmental protection consist of revenues from 
providing environmental protection services and revenues from by-products that are the result of 
environmental protection activities. Percentage shares indicate that revenues from the waste 
domain contribute to almost half (49 percent) of the total revenues received, based on average 
values of 2004 and 2005. (See Chart 9). Significantly, 30 percent of total revenues originate from 
the wastewater domain while 18 percent comes from the air domain. The rest of the domains 
remain under 2 percent each.  

Chart 9.: Share of revenues by environmental domains 
expressed as an average of 2004-2005 in Croatia 
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Source: Authors’ calculation from obtained dataset. 

 

d) Domestic environmental protection expenditures 
in the former Yugoslav Republic of Macedonia 

In the former Yugoslav Republic of Macedonia, public EPE data are scattered among different 
public institutions. Chart 11 presents the environmental expenditure of the Ministry of 
Environment and Physical Planning (MoEPP) and the Environmental Fund (EF).67 Although it 
does not present a comprehensive overview to the country, data from this institution shows that 
spending on environment ranged between EUR 3 million and EUR 7 million over the analysed 
period. If 2002 is considered as an exceptional year for investments (due to a special programme 
on protection of Lake Dojran), spending shows an increasing tendency. Environmental 
investments constitute a major part of overall expenditures for environment. 

 

 

                                                           
66 Revenues from providing environmental protection services are revenues from the sale of environmental 
services and includes money received by the public sector and specialised production from the users (the 
counterpart to fees/purchases). This mainly relates to waste collection, waste treatment, and sewage 
treatment. Receipts from by-products are revenues from sold by-products that are the result of the 
environmental protection activities. They include the reduction of cost due to internal use of by-products 
that are the result of environmental protection activities. Energy or material savings due to more efficient 
processes and other productivity gains resulting from environmental protection activities are excluded. 
67 Activities of the Environmental Fund were transferred to the Department for Sustainable Development 
and Investment within the Ministry of Environment and Physical Planning. 
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Chart 11.: Environmental protection expenditure of EF and 
MoEPP in the former Yugoslav Republic of Macedonia, 2001-2005 
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Source: Authors’ calculation from obtained dataset. Dataset includes extracts from balance sheets of the 
Ministry of Environment and Physical Planning (MoEPP) and the Environmental Fund (EF). 
 

 

When looking at the distribution of support for environmental investments between 
environmental domains, the water sector received the overwhelming majority of financing, at 59 
percent. (See Chart 12 below.) 

Chart 12.: Environmental investment expenditure of MoEPP and 
EF by environmental domain in the former Yugoslav Republic of 
Macedonia, 2001-2005 

 
Environmental investment expenditure of MoEPP&EF by environmental 

domains in  fYR Macedonia 2001-2005

Water
59%

other
37%

noise
0%

waste
4%

biod&landscape
0%

soil&groundwater
0%

 
Source: Authors’ calculation from obtained dataset. Dataset includes extracts from balance sheets of 
the Ministry of Environment and Physical Planning (MoEPP) and the Environmental Fund (EF) for 
the period 2001-2005.  
Note: Water domain includes wastewater, water supply, and protection of waters, rivers and lakes. 
“Other” includes research and development; environmental management; education and training; 
and projects in unspecified domains. 

 
According to the Public Investment Programme (PIP), financing available under the 
environment sector for investments is between 1 and 2 percent of the total (1.25 percent of total 
investment for 2001-2003 and 2.1 percent for 2003-2005). This share is not significant; however, 
environment-related investment projects are also indirectly grouped under other sectors in the 
programme, such as water economy and communal services and housing. (See Annex IV.) The 
cost of investments listed within the programmes was to be covered by both domestic and 
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foreign sources. For PIP 2003-2005, it was estimated that around 63 percent of total costs for the 
entire programme will be covered by foreign credits and grants, and the remaining 37 percent 
from domestic sources such as budget, own contribution, funds, and Macedon Telekom. The 
share of the public budget amounts to 16.4 percent. 

e) Environmental protection expenditures in 
Montenegro 

In Montenegro, environmental protection expenditures are not reported into a central database, 
and therefore only rough estimations based on budget allocations for institutions which are in 
charge of environmental protection can be provided. The level of allocations from the national 
budget for environment-related institutions shows an increasing tendency from EUR 0.8 million 
to over EUR 4 million between 2001 and 2005. (See in Chart 13 below.) These amounts were to 
cover all costs, including staff salaries and expenditure for supplies and services.  

Chart 13.: Allocations from the national budget for 
environment-related institutions in Montenegro, 2001-2005 
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Source: Authors’ calculation based on the Ministry of Finance of the Republic of Montenegro; Law on 
Final Account of the Republic of Montenegro Budget for 2005, 2004, 2003, 2002, and 2001; and the 
Daily Vijesti of June 9, 2007. 
Notes: Institutions included are the Ministry of Environmental Protection and Physical Planning; the 
Centre for Eco-Toxicological Research; the Public Enterprise for National Parks; the 
Hydrometerological Institute; and Regional Waterworks Montenegrin Coast. 

 
National budget categories include staff gross salary, other income and employee remuneration; 
expenditures for supplies and services; uncharged transfers and welfare allowances; and capital 
spending. 

Environmental institutions68 allocated an increasing amount for contracted services69, with a 
four-fold increase from 2001 to 2005 (EUR 0.468 million to EUR 2.040 million). Contracted 
services also include expenditures for environmental programmes; it can therefore be assumed 
that expenditures also increased for environmental programmes. As an example, in 2004 around 
EUR 0.2 million of the EUR 0.5 million allocated for contracted services by the Ministry of 
Environment and Physical Planning70 was spent on environmental programmes. 

                                                           
68 The Ministry of Environmental Protection and Physical Planning, the Centre for Eco-Toxicological 
Research, the Public Enterprise for National Parks, the Hydrometerological Institute, and Regional 
Waterworks Montenegrin Coast. 
69 In the Law on Final Account of the Republic of Montenegro Budget, specific projects or activities 
related to environmental protection are not recorded separately, but are included under the heading 
“expenditures for supplies and services” within budget item 4139, “for contracted services.” A part of this 
account number relates to different environmental programmes. 
70 Currently the Ministry of Tourism and Environmental Protection. 
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f) Domestic environmental protection expenditures 
in Serbia 

In Serbia environmental protection data are scattered among different institutions and not 
recorded according to OECD/Eurostat standards. Nevertheless environmental expenditure data 
could be extracted from the government budgets according to codes for functional classification. 

Public environmental expenditures in Serbia show a slightly increasing tendency over the 2003-
2005 period. In 2005, expenditure levels reached EUR 6.278 per capita, and if spending by 
municipalities is added, this amount goes up to EUR 8.516 per capita. (See Chart 10.) This 
represents a 1.5-fold increase over 2003 levels. The level of expenditures corresponds to 0.3 
percent of GDP (including central and local government spending) in the 2001-2005 period.71 

 
Chart 10.: Estimated public environmental protection 
expenditure expressed in euros per capita, 2003-2005, Serbia 
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Source: Calculated from data presented in the UNECE draft preliminary report on economic 
instruments and environmental expenditures in Serbia 

 
 
The share of environmental protection expenditures by environmental domain shows that the 
majority of spending was reported under the water domain as expenditures from the Water 
Directorate. (See table 2 below.) 

Table 2.: Share of environmental protection expenditures by 
environmental domain in Serbia, 2003-2005 
 

510: Waste 
management 

560: 
Environmental 

protection 
expenditures 

n.e.c 

630: 
Water 

supply* 

Aggregated 
data 

only** 
Total 

Total  
(in EUR 
millions) 

0.828 11.709 91.009 23.658 127.202 

Source: Calculated from data presented in the UNECE draft preliminary report on economic instruments 
and environmental expenditures. 

Notes: Code numbers correspond to Classification of the Functions of Government (COFOG) codes for 
functional classification of government expenditures as shown in the Serbian government budgets. 
                                                           
71 Preliminary report of UNECE on economic instruments and environmental expenditures in Serbia. 
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Environmental protection expenditures are as follows: 510 = waste management; 560 = environmental 
protection expenditures not elsewhere specified (n.e.c.); 630 = water supply. 

* Expenditure of the water directorate 

** Total expenditure of the Ministry for Protection of Natural Resources and the Environment, including 
costs of administration and management (EUR 6.873 million), and expenditures of municipalities (EUR 
16.785 million, listed under codes 510-560). 

g) Conclusions 
From the data gathering on domestic environmental protection expenditures between 2001 and 
2005 from SEE countries the following can be concluded: 

• Despite the weak data availability (only the Croatian domestic expenditure data can be 
considered comprehensive), this analysis provides valuable indications in public spending 
on environment. Considering trends in environmental expenditures, an increase in public 
spending of environment can be observed throughout the region. 

• In general, the level of spending for environment is still low. Nevertheless, the EU 
accession process provides an important impetus to increase the focus on environmental 
goals and to comply with the environmental acquis. Croatia can be highlighted as a good 
example in this respect. In Croatia, the level of spending expressed as a percentage of GDP 
is approaching the level estimated for compliance of CEE countries with the EU 
environmental acquis of 2-3 percent of GDP. In Croatia, this percentage reached 1.60 
percent of GDP in 2005, and this level is expected to continue rising.  

• By looking at the share of environmental spending by domain, the water sector appears to 
be where the majority of amounts are allocated. International assistance usually follows 
national priorities. As we see in chapter 6, the international community also has a focus on 
the water sector. In addition, the channelling of environmental assistance is influenced by 
the capacity available to prepare and execute projects. Institutions such as Croatian Waters 
and other water agencies are more capable of absorbing funding then other sectors 
competing for support. 

• Comparing data availability with situation before 2000, when similar data gathering was 
conducted for the publication Environmental Financing Trends for the Kiev EfE Conference, it 
can be concluded that data availability has improved. Nevertheless, only Croatia has a 
system of data recording according to the standard OECD/Eurostat methodology. Other 
countries are in the process of introducing this standard in recording domestic 
environmental protection expenditures. 

• Available data from the private sector is scarce. When private operators report on 
environment, expenditure data are often not included. Therefore, it would be important to 
improve EPE data collection from the private sector to be able to assess their contribution 
to financing for environment. 

• Recording environmental expenditure in a central database in a comprehensive and 
uniform format is relevant, as this can serve as a basis for monitoring compliance with EU 
legislation and addressing financing needs. 
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VI. International financial assistance for 
the environment  

This chapter presents levels and trends of total international financial assistance commitments 
(TEA) to the SEE region for the environment. International assistance covered in this section 
includes bilateral assistance, financial support from the European Commission (EC), and 
assistance from international financing institutions (IFIs).72 

a) Bilateral environmental assistance commitments 
(BEA) 

The total commitments for bilateral environmental assistance (BEA) to the analysed countries 
amounted to approximately EUR 700.8 million. From the analysis, it can be concluded that BEA 
increased over the analysed period. (See Chart 14 below.) Of the total BEA, 75.2 percent (EUR 
527.2 million) was in the form of grants, and 24.8 percent (EUR 173.7 million) was in the form 
of loans. It is interesting to note that overall bilateral assistance to the region is decreasing 
(SEERECON 2007). 

Chart 14.: Bilateral environmental assistance to SEE, 2001 to 
2005 
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Distribution of BEA among beneficiary countries 

In absolute terms, the highest committed BEA was directed to Serbia and Montenegro including 
Kosovo (territory under interim UN administration) (EUR 221 million or 32 percent of the total 
share) and the lowest committed BEA went to Croatia (EUR 66 million or 9 percent of the total 
share). Most countries show a rising BEA trend, except Croatia (falling) and Bosnia and 
Herzegovina (stagnant). When looking at the share of bilateral assistance (both as percentage of 
GDP and per capita), the highest share was received by the former Yugoslav Republic of 

                                                           
72 For methodological issues relating to geographical, sectoral and data scoping, data sources, and 
presentation of findings, please refer to Chapter 2 and Annex V. 
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Macedonia (0.72 percent of GDP, or EUR 14.98 per capita) and the lowest by Croatia (0.05 
percent of GDP, or EUR 2.96 per capita).73 

 

Chart 15.: Bilateral environmental assistance as percent of 
GDP and per capita  
in SEE, 2001-2005 
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Source: Authors’ calculation from OECD CRS data. Figures for Serbia and Montenegro include 
Kosovo (territory under interim UN administration). 
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Distribution of BEA commitment by environmental sector 

As can be seen in Chart 16, the majority of bilateral environmental assistance was directed to the 
water sector (65.5 percent),74 followed by renewable energy (10.8 percent), environmental policy 
(5.5 percent), and solid waste management (3.3 percent). 

Chart 16.: BEA to the SEE region by environmental sector 
(expressed as percentage) 

 

 

Source: Authors’ calculation from OECD CRS datasets. 
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73 Please note that the source data did not contain separate BEA data for Serbia and Montenegro including 
Kosovo (territory under interim UN administration). Therefore (because of different GDPs in each 
country/entity), separate BEA per GDP values for these countries/entities could not be calculated. 
74 For water supply and sanitation, 44.8 percent, and 20.7 percent for water resources management. 
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Commitments of bilateral environmental assistance (BEA) by 
donor countries 

As can be seen in Chart 17, the major donor for the environment for the analysed beneficiary 
region was Germany, with a 42 percent share, followed by Japan (15 percent), Norway (6.4 
percent), the U.S. (4.7 percent), the Netherlands and Switzerland (4.6 percent each), and Italy (4.4 
percent).  

Chart 17.: Share of environmental assistance by top seven 
donor countries,  
2001-2005 (expressed as percentage) 

 

 

Source: Authors’ calculation from OECD CRS datasets. 
Note: Does not include EU assistance. 

 
The top three donor countries were Germany, Japan and Norway. Total BEA from Germany to 
the region between 2001 and 2005 was EUR 267.9 million. The trend is rising, from 35.2 million 
in 2001 to 69.4 million in 2005. Most of Germany’s BEA to the region was directed towards the 
water sector (70.8 percent)75 and the energy sector (21.4 percent).  

Total BEA from Japan to the region between 2001 and 2005 was EUR 95.7 million.76 The trend 
is rising, from EUR 5.1 million in 200277 to EUR 6.6 million in 2005. Most of Japan’s BEA to 
the region was directed also towards the water sector (87.8 percent),78 followed by the energy 
sector (10.3 percent).  

                                                          

Total BEA from Norway to the region between 2001 and 2005 was EUR 40.9 million. The trend 
is falling, going from EUR 9.4 million in 2001 to EUR 6.3 million in 2005. Most of Norway’s 
BEA to the region was directed towards the water sector (76.3 percent)79 and environmental 
policy (14.1 percent). 

 
75 For water supply and sanitation, 63 percent, and 7.8 percent for water resources management. 
76 In 2003, Japan made an outstandingly high investment (loan) of EUR 71.7 million (constant 2004) into a 
river development project in the former Yugoslav Republic of Macedonia, the Zletovic project. All other 
EA from Japan in the analysed period was in the form of grants. 
77 Source data until 2002 do not include data on technical cooperation components.  
78 For water resources management, 74.9 percent, and 12.9 percent for water supply and sanitation. 
79 For water supply and sanitation, 60.1 percent, and 16.2 percent for water resources management. 
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b) EC environmental assistance commitments (EC 
EA) 

The EC was analysed separately from bilateral donors in order to be able to assess the 
enlargement and acquis harmonisation effect on the distribution of EC EA among different 
environmental sectors, and to compare sectoral distribution between EC and country donors.80 

Total EC environmental assistance to the region and trends  

The EC’s total environmental assistance committed to the region was EUR 226.40 million over 
the analysed period, and showed an increasing tendency (see Chart 18). 

Chart 18.: Yearly commitment of EC environmental aid to the 
region in millions of euros, 2001-2005 
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Source: Authors’ calculation from EAR and EC delegation country offices, and EC 2006f. 
Notes: Data includes Regional CARDS assistance (EUR 7.7 million in 2003; EUR 4.1 million in 2004). 
Figures for Croatia in 2005 includes ISPA EA commitment of EUR 12.3 million. 
 

 

Distribution of EC EA among beneficiary countries 

As shown in Chart 19, in absolute terms the highest EA from the EC was directed to Kosovo 
(territory under interim UN administration) (EUR 66.1 million),81 closely followed by Serbia 
(EUR 65 million); the lowest amount was channelled to Montenegro (EUR 8.9 million). Serbia 
received exceptionally high EC EA in 2004 of EUR 46.5 million.82 

 

                                                           
80 Data on EC EA includes CARDS EA for each country, regional CARDS EA, and ISPA. Within the time 
and geographical scope of this study, ISPA assistance to Croatia started in 2005 with ISPA EA 
commitment of EUR 12.3 million for the water supply and sanitation sector. For the 2007-2013 period, 
pre-accession assistance is streamlined under the new Instrument for Pre-accession Assistance, which 
replaces the Phare, ISPA and SAPARD instruments, as well as CARDS and the Turkey pre-accession 
instrument.. 
 
81 Kosovo (territory under interim UN administration), received exceptionally high EC EA in 2001 (EUR 
25.7 million, most of which was committed for regional and local waste management infrastructure) and in 
2003 (EUR 24.25 million, most of which was committed for irrigation rehabilitation projects, i.e. for the 
water resources management environmental subector). 
 
82 Of this sum, EUR 33 million was committed to Obrenovac and Kostolac power plant air pollution 
abatement measures, and EUR 13.5 million was committed to medical waste management. 
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Chart 19.: EC environmental assistance to SEE 
countries/entities in millions of euros, 2001-2005 
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Source: Authors’ calculation from EAR and EC delegation country offices, and EC 2006f. 
Notes: Data includes regional CARDS assistance (EUR 7.7 million in 2003; EUR 4.1 million in 2004). 
Croatia includes ISPA EA commitment of EUR 12.3 million in 2005. 
* Kosovo (territory under interim UN administration) 
 

EC EA as percentage of GDP and per capita 

The highest share of environmental assistance was directed to Kosovo (territory under interim 
UN administration) (0.662 percent, or EUR 5.3 per capita), followed by Montenegro (0.117 
percent, or EUR 2.7 per capita). When expressed in per capita terms, the lowest share was 
received by BiH (EUR 0.874 per capita); as a percentage of GDP, the lowest level (0.024 percent) 
was directed to Croatia. (See Chart 20.)  

Chart 20.: Average EC EA as percentage of GDP, and euros per 
capita, 2001-2005 

  
Source: Authors’ calculation from EAR and EC delegation country offices, EC 2006f, IMF, and OECD 
data. 
Notes: Data include CARDS national assistance. Figures for Croatia include EUR 12.3 million in ISPA 
EA in 2005. 
* Kosovo (territory under interim UN administration) 
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EC EA per sector 

When looking at the support received by the different environmental sectors, the highest share 
was channelled to environmental policy, which received EUR 72.4 million (32 percent), closely 
followed by solid waste management with EUR 60.3 million (26.6 percent), and pollution control 
with EUR 38.3 million (16.9 percent). The water sector received EUR 50.1 million (22.2 
percent),83 while renewable energy received EUR 4.7 million (2.1 percent). (See Chart 21.) 

Chart 21.: Sectoral distribution of EC environmental 
assistance to the region, 2001-2005 (expressed as percentage) 
 

 

Source: Authors’ calculation from EAR and EC delegation country offices, and EC 2006f. 
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c) Environmental assistance from IFIs (IFI EA) 
The scope of this section is to analyse environmental assistance of four IFIs active in the SEE 
region: the World Bank Group (WB Group); the European Bank for Reconstruction and 
Development (EBRD); the European Investment Bank (EIB); and the Council of Europe Bank 
(CEB) 

 

 

 

 

 

 

 

 

 

                                                           
83 For water resources management, 28.7 million, and 21.5 million for water supply and sanitation. 
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Chart 22.: IFI EA to analysed countries, 2001-2005 
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Source: Authors’ calculation from datasets obtained from IFI reports. 
Full line: Trend from 2001 to 2005; 

Total EA from the WB Group, EBRD, EIB and CEB amounted to EUR 617.2 million, and 
shows a slight decrease over the analysed period. Considering the share of total contribution, the 
WB Group contributed 39 percent, followed closely by EBRD at 35 percent, then EIB with 17 
percent, and CEB with 10 percent. Of the total IFI EA, 91.9 percent (EUR 567.2 million) was in 
the form of loans and 8.1 percent (EUR 50 million) was in the form of grants. When looking at 
the level of assistance by each IFI separately, the picture is diverse in terms of trends: EBRD 
assistance was generally falling, WB Group and CEB rising, and EIB made investments only in 
2003 and 2004. (See Chart 22.) 

When calculating the absolute levels of IFI EA per beneficiary country, it can be concluded that 
Croatia is the major beneficiary, receiving 40 percent of the total assistance, followed by Serbia 
and Montenegro including Kosovo (territory under interim UN administration) with 27.5 
percent, and Albania with 13.5 percent. The former Yugoslav Republic of Macedonia received 
10.6 percent and the smallest share, 8.4 percent, went to Bosnia and Herzegovina. (See Chart 23.) 

Chart 23.: IFI EA to Selected Countries, 2001-2005 (expressed 
as percentage) 
 

 
Source: Authors’ calculation from datasets obtained from IFI reports 
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The average IFI environmental assistance per capita for the analysed period was highest for 
Croatia (EUR 11.12 per capita) and lowest for Bosnia and Herzegovina (EUR 2.65 per capita). 
However, when looking at the assistance as a percentage of GDP, the greatest share went to the 
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former Yugoslav Republic of Macedonia with 0.32 percent of GDP, closely followed by Albania 
with 0.30 percent of GDP. (See Chart 24.)  

Chart 24.: IFI environmental assistance as percentage of GDP 
and in euros per capita, 2001-2005 
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Source: Authors’ calculation from datasets obtained from IFI reports. 
Note: average weighted for Serbia and Montenegro, including Kosovo (territory under interim UN 
administration). 

IFI EA by environmental sector 

In terms of distribution of assistance between environmental sectors, the picture is more 
uniform. Receiving the greatest amount of assistance was the water sub-sector, especially water 
supply and sanitation. As Chart 25 shows, the majority of IFI EA was directed to the water 
sector (66 percent),84 pollution control (12 percent), solid waste management (8 percent), 
agricultural land resources (4.6 percent), and renewable energy (2.6 percent). 

Chart 25.: Sectoral distribution of IFI environmental 
assistance to the region, 2001 to 2005 (expressed as 
percentage) 
 

 

Source: Authors’ calculation from obtained datasets. 

 
                                                           
84 For water supply and sanitation, 50.7 percent, and 15.3 percent for water resources management. 
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d) Conclusion 
Distribution by years and trend 

Total international financial environmental assistance (TEA)85 commitments between 2001 and 
2005 for the analysed beneficiary countries was EUR 1.54 billion. The trend in the observed 
period rose. (See Chart 26.) 

Chart 26.: Total international financial environmental 
assistance commitments (TEA) to analysed SEE countries, 2001-
2005 
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Source: Authors’ calculation from findings presented in previous sections. 

Distribution by beneficiary countries 

In absolute values, Serbia and Montenegro including Kosovo (territory under interim UN 
administration) received the highest level of assistance, EUR 493.6 million. Croatia received EUR 
274 million, with Bosnia and Herzegovina receiving the least (EUR 138.3 million), as shown in 
Chart 27.86 

                                                           
85 By total international environmental assistance commitments to the region (TEA), we imply the sum of 
environmental assistance commitments from individual country bilateral donors (data obtained from the 
OECD CRS database), the EC (data obtained from EC and EAR country offices) and from the analysed 
IFIs (World Bank, EBRD, EIB and CEB). 
86 Please note that the source data (OECD CRS) for bilateral donors’ assistance did not contain separate values for 
Serbia, Montenegro and Kosovo (territory under interim UN administration), therefore the total environmental 
assistance is presented in aggregates.  
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Chart 27.: Total international financial environmental 
assistance commitments per beneficiary country, 2001-2005 
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Source: Authors’ calculation from findings presented in previous sections. 
Note: Figures for Serbia and Montenegro include Kosovo (territory under interim UN administration) 

 

TEA as percent of GDP and per capita 

The highest TEA as a percentage of GDP was received by Serbia and Montenegro including 
Kosovo (territory under interim UN administration) (7.51 percent) and the lowest by Croatia 
(1.31 percent).87 When expressed in per capita terms, the former Yugoslav Republic of 
Macedonia received EUR 112.04 per capita. The lowest amounts were directed to Bosnia and 
Herzegovina (EUR 36.11 per capita).88 (See Chart 28.) 

Chart 28.: TEA as a percentage of GDP and in euros per capita 
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Source: Authors’ calculation from findings presented in previous sections.  
Notes: Figures for Serbia and Montenegro include Kosovo (territory under interim UN administration). 
Individual country values do not include CARDS Regional assistance. Total average includes CARDS 
regional assistance 

                                                           
87 Source data for bilateral donors’ assistance did not contain separate values for Serbia, Montenegro and 
UNMIK. Thus the TEA as percent of GDP is calculated for the three entities together.  
88 Please note that the source data (OECD CRS) for bilateral donors’ assistance did not contain separate values for 
Serbia, Montenegro, and Kosovo (territory under interim UN administration), therefore the total environmental 
assistance is presented in aggregates.  
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Distribution by donor/lender groups 

Bilateral donors committed approximately EUR 701 million (45 percent), the EC provided EUR 
226 million (15 percent), and IFIs provided 40 percent (EUR 617 million) of total environmental 
assistance (TEA). EC and individual country bilateral donors together provided 60 percent (EUR 
927 million). Individual country bilateral donors provided 25 percent (EUR 174 million) of BEA 
in the form of loans, while IFIs provided 8 percent (EUR 50 million) of their EA as grants. 
Therefore, the balance between loans and grants of the TEA is 48 percent loans (EUR 741 
million) and 52 percent grants (EUR 803 million). 

Distribution by environmental sectors  

Total financial environmental assistance commitments (EA) for the selected beneficiary countries 
between 2001 and 2005 were directed mainly towards the water sector (EUR 914 million, or 60 
percent of total share89). Solid waste management placed second (EUR 129.9 million, or 9 
percent). Following these were pollution control (8 percent), environmental policy (7 percent), 
and renewable energy (6 percent). (See Chart 29.) 

Chart 29.: Share of total foreign environmental assistance by 
environmental sector 
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Source: Calculated from findings presented in previous sections 

 

Sectoral priorities by groups of donors/lenders: 

The EC focused its assistance on the policy aspect (which includes institutional and legal issues) 
of environmental protection in the context of the EU enlargement and neighbour policies and 
legal acquis approximation. The water sector was the highest priority for both IFIs and bilateral 
country donors, which fits into their international development agendas. Apart from the water 
sector (with an emphasis on water supply and sanitation), IFIs also focused on pollution control 
and solid waste management as the sectors with highest returns. Bilateral donor countries also 
put high priority on renewable energy, which might be related to the fact that the two largest 
donors – Germany and Japan – highly prioritise sustainable energy and climate change in their 
strategic and international policy agendas. 

                                                           
89 For water resources management, 18 percent, and 42 percent for water supply and sanitation. 
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VII. Analysis of financial mechanisms  
This chapter presents an overview of financial mechanisms used for channelling assistance to 
environmental projects. It presents the experiences of the SEE countries in using these 
mechanisms and presents new mechanisms which could be applied in upcoming years.  

a) Grants assistance 
Channelling assistance for environmental improvements in the form of grants remained the 
dominant financial mechanism in use in the SEE region, by both the domestic public sector and 
international donors.  

Domestic public sector support 

In the EU accession process of the SEE countries, implementation and enforcement of adopted 
environmental legislation creates a demand for mobilising financial resources.90 The experience 
of the new EU member states shows that the majority of needed financial resources must be 
generated through domestic sources of finance. The demand for mobilising financial resources 
reflects the willingness of polluters and users of environmental resources to pay for investments 
needed to reduce the pollution in accordance to the polluter pays principle.  

Usually, the demand is created in two sectors, enterprises and municipalities. State- or private-
owned enterprises invest in pollution prevention, treatment and control of their companies. 
Municipalities primarily invest in municipal services provision through infrastructure 
development for water supply, wastewater treatment, solid waste management and district 
heating that should ultimately be paid by end users through service charges and fees. It is 
generally accepted that environmental policy instruments, such as economic instruments, should 
provide incentives for enterprise investments, and that enterprises should use their own resources 
according to the polluter pays principle. Municipality investments are linked to national policy 
goals, and the polluter pays principle is implemented through applying charges on the service 
users. 

Traditionally, public sector environmental expenditures depend on three sources of domestic 
finance: local government revenue, transfers from central government budgets, and 
environmental funds. In most of the countries, municipalities face a need for major reforms of 
their budgets and operations to be able to support environmental improvements and ensure that 
operational and maintenance costs are covered. Full application of the polluter-pays principle is 
additionally limited by affordability problems. Transfers from central government budgets no 
longer exist in most SEE countries as a result of the decentralisation process. Therefore, public 
budgets in the short term and medium term will have an essential role in financing rehabilitation 
and capital investments and in providing social protection to overcome affordability problems 
while facilitating access to credits. Experience from the new EU member states shows that the 
existence of an effective public domestic financing mechanism for environmental improvements 
supports the implementation of environmental projects in a very efficient way. 

The SEE countries are in the process of establishing environmental financing mechanisms. One 
of the possibilities is a creation of an environmental fund or expenditure programme for which 
revenues are generated mainly through economic instruments and are earmarked for 
environmental purposes. From a public finance perspective, earmarked economic instruments 
can result in inefficient use of public resources over the long term. However, due to the legacy of 
environmental problems arising from past practices in the region and the imperfections of 
markets and institutions in transition countries, environmental funds are regarded as useful 
transition instruments if managed efficiently and effectively. The SEE countries often struggle 
with establishment of such support mechanisms. The situation in relation to the status of 
                                                           
90 See Chapter IV on investment needs. 
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domestic public environmental financing mechanisms in SEE is presented in Annex VI. To 
summarise, at present, development of domestic environmental financing mechanisms in the 
SEE is in its early stages. There are very positive developments, such as the Croatian and Serbian 
Fund becoming recently operational and the preliminary work in Bosnia and Herzegovina and 
Montenegro on establishment of environmental funds. In cases of scarce public funds and 
continuous competition with socioeconomic needs and priorities, the introduction of specific 
well-targeted expenditure programmes can be seen as a way to efficiently use these limited 
resources. As is often the case, ministries of finance, following IMF guidance, have hindered 
ministries of environment in their efforts to establish environmental financing mechanisms. The 
rationale behind this approach stems from the common fear that these instruments will lack 
sound expenditure management. Therefore, special attention should be paid to following good 
practices in developing environmental expenditure programmes as presented in Box 1.  

 
Box 1.: Good practices in developing environmental expenditure 
programme91

 

Developing environmental expenditure programme should be conducted in the following steps:  
• Define the priority environmental objective. Ensure that it is specific, measurable, 

realistic and time-bound. 
• Determine if public expenditures are necessary to achieve these objectives. If not, use 

other policy instruments, such as permits or taxes to achieve environmental policy 
objectives, saving public money for other uses.  

• Define the approach to project identification and prioritisation. Selection of the best 
projects which will achieve the expenditure programme’s objectives is crucial to the 
success of the programme.  

• Define sources of funds, the size of the financial envelope and an expenditure 
programme. An expenditure programme should be an integral part of a larger 
environmental programme aimed at achieving specific priority objectives. It should 
include, among other items, specific objectives, cost estimates, description of eligible 
project types and beneficiaries, terms of financing, procedures, principles and criteria of 
project appraisal and selection, procurement rules, timeframe, and indicators of 
performance.  

• Select the best institutional arrangement for managing the expenditure programme. 
Simple expenditure programmes (e.g. education) may be managed directly by assigning 
additional responsibilities to existing government institutions at different levels. For 
larger programmes that involve financing capital investments, special institutional 
arrangements may be required. Various implementing agencies may be appointed.  

• Contract and control an implementing agency to manage the expenditure programme.  
o Check to see that environmental effectiveness is achieved.  
o Check to see that prudent fiscal practice is followed.  
o Check to see that management is carried out efficiently.  

 

State Aid  
When considering public assistance to environmental projects, rules for assistance to the private 
sector must be established. In this respect, the rules on provisions of state aid are the guiding 
provisions of such assistance. In light of transposition of EU legislation, the issue of state aid is 
becoming relevant for the SEE countries. Public support of private entities is usually restricted 
and strictly monitored. According to OECD (1974), environmentally motivated subsidies are 
deemed as not violating the polluter-pays principle when: 

 

                                                           
91 OECD 2003, Good Practice of Public Environmental Expenditure Management in Transition 
Countries.  
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• they do not introduce significant distortions to international trade and investment; 

• they are limited to sectors which would otherwise have difficulty complying with 
environmental requirements; and 

• they are limited to a well-defined transition period and adapted to the socioeconomic 
problems associated with implementation of a country’s environmental policy. 

In Albania for instance, the State Aid Law and related decisions were adopted in 2005 and the 
necessary technical-administrative bodies were also established. The legislation entered into force 
in 2006. Support for environmental projects is not mentioned explicitly, but general rules also 
apply to this kind of project. In the former Yugoslav Republic of Macedonia, the State Aid Law 
was passed in 2003.92 At present, no state aid regulations are in place in Bosnia and Herzegovina, 
Serbia, and Kosovo (territory under interim UN administration).  

Box 2.: Specific provisions formulated for environmental 
protection activities in the Croatian Act on State Aid 
The Croatian Act on State Aid (O.G. 47/2003) and the Regulation on State Aid 
(O.G.121/2003) prescribe assistance for the following environmental protection activities: 
 

• remediation of polluted areas (100 percent of eligible costs, calculated as cost of labour 
minus increased land value) if the person responsible for pollution is unknown or costs 
cannot be imposed upon that person; 

• current activities, if they significantly contribute to environmental protection; 
• with adjustment to new obligatory environmental standards by small and medium-sized 

enterprises (SMEs), up to 15 percent of eligible costs in the period up to three years 
from the acceptance of standards; 

• achievement of a higher level of environmental protection than is determined by 
obligatory standards or investment in environmental measures for the period in which 
obligatory standards did not exist, to maximum of 30 percent of eligible costs to large 
enterprises, and to 40 percent of eligible costs to SMEs; and 

• for energy efficiency and the production of electrical and thermal energy, and for 
renewable sources of energy, up to 40 percent of eligible costs to big enterprises, and 
up to 50 percent of eligible costs to SMEs. 

 

Money from privatisation  
Money from privatisation to be allocated to environmental projects might become a very useful 
financial resource. Recently there have been preliminary attempts in SEE to introduce such 
schemes. For example, in Serbia there is the National Investment Plan (NIP), a programme 
which the government established in 2006 with resources from the privatisation of 
telecommunications and which foresees the funding of public infrastructure projects (including 
environmental infrastructure) from privatisation revenues during the period 2006-2011. Another 
example is from the former Yugoslav Republic of Macedonia, where EUR 140 million was 
allocated for public investments from the privatisation of Macedonian Telecommunications. Of 
this amount, EUR 3.250 million was allocated through the Ministry of Environment and Physical 
Planning to environmental sector, going to the Dojran Lake project and construction in the 
industrial complex for collection and maintenance of hazardous waste, and around EUR 17 
million through the Ministry of Local Self-Government (around 68 projects were supported in 

                                                           
92 The State Aid Law (Official Gazette of the RM 24/03) was followed by three implementing regulations 
in December 2003: On Establishing the Conditions and Procedure for Allocating/Granting Regional Aid; 
On the Manner and Procedure of Submitting the Report to the Commission for State Aid And Assessment 
of the State Aid; And on Establishing the Conditions and Procedures for Allocation of Aid for Remedial 
and Reconstruction of Enterprises Having Difficulties. The Law was amended in 2006 (Official Gazette of 
the RM — 70/06). 
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the area of water supply and sewage systems). This option could be further investigated by other 
SEE countries that are still in the process of privatisation.  

Debt for environment swap 
Utilising the opportunity of the debt-for-environment swap might be an important source of 
additional financial resources. In Europe, this mechanism is in operation in Poland and Bulgaria. 
Until now, no SEE country has taken steps toward establishment of such an instrument. Many of 
the countries have the legal possibilities to create such an instrument, but none have become 
operational yet. For example, in the former Yugoslav Republic of Macedonia, the Ministry of 
Environment and Physical Planning (MoEPP) has considered the use of debt swap as a financial 
mechanism to be invested in environmental and sustainable development activities.  

International sources of grant support  

The most significant international sources of grant support include assistance from the EU, 
assistance from bilateral donors and cooperation initiatives of the donor community.  

Grant assistance from the European Union 
Financial assistance from the EU to the SEE countries in the period 2000-2006 was provided 
mainly through the Community Assistance for Reconstruction, Development and Stabilisation 
(CARDS) programme. CARDS supported both national projects and regional initiatives. The 
CARDS programme was established to streamline aid to support the Stabilisation and 
Association Process (SAp) in the SEE countries and implementing the Stabilisation and 
Association Agreements (SAAs). Support for environmental projects is integrated not only under 
environment and natural resources priority sectors, but also under democratic stabilisation and 
human rights, which includes returning refugees, economic and social development with local 
infrastructure development; and administrative and capacity building with public administration 
reform. The CARDS instrument was primarily designed to support institution building to 
improve governance, legislation and, to a lesser extent, investments. CARDS assistance is 
provided in the forms of contract for service, supply and work through tenders or via calls for 
proposals. The analyses of financial allocations of the CARDS instrument in the environmental 
sector can be found in Chapter VI.  

The EC also provides support to large-scale infrastructure projects in environment and transport 
sectors in candidate countries. In the SEE region, the ISPA fund was opened for Croatia in 
January 2005. The Croatian national ISPA environmental strategy includes priority projects for 
ISPA co-financing in the waste, water and air sectors. Examples of projects receiving ISPA co-
financing include the Bikarac Regional Waste Management Centre, Phase 1; and the Karlovac 
Water and Wastewater Programme. 

From 2007, the IPA instrument will replace CARDS, PHARE, ISPA, SAPARD and some other 
programmes.93 The IPA instrument will also be available for environmental projects, with 
different opportunities available for candidate countries; potential candidate countries94 will be 
eligible for fewer IPA components. However, there is no separate IPA component for the 
environment, and environmental projects will be financed primarily through a regional 
development component in EU candidate countries.  

The integration of environmental concerns into the different components will depend on the 
beneficiary country. At present, the SEE countries are in the process of preparing programming 
documents for IPA. For example, environmental infrastructure projects in Croatia will receive 
support under the IPA III component of regional development. Assistance will be focused on 
two priorities: development of waste management infrastructure for establishing an integrated 
waste management system in Croatia, and protection of Croatia’s water resources through 

                                                           
93 <ec.europa.eu/enlargement/index_en.htm> as of June 21, 2007. 
94 Potential candidate countries are Albania, Bosnia and Herzegovina, and Serbia and Montenegro. 
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improved water supply and wastewater integrated management system. Similarly, in the former 
Yugoslav Republic of Macedonia, the environmental sector will benefit from the IPA regional 
development component in the areas of waste management measures; water supply; urban 
wastewater and air quality; rehabilitation of contaminated sites and land; energy efficiency; and 
renewable energy. In Serbia, IPA priorities in the area of environment include support for the 
approximation and implementation of environmental legislation and related strategies; support 
for environmental authorities at all levels in project preparation, management, planning, 
permitting, inspecting, and monitoring; support for local infrastructure investments, including 
environmental information systems, solid waste, regional land, water and sewage; and support for 
participating in environmental networks, including the European Environmental Agency.  

Grant assistance from bilateral donors 
There are many bilateral donors active in the SEE region who provide grant assistance to 
environmental projects. For analyses of financial allocations, sectors, and key donors, see Chapter 
VI. Assistance from bilateral donor countries is available for a wide range of purposes, including 
environmental policy support and institutional reforms. With regard to environmental 
investment, such assistance plays a relevant role in financing project preparation and contributing 
capital investment. In this way, the leverage of the grant is increased while reducing the amount 
of co-financing that project proponents must ensure. Bilateral donors usually have well-defined 
priorities and clear policy targets into which the proposed project should fit. Nevertheless, the 
key constraint to the use of this source of funding is its limited availability. Bilateral donors 
typically allocate assistance to capacity-building projects and technical assistance. Apart from 
traditional donor countries of old EU member states, the role of new member states changed in 
2004 from that of recipient to donor country after accession to the EU. These countries are 
increasingly taking part in assistance programmes in SEE countries: As an example, Slovakia, 
Slovenia and Czech Republic provide support through the Regional Environmental 
Reconstruction Programme (REReP). 

b) Loans 
Loans for environmental improvements are becoming an increasingly important source of 
financing in the SEE region. International financing institutions are the main source of so-called 
“soft loans,” i.e. loans provided at lower-than-commercial interest rates. IFIs offer a wide range 
of financial products such as loans, guarantees, equity finance, and may finance capital 
investment costs as well as project preparation costs such as feasibility studies. Investment loans 
are provided under strict eligibility conditions to large-scale projects with proven economic 
viability. The most significant IFIs for the SEE region are: the European Bank for 
Reconstruction and Development; the European Investment Bank; the Council of Europe 
Development Bank and the World Bank.95 Increased harmonisation of environmental principles, 
practices and standards associated with the financing of projects among IFIs can be expected 
through introduction of the European Principles for the Environment (EPE). Through this 
common EU approach, the financing institutions will promote responsible stewardship and 
provide a consistent and visible mechanism for engaging with project sponsors in addressing 
environmental issues. In return, this will allow financing institutions to better manage credit and 
project risk related to the environment. The EPE signatories are the EBRD, EIB, the Council of 
Europe Development Bank, the Nordic Environment Finance Corporation and, the Nordic 
Investment Bank.  

Commercial banks might also provide loans to environmental projects. Nevertheless their 
support to environmental projects is very limited at present in SEE. More often they work as 
intermediaries of international financing institutions. 

                                                           
95 The comprehensive analyses of IFI mechanisms of support to the SEE region were done in the frame of 
the Priority Environmental Investment Programme and can be found in a publication Targeting the 
Environmental Investment Challenge in the SEE, REC 2005. 
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Box 3. CEB financing improvements through commercial banks 
CEB’s cooperation with the banking sector is increasing in the region. Four on-lending schemes 
have been developed. In the first case the state acts as borrower or guarantor providing a 
sovereign guarantee and then on-lends through the banking sector. In the second case, the CEB 
funds commercial banks directly without a sovereign guarantee. Another scheme is when CEB 
funds an EU financial institution which subsequently finances projects in SEE. One example of 
this is the Municipal Finance Facility that supports municipal infrastructure projects in SEE 
countries such as Croatia via the KfW Bank Group. According to the fourth on-lending 
mechanism, an EU financial institution can borrow directly from CEB, then lending on to 
subsidiaries or an associated bank located in an SEE country (such as Croatia Montenegro or 
Serbia) to finance the project. The above-mentioned operations are subject to credit risk analysis 
by CEB. Whenever necessary, additional guarantees are set up in order to prevent solvency 
risks. 

 

In some cases, bilateral donors also offer soft loans; one example in the SEE region is KfW, 
currently active in providing soft loans. 

Box 4. KfW providing grants and loans in the SEE region 
The KfW Group finances environmental projects of different types through its various brands 
(e.g. the CDM mechanism, CO2 emission avoidance, export and project finance of wind parks, 
sewage plants or solid waste projects, decontamination and de-mining) for private and public 
clients worldwide. 
In the SEE region especially, KfW Development Bank, acting as an official agent for financial 
cooperation of the German government, is intensively engaged in the environmental sector. 
KfW Development Bank supports all countries in the SEE region in the water and energy 
sectors, in protection of natural resources and in the promotion of SMEs. 
Together with the local final beneficiaries and the project-executing agencies, individual projects 
are prepared by master plans, feasibility studies, and environmental impact assessments. The 
project preparation is financed through grants. Where necessary, capacity development and 
training programmes, or consulting services to support the operation of sector reforms, or 
specialised short-term consulting supplement the investments. For the investments, different 
instruments ranging from grants to promotional loans are applied depending on the capacities 
of the borrower and/or project. Small projects are usually grouped into a programme. KfW also 
provides loans to local banks which in turn provide loans for environmental projects. Moreover, 
guarantees and local currency loans have already been extended. 
In conclusion, each project is tailored according to the needs of the parties involved. 

c) Donors’ community cooperation initiatives and 
mechanisms 

In addition to assistance from individual countries and institutions, the donors’ cooperation 
initiatives can be observed in the SEE region. The most important initiatives are presented 
below. 
• The Regional Environmental Reconstruction Programme (REReP), initiated by the 

ministers of environment of SEE countries. The programme reflects SEE governments’ 
commitment to integrate environmental considerations into the regional reconstruction 
process. Within its framework, the donor community provides funding for specific projects 
in environmental priority areas.96 

                                                           
96 For more information about REReP, see <www.rec.org/REC/Programs/REREP/>. 

Environmental Financing Trends in South Eastern Europe: 2001-2005  
 

52

http://www.rec.org/REC/Programs/REREP/


  

• The DABLAS task force. DABLAS’s aim is to address water-related pollution through 
investments in the Danube and Black Sea regions’ infrastructure projects. The DABLAS 
task force provides a platform for cooperation between IFIs, donors and beneficiaries to 
protect water and water-related ecosystems. The secretariat operates within the Directorate 
General (DG) Environment of the European Commission. The task force gathers the 
beneficiary countries, the Black Sea Commission, the International Commission for the 
Protection of the Danube River, IFIs, interested EU countries, other bilateral donors, 
regional and international organisations and the civil society. The task force manages a 
priority list of investment projects.97  

• The Danube Investment Support Facility (DISF), an initiative funded by the EC CARDS 
programme to facilitate IFI financing of priority water pollution abatement projects and 
other high-impact environmental projects in the Danube Basin. It operates in the central 
Danube Basin, specifically in Bosnia and Herzegovina, Croatia, and Serbia and 
Montenegro. DISF facilitates cooperation between IFIs and CARDS in the identification 
and preparation of environmental investment projects for IFI financing. Should the project 
be chosen by IFIs and have potential for financing, the DISF then proceeds with project 
preparation activities such as developing a feasibility study and other studies.98 

• The Infrastructure Steering Group (ISG), a cooperation initiative of the EC and IFIs 
focusing on infrastructure projects selection and preparation. The ISG consists of the EC, 
WB Group, EBRD, EIB, CEB and the Office of the Special Coordinator of the Stability 
Pact. The main objective of the ISG is to facilitate development of regional infrastructure 
in SEE. The ISG works through screening submitted regional infrastructure project 
proposals; selecting projects of strong regional impact, consulting with possible donors, 
and assisting in matching financial products with selected projects; involving the private 
sector; facilitating project implementation; and supervising development of appropriate 
institutional, regulatory and sectoral frameworks in SEE. Priority environmental sectors are 
water supply, wastewater, river basin management and general environmental protection.99  

• The UNEP Finance Initiative, an initiative for commercial banks willing to support 
environmental projects and incorporate environmental considerations into financing 
practices. To date, UNEP FI encompasses over 160 signatory institutions from 45 
countries. As regards the SEE region, the Task Force for Central and Eastern Europe was 
established in 2004. Its activities are currently directed at the development of internal risk 
management procedures to accommodate risks deriving from environmental projects.100 

• The Project Preparation Committee (PPC), which was established in 1993 with the 
principal goal of facilitating the identification, preparation and implementation of 
environmental investment projects in Eastern Europe, the Caucasus and Central Asia 
(EECCA). The PPC secretariat is located at the EBRD in London and other PPC officers 
are located in IFIs. The PPC coordinates investment efforts in the regions and facilitates 
networking between the stakeholders. In addition, the committee also conducts capacity-
building workshops and provides access to good practice, know-how documents and case 
studies. In the SEE, the PPC serves Albania, Bosnia and Herzegovina, Croatia, the former 
Yugoslav Republic of Macedonia, Montenegro and Serbia.101  

                                                           
97 For more information about the DABLAS task force, see < 
ec.europa.eu/environment/enlarg/dablas/index_en.htm>. 
98 For more information, see <www.danube-isf.com/index.htm>. 
99 For more information, see <www.seerecon.org/infrastructure/>. 
100 For more information, see <www.unepfi.org>. 
101 For more information, see <www.ppcenvironment.org/ppcdefault.aspx>. 
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• The Municipal Finance Facility, established in cooperation between the EC and the EBRD. 
The EC allocated EUR 1.7 million for the establishment of the facility to assist small 
municipalities in reconstruction and infrastructural investment. The main focus was 
strengthening the organisational and financial structure of local utilities and cities in SEE. 
In 2002-2003, the finance facility focused on Croatia and Serbia as pilots, with support 
extended to other SEE countries in 2004-2005. The facility was managed by the EBRD and 
the EC was present in the steering committee as a supervisor. The EBRD developed 
criteria for loan application and provided loans to selected municipalities to finance priority 
water, wastewater, urban transport, solid waste and district heating infrastructure projects. 
The loan had to be co-financed by municipalities’ own sources. 

 
Box 5. Upcoming donor cooperation initiatives 
There are three upcoming initiatives which would assist SEE countries: 
 

• The Environment Project Preparation Facility (EPPF) has been established to prepare 
municipal infrastructure projects in water, wastewater, solid waste and air pollution. 
The EPPF is currently in the process of developing a project pipeline with help of 
relevant IFIs. The target is to deliver complete pre-investment documentation in the 
form of economic feasibility studies and tender documentation for construction work. 
The EPPF has resources of EUR 1.8 million and will be operational for two years 
starting from October 2006.  

• The Project Preparation Facility for Infrastructural Investments in the Western 
Balkans is scheduled for launch by the EC by mid-2007. The facility will cover all 
infrastructural sectors — energy, environment and transport — for all SEE countries. 
The project will fund preparation of feasibility studies for investment projects under 
consideration for IFI financing. It is expected that project will deliver 20-25 studies 
with a budget of EUR 10 million.  

• Croatia will additionally benefit support for investment preparation under the 
DABLAS task force. The EC expects to launch an investment support facility by mid-
2007 focused specifically on projects identified through DABLAS task force.  

 
Donors’ coordination initiatives play a very important role in increasing the efficiency of 
assistance provided to the region and in assisting the countries to promote projects for assistance.  

d) Private sector involvement in financing 
Involvement of the private sector acting in financing environmental improvements can be 
analysed from four perspectives: 

• private companies becoming involved in public private partnerships for environmental 
projects; 

• private companies/industries investing in environmental improvements; 

• private companies getting involved in equity finance; and  

• commercial banks financing environmental and environmentally-related projects.  

The private sector’s role in environmental infrastructure 
development and operation  

Private sector involvement in infrastructure projects in the form of public private partnerships 
(PPP) is in the initial stage of development in SEE. Various ways of involving the private sector 
in the environmental infrastructure can bring many benefits to the public sector such as 
additional staff, investment capital, expertise in project preparation, management and 
implementation, and access to new technologies. Involvement may take the form of technical 
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assistance, turnkey contracts, operating contracts or full privatisation. The involvement of the 
private sector in public infrastructure development and management is often hindered by a lack 
of relevant legislation which would regulate such ownership or involvement. The main types of 
risks for private sector involvement in SEE include the inadequacy of the legal framework; the 
lack of tendering and contracting capacity; the lack of public sector experience in cooperating 
with the private sector; the lack of willingness of private investors; and affordability constraints. 
In the future, a significant increase in private sector involvement can be expected in parallel with 
achieving macroeconomic stabilisation and development of a regulatory framework. Some 
successful examples may already be observed, such as the TESLA plant that has taken a loan 
from IFC to upgrade technology in their smeltering plant in order to have the capacity to recover 
and recycle car batteries in Bosnia and Herzegovina, and the wastewater treatment plant in 
Zagreb, Croatia. 

Changing approach of commercial banks 

The changing approach of the commercial banks toward environmental issues can be observed in 
many European countries. It has two aspects: From one side, commercial banks are paying more 
attention to socially- and environmentally-responsible investment, and from the other side they 
are introducing financial products accessible for environmental projects.  

The growing interest of commercial banks in responsible investment and sustainable finance can 
be seen in the recent signing of certain initiatives, the most important of which are the following. 

• The UN Principles for Responsible Investment (UN PRI),102 announced in April 2006. The 
banks commit themselves to the integration of environmental, social and governance issues 
(known as “ESG-inclusive investment”) into their investment decision making and 
ownership principles. 

• The Equator Principles were developed in 2003 and brokered by the IFC (the private 
sector arm of the World Bank Group) with a number of leading commercial banks. They 
apply to project financings with a total capital cost of USD 50 million or more. For projects 
that are considered more at risk according to IFC environmental and social screening, an 
environmental assessment which satisfactorily addresses a number of social and 
environmental concerns must be prepared. A revised set of guidelines, Equator II, was 
approved in 2006; the principles were enlarged to include requirements for labour 
conditions, community health, safety and security, and pollution prevention and abatement. 
The project threshold was also lowered to USD 10 million.  

• The European Principles for Environment for International Financing Institutions.  

                                                           
102 UNEP PRI can be found at <www.unpri.org>. 
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Commercial banks are also becoming increasingly interested in financing environmental and 
environmentally related projects. The main products offered by commercial banks are 
summarised in Box 6. 

Box 6. Products of financial institutions 
 
Private financial institutions can offer the following financial products. 

• Loans, which can be programmes lending to a government, public agency or utility, 
corporate finance to a private company or commercialised utility, or project finance for 
a specific project. 

• Retail and relationship banking, typical banking services such as offer of deposit and 
current accounts to individuals and small businesses, overdraft and loan facilities, and 
advice on financial affairs. 

• Bond purchase, either through the purchase of existing stock via market transaction, 
participation in initial public offerings (IPOs), or syndications (including those led by 
international banks enjoying preferred creditor status). 

• Equity holding, i.e. open market purchase, portfolio or direct investment, taking up or 
guaranteeing IPOs, and/or participation in venture capital and private equity funds. 

• Mezzanine finance, including convertibles and junior debt. 
• Guarantees, options and other derivatives. 
• Innovative products, e.g. microfinancing, ecosystem services. 
• Socially responsible and philanthropic activities such as community projects, green, 

ethical, water and environmental funds. 
 
In Croatia, several commercial banks provide loans for environmental projects (e.g. Zagrebacka 
Banka, HYPO Aple Adria Bank, HBOR). These support remediation of landfills and dump sites; 
promotion of prevention and reduction of waste production; protection and conservation of 
biological and landscape diversity; promotion of cleaner production; promotion of use of 
renewable energy sources; and promotion of sustainable construction and sustainable transport. 
The loans are intended for local and regional governments, communal companies, private 
companies, and natural persons. 

Sustainable foreign direct investment  

As presented in Chapter VI, the overall flow of foreign direct investment into the SEE region is 
growing. Building environmental and sustainability considerations into all aspects of foreign 
direct investments from the perspectives of an investor and recipient country is a challenge. It 
has been noticed that a new type of public-private partnership to promote sustainable FDI is 
beginning to emerge in which the public sector, as a provider of ODA, becomes involved in the 
investment.103 The main challenges in this area include balancing private sector interests with 
those of the aid agency when awarding ODA linked to FDI and also ensuring rigorous 
competitive assessment and full transparency in the bidding process while avoiding bureaucratic 
delays. Innovative fusions of ODA and FDI based on new forms of public-private partnerships 
could also act to reduce the political risk, and this could also be a catalyst for more private capital 
flowing into the SEE region.  

The role of equity finance  

Venture Capital 
Sustainability has become increasingly important in the financial services sector over the last 15 
years. Venture capital (VC) refers to equity investments made for the launch, early development, 
or expansion of a business. Venture capital can play a crucial role in helping innovative 
companies come to life, become profitable and reach “market” size. It is expected that the 
                                                           
103 Foreign Direct Investments: Financing Sustainability, June 19-20, 2002, Belgrade. UNEP. 
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amount of VC will increase in Europe over the next years. Several VC investors have begun to 
invest in companies with environmentally related products and/or services. According to a 
Eurosif study,104 EUR 1.25 billion has been committed in Europe in the form of venture capital 
for sustainability (VC4S).105 It is estimated that VC4S represent about 2 percent of the total 
European private equity market. The market of VC4S has grown steadily over the last five years. 
The amount of VC4S investments made in companies usually ranges from EUR 1 million to 
EUR 5 million and usually focuses on the earlier phases of company development; VC4S 
investment is primarily in environmental issues such as renewable energy, clean technologies, 
water, waste management and agriculture. The VC4S focuses on the following three areas. 

• Products that the portfolio company offers which may change the nature of the industry by 
increasing its sustainability, such as industries offering clean technology products. For some 
VC, the recent boom in renewable energies and clean technologies provided a strong 
motivation to invest in start-up companies offering such products. 

• Targeted economic impact of the portfolio company when located in depressed areas. 
Some VC sees opportunity in playing a role in the economic development of 
underprivileged communities through investing in start-ups from these areas. 

• Processes/internal operations utilised by the company with regard to sustainable 
management. Some VC requires implementation of sustainable business practices from 
companies into which they have invested. 

 
VC4S might represent a major opportunity for the SEE countries especially in relation to:  

• developing national markets of environmental products and services through VC4S 
investments in the development of environmental products of local companies; and 

• enhancing economic development of deprived areas through VC4S investments into local 
companies from such areas.  

 
Energy service companies 
Governments might facilitate development of specialised project management companies, e.g. 
energy service companies (ESCOs). The main aim of ESCOs is to increase the bankability and 
technical feasibility of energy efficiency projects owned by inexperienced and small project 
owners. ESCOs can specialise in packaging smaller energy efficiency projects, bundling 
procurement of goods across several projects and taking on project performance and credit risk. 
ESCO can be a mechanism to remove many commonly cited barriers to energy efficiency 
investments. New ESCOs often lack proper skills (e.g. corporate management; financial 
management and credit assessment; risk mitigation and management; sales) and therefore have 
limited credibility to potential customers and financiers. SEE countries often have limited equity 
markets and have few investors willing to create new companies and test new business types. In 
Albania, the law on energy efficiency promotes the establishment of ESCOs, but no such 
company has yet been established there. HEP ESCO Ltd. is the first energy service company in 
Croatia and is a member of the Croatian electricity distribution company, the HEP Group. HEP 
ESCO Ltd. is an implementing agency of the Croatian energy efficiency project and is the key 
creator of the market for energy efficiency projects. It develops, implements and finances energy 
efficiency projects based on market principles.  

 

                                                           
104 Venture Capital for Sustainability. Eurosif, 2007. 
105 VC4S can be defined as a specific area of venture capital in which profit objectives are supplemented by 
a mission which has direct impacts on sustainability (Eurostif). 
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e) Climate change-driven mechanisms 
The Kyoto Protocol to the United Nations Framework Convention on Climate Change from 
1997 is a response to the growing attention to climate change. Countries listed in Annex I (from 
the SEE region, only Croatia is in the Annex I list) are committed to individual, legally binding 
targets to limit or reduce their greenhouse gas emissions. Non-Annex I countries in SEE 
(Albania, Bosnia and Herzegovina, the former Yugoslav Republic of Macedonia, Montenegro 
and Serbia) have no GHG emission reduction obligations, but Kyoto flexible mechanisms allow 
them to benefit from investments into GHG emission reduction projects undertaken by Annex I 
countries. The protocol enables a range of opportunities to finance the abatement of GHG 
emissions. Flexible mechanisms, such as a clean development mechanism (CDM) or joint 
implementation (JI) might channel funds directly into GHG reduction projects.  

The most relevant mechanism for all SEE countries except Croatia is the CDM. CDMs aim to 
assist developing countries not included in Annex I in achieving sustainable development and to 
allow parties in Annex I to use emission reductions accrued from such projects to contribute to 
their compliance with reduction commitments under the Kyoto Protocol. An industrialised 
country invests in projects in a developing country and obtains credits known as certified 
emission reductions (CERs).  

The CDM is intended to provide specific benefits for developing countries, including transfer of 
clean technology, foreign direct investment, localised environmental improvements, and an 
income stream from the sale of tradable CERs. It is also intended to attract private sector 
involvement through investments in CDM projects from industrialised countries aimed at 
generating CERs. The potential market size for CERs from CDM projects is remarkable; 
according to the EU, an estimated 430 million tons of CO2 must be reduced annually in order to 
meet Kyoto objectives. This requires significant financial resources, but the involvement of the 
financial sector to provide project financing and/or insurance for CDM projects is currently 
rather low. This is due to the specific risk structure of CDM projects, institutional and legal 
barriers, and the complexity of CDM projects.106  

At present, activity in the CDM market is dominated by multilateral institutions (e.g. the World 
Bank) and national governments. Currently, no CDM projects are registered for the SEE 
countries,107 but preparatory work is being done apart from the process of Kyoto Protocol 
ratification.  

• Albania ratified the Kyoto Protocol in 2005 and can profit from the CDM mechanism. 
There are no registered CDM projects yet, but the World Bank BioCarbon Fund was 
approved by the Government of Albania in 2006 and has reached the validation stage. 
Albania has the potential for cost-effective reduction of greenhouse gas (GHG) emissions 
generated as a result of an outdated and inefficient energy sector; abundant, but relatively 
unexploited sources of renewable energy (solar and hydro); and the presence of several 
GHG-intensive industries, e.g. aluminium. Also, the country’s proximity to the European 
Union, electricity interconnection with European grids, and prospects for EU integration 
could create market advantages if Albania increases its capacity to deliver CDM projects. 
Another project, Building Capacity to Access Carbon Finance in Albania, funded by ADA 
through UNDP, is expected to start very soon. This project will help the government of 
Albania to develop its public and private sector capacities to access carbon finance in 
Albania by creating the legal and institutional framework for carbon finance, and by 
building in-country capacities for identification, implementation of and resource 
mobilisation for GHG-reduction projects eligible for CDM and other carbon market 
mechanisms. 

                                                           
106 Finance for Carbon Solutions, UNEP FI, January 2005. 
107 Based on the United Nations Framework Climate Change Convention website <www.unfccc.int>, 
which manages an inventory of CDM projects.  
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• Bosnia and Herzegovina and Serbia were expected to have ratified the Kyoto Protocol by 
July 15, 2007. 

• Croatia ratified the Kyoto Protocol in May 2007, and the implementing acts for setting up 
the procedures for projects regarding flexible mechanisms are expected to be developed in 
2008. 

• The former Yugoslav Republic of Macedonia ratified the Kyoto Protocol in November 
2004. The Ministry of Environment and Physical Planning (MoEPP) coordinated all 
activities related to ratification of the protocol, raising public awareness, and the designated 
national authority for CDM. The MoEPP signed a memorandum of understanding (MoU) 
with the Italian Ministry of Environment, Land and Sea to collaborate in the area of 
environment and sustainable development, particularly in implementation of the Kyoto 
Protocol; also signed was a memorandum for cooperation with the Slovenian Ministry of 
Environment and Physical Planning. The Macedonian government adopted the National 
Strategy for Clean Development Mechanism for the first commitment period of 2008-2012, 
in which several potential CDM projects were identified. 

• Montenegro ratified the Kyoto Protocol in 2007.  

Box 7. Case study: Applicability of the CDM in the former 
Yugoslav Republic of Macedonia108

 

The potential for GHG emissions reduction in different economic sectors in the former 
Yugoslav Republic of Macedonia is as follows: 

• Measures in the power generation sector could contribute most effectively to GHG 
emission abatement, resulting in two-thirds of the total possible reduction of GHG 
emissions by 2020. The biggest potential exists in rehabilitation of power plants. 
Investors might be discouraged from these investments because of ownership issues 
due to the ongoing privatisation process. Electricity-saving measures and the use of 
renewable energy sources are very highly prioritised. Residues from the agriculture 
sector has been identified as a potential source of biomass. Geothermal energy is 
already being exploited to a certain extent, and there are promising prospects for solar 
and wind energy in the near future. Additionally, investors could consider the 
construction of hydro power plants and biomass power plants utilising forestry waste.  

• Industry is a great consumer of energy and, consequently, has high abatement 
potential. The current status of Macedonian industry is not satisfactory: Equipment is 
old, infrastructure is poor, and production costs are high. There are insufficient 
financial resources, debts and accumulated interest on loans, and plant maintenance is 
either absent or poor. The greatest potential for GHG reductions is in the mineral 
industry, chemical processes, iron and steel production, and production of ferronickel 
and non-ferrous metals. Ownership issues due to ongoing privatisation might be a 
barrier to developing projects.  

• GHG emissions in the transport sector, which are expected to increase, can be reduced 
through such measures as the promotion of public transport in urban areas, the use of 
eco-buses and the promotion of production, import and use of bio-fuels.  

• There is also potential in the waste treatment sector, several improvements to 
implement the concept of modern waste management are needed, including recycling, 
re-use and primary waste selection.  

CDMs provide an opportunity to attract capital for direct investment to upgrade obsolete 
facilities and technologies. The national strategy for implementation of Kyoto Protocol is 
under development and is expected to be adopted by the government during the first half 
of 2007. 

                                                           
108 Based on Possibilities and Options for the Clean Development Mechanism and the Green Investment Scheme in Central 
and Eastern Europe: Macedonian and Romanian Perspectives, Maria Khovansjaia and Zsuzsanna Ivanyi, Natural 
Resources Forum 31 (2007) 1-10.  
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Joint implementation is designed to foster the transfer of technology and enhancement of carbon 
sinks. Annex I parties (Croatia) may transfer to, or acquire from, any other Annex I party 
emission reduction units (ERUs) resulting from project activities that reduce greenhouse gas 
emissions or which enhance removals with carbon sinks during the first compliance period (i.e. 
2008-2012). Only Croatia is eligible to use this mechanism, and this might become relevant 
following the recent ratification of Kyoto Protocol.  

Emissions trading aims to trade greenhouse gas allowances or credits among Annex I countries. 
Within its framework, countries may sell part of their assigned emissions (under Kyoto Protocol) 
on the international market. As part of compliance with its Kyoto obligations, the European 
Union started a pilot phase of an EU-wide cap-and-trade emissions trading system (EU ETS) in 
January 2005, with explicit linkage to the marker for CDM and JI credits. The EU ETS will start 
in 2008.  

In the system, absolute quotas are issued, allowances can be bought and sold, the emitter must 
surrender allowances each year sufficient to cover emissions in the previous calendar year. The 
scheme allows linking to CDM and JI under Kyoto and liable actors under the EU ETS may 
convert CDM and JI credits from 2008 and 2012 to cover their emissions. The system currently 
covers CO2 emissions from the power and heating sector, oil refineries, coke ovens, the ferrous 
metal industry, cement makers, and ceramics factories. Financial institutions expect a rapid 
increase in overall trading volume in the EU ETS. For example, ABN AMRO estimates that it 
will reach at least USD 54.6 billion between 2005 and 2012.109 Emission trading can be an 
opportunity to receive additional financial resources for the Annex I SEE countries (Croatia) 
where GHG emissions are lower than Assigned Amounts Units (AAUs). Proceeds from the sale 
of AAUs can be used to finance GHG-abating projects and other programmes (subject to 
agreement). Based on this, the countries might establish green investment schemes in which 
AAUs are earmarked to GHG reduction projects and programmes or used to support policies 
and measures leading to emission reduction and capacity building. Emission trading might 
become an opportunity only in the medium to long term for the SEE countries, once they 
become EU member states.  

f) Drivers for environmental finance  
As mentioned in previous chapters, EU accession is the major driver for environmental 
improvements and allocation of resources for environmental finance. It poses great investment 
challenges on the countries and also stimulates the development of capacities and financing 
facilities to address the challenge. This chapter provides a preliminary overview on the estimated 
investment needs to comply with the EU environmental acquis and highlights other drivers for 
environmental finance, such as the decentralisation process, the polluter pays principle, the role 
of liability schemes and the role of economic instruments.  

Financing environment acquis 

SEE countries face a significant challenge for ensuring finance for improving the state of 
environment and to achieve EU environmental standards. Complying with the EU 
environmental acquis requires major investments in environmental infrastructure. European 
Commission estimates110 state that for the 10 new member states, the environmental investment 
needed to achieve compliance amounted to EUR 80 billion to EUR 110 billion.111 This means 
that candidate countries were to spend 2-3 percent of GDP to achieve full implementation.112  

                                                           
109 The Future of Climate Policy: The Financial Sector Perspective. UNEP FI, December 2005. 
110 Commission Communication on the Challenge of Environmental Financing in the Candidate Countries, 
COM (2001) 304 final, July 8, 2001 (EC 2001). 
111 EUR 1 billion = EUR 1,000 million. 
112 Commission Communication on the Challenge of Environmental Financing in the Candidate Countries, 
COM (2001) 304 final, July 8, 2001. 
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In order to estimate the funding gap for environment in SEE countries, the identification of 
compliance cost with the EU environmental acquis as well as assessment of available financing 
for environment from public budgets is needed. Work is ongoing in SEE countries to estimate 
funding needs and available matching funds from public sources. An overview of compliance 
cost estimates is presented below; also see also Table 3. 

• The draft National Environmental Strategy of Albania estimates that EUR 323 million will 
be needed by 2014 for environmental investments to comply with the EU environmental 
acquis. The estimated amount needed by 2027 is expected to reach around EUR 1 billion. 

• In Bosnia and Herzegovina, no strategy for approximation to the EU environmental acquis, 
i.e. plans for transposition and implementation, currently exists. However, some sectoral 
estimation was made for CARDS projects. For instance, the EC CARDS project Water 
Quality Management on the River Basin Level estimated EUR 447 million would cover 
wastewater treatment plant investment costs113 and an additional EUR 1.2 billion was need 
for sewerage network construction.114  

• In Croatia, it is estimated that EUR 6 billion to EUR 12 billion will be needed to comply 
with EU environmental acquis. Assessment of available national funds is ongoing under 
Phare project, and results expected by the end of 2007.115 

• Estimated total cost for the former Yugoslav Republic of Macedonia to comply with EU 
Environmental acquis, according the CARDS 2005 project in Macedonia, Environmental 
Management Strengthening (Developing National Strategy for Environmental 
Approximation), which was to be finalised in July 2007, amounts to EUR 2.4 billion. 
Assessment of available national funds for environment is under consideration within the 
CARDS 2005 project; data is not yet available. 

• In Montenegro, the National Environmental Approximation Strategy is under preparation 
(and was to be completed in 2007) and there are no comprehensive estimates on the costs 
of compliance with EU acquis. However, some partial (sectoral) assessments are available 
from the existing master plans: for waste management, EUR 120 million is needed through 
2014; under the water supply master plan for the coastal region, EUR 150 million-190 
million (depending on chosen scenario) is needed by 2028; in the wastewater master plan 
for coastal region, EUR 281 million by 2028; and in the wastewater master plan for the 
central and north regions, EUR 279 million by 2029. 

• In Serbia, there is currently no strategy for approximation to EU, i.e. plans for 
implementation of EU directives.116 However, the National Environmental Strategy (NES) 
gives an estimate of EUR 4 billion needed to meet Serbia’s policy objectives between the 
period of 2006 and 2015. These objectives largely correspond to achieving EU 
environmental standards.  

• In Kosovo (territory under interim UN administration), the Kosovo Development Strategy 
and Plan 2007-2013, currently in draft format, and the Medium Term Expenditure 
Framework (MTEF) 2008-2010 estimate compliance costs of EUR 20 million. 

 
                                                           
113 This figure includes only wastewater treatment plant investment costs for the 160 agglomerations with 
population of more than 2,000. 
114 The estimate is made for a 100 percent connection rate in 160 settlements. 
115 Work is ongoing to assess future environmental investment needs for the next 25-year period under the 
PHARE project Developing the Capacity of Environmental Authorities through the Transfer of Best 
Practices on Use of Financial Resources. Within the project, the Environmental Financing Strategy for the 
Republic of Croatia will be delivered. The strategy will cover environmental investment, expenditure and 
revenues in the air, water and waste sectors and is planned to be finalised by the end of 2007. 
116 Within the CARDS-REReP regional project Assistance in Environmental Law Drafting in South 
Eastern Europe, some assessments are expected. The project start date is May 2, 2007 and it will run for 
two years. 
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Source: Authors’ compilation based on information received from Ministries of Environment in SEE. 

Table 3. Assessment of funding needs to comply with the EU 
environmental acquis 
Countries Estimated need to 

comply with the 
EU environmental 
acquis  

Timeline of 
estimation 

Reference  

Albania EUR 323 million for 
environmental 
investments. 
EUR 1 billion 

until 2014 
 
 
until 2027 

draft National Environmental 
Strategy 

Bosnia and 
Herzegovina 

No overall estimate 
currently available. 
 

 Some CARDS projects provide 
sectoral estimations 

Croatia EUR 6 billion to 
EUR 12 billion to 
comply with EU 
environmental acquis

 Estimate received from the 
Ministry of Environmental 
Protection, Physical Planning 
and Construction  

The former 
Yugoslav 
Republic of 
Macedonia 

EUR 2.4 billion 
 

until 2030 CARDS 2005 Project in  former 
Yugoslav Republic of 
Macedonia, Environmental 
Management Strengthening 
(Developing National Strategy 
for Environmental 
Approximation) 

Montenegro Assessment is 
ongoing 

 The National Environmental 
Approximation Strategy (under 
preparation) 

Serbia EUR 4 billion 2006-2015 National Environmental 
Strategy (NES) 
 

Kosovo 
(territory under 
interim UN 
administration) 

EUR 20 million 2007-2013 
 
2008-2010 

Kosovo Development Strategy 
and Plan (draft) 
Medium-Term Expenditure 
Framework (MTEF) 

The decentralisation process 

Decentralisation is an ongoing process in the SEE countries and also effects decentralisation of 
the environmental functions. Once the lower levels of administration receive new functions in 
respect to providing environmental services, the challenge to identify, develop, prepare and 
implement bankable projects is also shifted to their level. Therefore, it is important to analyse the 
current status of decentralisation in the region and what can be expected in relation to new 
functions and preparation of environmental infrastructure projects.  

In most countries in the region, the responsibility for water service, solid waste service, and 
sewage treatment falls squarely on the lowest self-governing municipal level. In Albania, the 
future trend is towards full decentralisation of the local government, but the process will be 
associated with the increasing general transfer from the state budget. Some services will become 
sole competencies of local governments; for example, the drinking water supply and the sewerage 
network will be fully decentralised in 2009.  

In Bosnia and Herzegovina, there is a slight exception in that some of these functions (Nuts IV 
level) are handled by the cantons. Each canton essentially has its own laws on local self-
government, and the canton may assume any power that is not delegated to the entity or to the 
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state. Each canton may assign and remove functions from the municipal level with a change in its 
own legislation.  

The other exception is Kosovo (territory under interim UN administration), where most 
municipal powers are retained by the Kosovo Trust Agency (KTA). It is difficult to state that 
there is a self-governing municipal layer in that area. Traditional municipal responsibilities also 
rest with the international community’s local representative embodied by the KTA. The specific 
situation of Kosovo (territory under interim UN administration) has the Kosovo Trust Agency 
(KTA) in charge of municipal functions and responsibilities rather than the municipalities 
themselves. Issues that are the competence and responsibility of the Nuts V level in the other 
surveyed entities belong squarely to the KTA, including ownership over environmental 
infrastructure assets. In this sense, the KTA has powers and responsibilities that belong to self-
governments in other entities, so conclusions about municipal financing of environmental 
projects are very difficult to determine for Kosovo (territory under interim UN administration). 
Eventually, powers retained by the KTA should be assigned to the municipal layer as in other 
countries.  

In the former Yugoslav Republic of Macedonia, the responsibility for general environmental 
protection measures (in domains of water, air, nature, noise and ionising radiation) is delegated to 
local self-governments. These are also obliged to organise and manage infrastructure for water 
supply, wastewater collection and treatment, municipal waste management, spatial planning, and 
development of recreational areas. These obligations involve the provision of financial resources 
for environment and nature protection and improvement from local budgets. In this process, an 
important role could be played by the association of the units of local self-government. 

Along with the responsibility for service provision in the water, solid waste and wastewater 
sectors comes the ownership of the assets that provide these services. If a municipality is 
responsible for service provision and owns current facilities (or may own future facilities), it will 
need to propose bankable projects that cover operational costs and depreciation costs. With the 
exception of Serbia, where the state still retains legal ownership over all municipal assets, and the 
unresolved situation in Kosovo (territory under interim UN administration), the municipalities in 
the region have legal ownership over environmental assets. They have the capability to impose 
fines, to set user fees, and to create legal entities or municipal departments to perform these 
environmental functions. Significant differences exist in the level of state involvement in 
approving user fees (tariffs). The state in all of these countries retains the right to set discharge 
standards, construction permit procedures, etc. It seems that municipalities in the region have the 
freedom to establish commercial firms, to issue concessions, or to form municipal associations in 
order to carry out these functions. The actual effectiveness and ease of implementation and the 
financial feasibility of such joint efforts varies widely across the entities. Despite the fact that 
many countries of the region have decent municipal borrowing laws, budget laws and other 
regulations in place that enable environmental investment to be financed by loans, in view of the 
immense needs very few loans have been made to finance water, wastewater or solid waste 
projects. 

The polluter pays principle 

Implementation and integration of the polluter pays principle by the countries will result in 
increased levels of expenditure by industries as well as implementation of EC directives such as 
the Integrated Pollution Prevention and Control Directive. At present, an underdeveloped 
regulatory and enforcement framework in SEE does not create a strong enough incentive to 
motivate the private sector to invest in environmental improvements. In the process of 
motivating the private sector to invest in environmental improvements, a special role is taken by 
economic instruments and environmental permitting.  

For municipalities to implement the polluter-pays principle, affordability appears to be the main 
constraint. Municipalities set or confirm environmental utility charges in all SEE countries. 
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Croatia has a sophisticated law on utilities; formally, the utility sets prices and the municipality 
approves them. There are other, strictly earmarked charges that the municipality may set directly 
for financing the environmental infrastructure (construction of landfills, water supply, sewage and 
waste treatment facilities). In Croatia, utility prices cover operational and maintenance costs in 
principle but may also include the amount for financing the capital costs, which is allocated to the 
local budget. The investment must be a part of the yearly Programme for Construction of 
Infrastructural Facilities and Devices, adopted by the representative body of the local unit. 
Another exception is Kosovo (territory under interim UN administration). There, the Kosovo 
Trust Agency sets municipal utility prices; municipalities lack the power to do so. In some 
countries of the region, national tariff guidelines are in place and must be followed. In Croatia 
and Montenegro, setting multi-annual tariffs is in place, while in other countries the process is 
annual. In Albania, a national regulatory body develops guidelines and approves water rates set by 
municipalities. The former Yugoslav Republic of Macedonia also applies national guidelines that 
must be followed by municipal councils when setting tariffs.  

Affordability is determined by the income of households, the level of consumption, tariff policy, 
subsidy schemes and the level of payment collection. It can be seen in Table 4 that on average 
SEE countries spend more on electricity bills than CEE countries, and less for heating and water 
bills.  

 

Source: EBRD 2005 

Table 4. Current affordability of utility services, 
average household, 2003 (expressed as percentage of 
total household expenditure) 
  Electricity Heating Water 
CEE average 3.8 3.7 1.6 
SEE average 4.86 1.14 1.02 
Albania 4.2 0 0.8 
BiH 5.4 0.6 1.1 
Croatia 3.9 0.4 1.3 
fYR Macedonia 5.3 0.1 1.2 
Serbia and Montenegro 5.5 4.6 0.7 

Notes: CEE countries include the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Slovak Republic, and Slovenia. A value of 0 indicates no data was available. 

In order to assess whether affordability is problematic, it is important to compare it to the 
benchmarks. There are benchmarks developed by many international financing institutions and 
other institutions. It is estimated that the acceptable level of utility expenditures may be around 
25 percent117 of household expenditures on electricity, district heating and water. Comparisons 
between the current affordability and benchmarks for three sectors considered are presented in 
Chart 30. Although the chart shows that, when comparing the average household expenditures 
on utilities with the benchmarks, affordability seems to be not a problem, it might be a problem 
for low-income groups.  

Chart 30.: Comparison of benchmarks and current affordability 
rations in two regions, expressed as percentage of total 
household expenditures. 

                                                           
117 EBRD 2005. 
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Source: Authors’ calculation based on EBRD 2005. 
 

If the poorest 10 percent of the population is taken into account, it can be seen that affordability 
poses immediately a problem for this group (See Table 5). It must be noted that collection rates 
and tariff levels are very low and far from the cost recovery for these groups, therefore the real 
problem in the affordability cannot be seen from the data analysis.  

Table 5. Current affordability of utility 
services for the bottom 
10 percent of the population, 2003  
(expressed as percentage of total household 
expenditures) 
  Electricity Heating Water
CEE average 6.5 5.7 2.3
SEE average 9.12 2.18 1.92
Albania 6 n/a 1.6
BiH 8.4 0.3 0.7
Croatia 10.9 0.6 2.3
fYR Macedonia 13.1   n/a 2.9
Serbia and Montenegro 7.2 10 2.1

Source: EBRD 2005. 
Note: CEE countries include the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak 
Republic, and Slovenia.  
 
It can be observed that the poorest 10 percent of the population in SEE spends around 9.1 
percent on electricity bills, close to the benchmark of 10 percent. If the low personal income of 
these countries is taken into account, it can be concluded that, at present, when the prices do not 
include cost recovery, affordability for the lowest-income group of the population poses a 
challenge. It can be expected that, together with increased rates for environmental charges, 
affordability will be the main problem in relation to implementation of the polluter pays 
principle.  

Liability and compensation schemes 

The EU Directive on Liability was introduced in 2004 and enters into force in 2007. Considering 
the need of the SEE countries to transpose and implement the EU legislation, this directive will 
also impact SEE countries and financing for remediation of environmental damage. The directive 
is based on the polluter-pays principle and covers liability for damage to water, land, species and 
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habitats. Damaged environments need to be restored to their baseline conditions. Through the 
legislation the countries will shift the responsibility for repairing environmental damage to 
polluters, with costs being covered by polluters.  

The directive could have several economic impacts, including the introduction of fines and non-
compliance penalties for breaches of emission standards; the need for insurance on the risk of 
liabilities; and the impact of liabilities on prices of products. Member states are encouraged to 
develop an appropriate system at the country level to address the issue of liability. One approach 
for such a system might be the creation of compulsory payment to a compensatory fund or some 
other type of financial guarantee. As companies will be looking for options to insure against 
potential of environmental damages, a new market will open for insurance companies. At present 
the limiting factor is the lack of fully reliable methods for valuing environmental damage. 
Companies affected by the directive will invest in changes in production decisions, clean 
technologies, location of production, and in eco-innovation solutions. Experience shows that 
liability schemes lead to behavioural changes in companies and in consumer choices. The 
directive might also stimulate the SEE countries to establish subsidy schemes as government 
acceptance of historical pollution of land and through this stimulate private sector involvement 
into brownfield development. 

• In Albania, Law No. 8934, of September 5, 2002 “On Environmental Protection,” Article 
4, Basic Principles of Environmental Protection, mentions the principle of legal liability. 
However, no further steps have been taken to enact implementing regulations. 

• In the former Yugoslav Republic of Macedonia, no clear government policy regarding 
environmental liability has been created. The issue of environmental liability must be 
addressed, and the government plans to have a policy of cost-sharing on clean-up. The 
level of cost sharing will be determined on a case-by-case basis. The Law on Environmental 
Protection introduced environmental liabilities. As for issues regarding liability for damage 
to the environment which have not been specifically regulated by this Law, general rules of 
the Law on Obligations shall be applied. 

• In Croatia, the Environmental Protection Act (OG 82/94, 128/99) prescribes 
environmental liability of a legal or natural person who causes pollution in the 
environment. A polluter is liable for any damage on the environment based on the principle 
of strict liability in accordance with the rules of civil law. A polluter is obliged to take all 
necessary measures in order to reduce the damage and, in specially endangered areas, must 
make and implement a remediation programme for the damaged site. 

• In Serbia, the Law on Environmental Protection (O.G. RS 135/04) prescribes 
environmental liability of a legal or natural person who is obliged to ensure environmental 
protection while performing their activity. A polluter whose installation or activity 
represents a threat to human health and environment must insure themselves against 
liability for possible damage done to a third party in an accident.  

 

The role of economic instruments  

Economic instruments play a very important role in directing money toward specific policy-
justified behaviours on the market. Despite the constant shortages of financial resources in the 
SEE countries, the use of economic instruments is very much underdeveloped. Broad application 
of economic instruments could stimulate environmentally friendly behaviour of polluters and 
other market players and, through this, stimulate investment in environmental improvements. 
The situation in the SEE region in relation to application of economic instruments varies from 
country to country, and an overview of the instruments in use is presented in Annex VII. In 
recent years, the countries applied many new instruments when compared with similar studies 
from the past. It is also important to mention that environmental fiscal reform requires a shift 
from welfare-negative taxes (on labour, capital and consumption) to welfare-positive taxes (on 
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environmental externalities). It can improve the functioning of the market, which could result in 
better conditions for employment (labour) and technological innovation (capital). This may also 
be an opportunity for SEE countries to attract investors and stimulate environmentally friendly 
behaviour.  

VIII. Conclusions  
Based on the analysis conducted on the trends in environmental financing in the SEE region 
between 2001 and 2005, and the review of existing and potential financial mechanisms for 
channelling environmental finance, the following conclusions can be made. 

a) SEE countries perspective 
• SEE countries recorded increasing economic growth with a stable population in 2001-2005. 

Credit to private sector, regional and international trade, and FDI in the analysed countries 
is expected to continue to grow. This improving investment climate has the potential to 
enhance environmental project financing in the region. 

• The completion of institutional, legal, and economic reforms (including privatisation) are a 
challenge in the region. Croatia and the former Yugoslav Republic of Macedonia are in an 
advanced phase of privatisation, and the privatisation process is in progress in the other 
SEE countries. 

• Between 2001 and 2005, SEE countries moved forward in the process of EU 
approximation in the environmental sector mainly by transposing EU environmental 
legislation into national regulations. The transposition of the EU environmental acquis at 
the national level has created a need for increased financing in the environmental sector as 
well. 

• There is a mismatch between available national funds and the costs of compliance with the 
EU environmental acquis; countries are in the process of preparing estimates on the 
funding gap. 

• The environmental sector competes with other national priorities for funding. Government 
spending is limited by the amount of debt and spending constraints. In order to find the 
“fiscal space” for increasing environmental expenditures, such spending must be well 
justified and efficient. 

• Availability of public environmental expenditure data has improved since 2001. At present, 
only Croatia operates a system in line with OECD standards for administering public 
environmental protection expenditures in environment. In other SEE countries, 
environmental expenditure data are scattered between the different responsible institutions 
and not gathered in a unified fashion in a central databank. This makes assessment of the 
level of public expenditures on environment very difficult. A positive development is that 
the process of introducing a standard OECD methodology of data recording is ongoing in 
these countries. 

• The private sector plays an important role in financing for environment; except for Croatia, 
however, the level of expenditures is not recorded uniformly and only scattered data on 
private sector investments for environmental protection can be obtained. 
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• Despite the weak data availability, gathered data shows an overall increasing tendency of 
public spending on environment in the region. The level of public spending on 
environment during the examined period was below the level needed to comply with the 
EU environmental acquis. The environmental sector faces strong competition for public 
financial support, as countries have several priority issues to solve in other sectors as well. 
The picture is optimistic for Croatia, where the share of GDP spent on environment 
reached 1.6 percent in 2005, including public and private spending, and is expected to 
increase further. 

• By looking at the share of environmental spending by domain, the water sector appears to 
be the environmental domain in which most assistance is allocated. International assistance 
usually follows national priorities. There is a focus on the water sector by the international 
community as well. 

• EC assistance played an important role in channelling aid for developing environmental 
policies, institutions (including capacity building), and legislation. Assistance was also 
provided for environmental infrastructure, especially in the domain of solid waste 
management and pollution control, in order to provide for actual compliance with the new 
legislation, especially in the domain of investment-heavy directives. 

• The upcoming IPA instrument could play a significant role in co-financing investment-
heavy projects in candidate countries, provided the countries prioritise environment high 
enough in comparison to other sectors. Two components of IPA (support for transition 
and institution-building; and the cross-border cooperation) are also open to potential 
candidate countries and could provide environmental financing. 

• Governments play an important role in creating favourable conditions for borrowing, as 
they are able to remove obstacles that prevent the financial sector from playing a greater 
role in financing. Governments can support the development of carriers of long-term 
savings such as insurance companies and banks. State intervention can facilitate access to 
credit by, among other methods, establishing credit enhancement schemes and providing 
support for specialised municipal relations banks. 

• In Croatia, Serbia and the former Yugoslav Republic of Macedonia, environmental 
protection funds have been established (as investment departments); in other countries 
such as Bosnia and Herzegovina and Montenegro, the establishment of funds is under 
development. However, personnel in these countries need further capacity building, and 
more channels for financing are needed. The need for assistance to authorities in project 
prioritisation and preparation is also great. More assistance could be provided in the future 
for building up national-level environmental financing mechanisms. Environmental funds 
are only one form of financing system, and such a system should be developed in each 
country; 

• The liability directive might create an opportunity for the SEE countries to pass the 
responsibility of environmental damage onto the parties creating damage through 
development of an appropriate financing system such as compulsory guarantees or 
insurance. This may stimulate more environmentally friendly behaviour by companies and 
spur the introduction of subsidy schemes for past pollution. 

• If a country decides to pursue the CDM, institutional frameworks should immediately be 
put in place, as the commitment period is only until 2012. Establishing and amending the 
legislative basis, institutional setup, and regulatory and administrative frameworks are of 
crucial importance. The future of Kyoto Protocol flexible mechanisms beyond 2012 creates 
uncertainty for investors.  

Environmental Financing Trends in South Eastern Europe: 2001-2005  
 

68



  

b) Donors and IFIs perspective 
• The total international commitment for environment to the SEE region amounted to EUR 

1.54 billion over 2001-2005, with an increasing tendency. Bilateral donors contributed with 
45 percent of total environmental assistance commitments, IFIs 40 percent, and the EC 15 
percent. Among bilateral donors, Germany, Japan, and Norway channelled the highest 
amounts into the SEE region. 

• Croatia received the highest absolute level of total environmental commitments (TEA).118 
However, the former Yugoslav Republic of Macedonia and Albania were the biggest 
beneficiaries both in terms of TEA per capita and TEA per GDP. All beneficiary countries 
have a rising TEA trend except Croatia. 

• The total environmental assistance commitments were directed mainly towards the water 
sector, which received 60 percent of total share.  

• The success of project preparation facilities indicates the need for further support to this 
kind of mechanism, preferably extending the sectoral and geographical coverage. 

• Bilateral donors play an important role in channelling environmental assistance to the SEE 
region, and play an increasingly important role in closing the funding gap for investments 
to complement own funds and/or IFI support. 

• The new EU member states have changed from being recipients of assistance to donors. 
This provides an interesting opportunity for the SEE countries to extend the group of 
donor countries from whom they may seek assistance in the EU accession process. 

• IFIs play a crucial role in financing environmental investments by providing loans and 
credit guarantees, and assisting in project preparation. Project proponents face stringent 
requirements for receiving loans, including technical, economic, social and environmental 
feasibility criteria with which the project must comply. Municipalities face the challenge of 
insuring co-financing and projects large enough to meet economies of scale while reaching 
the minimum project size threshold as well. Thus, with this source of foreign finance, the 
main concern is the ability to use it and not its availability. 

• Cooperation initiatives between IFIs, such as the Project Preparation Committee and the 
Infrastructure Steering Group, proved to be valuable in facilitating regional environmental 
investment and supporting project proponents. Finally, loans on market conditions can be 
obtained from commercial banks as well. However, their involvement in environmental 
investments is at an early stage. An increasing form of assistance provision via commercial 
banks is the on-lending scheme, e.g. IFIs or foreign commercial banks lending to local 
banks which in turn provide loans or other financial products to project proponents. 

c) Private financial community perspective 
• The importance of venture capital for sustainability is expected to increase in the coming 

years. Venture capital investment may contribute to development of local environmental 
markets and economic development of poorer areas while increasing the sustainable 
operation of businesses in SEE. 

• There are interesting developments in commercial banks starting to provide loans for 
environmental projects on market conditions. However, their involvement in 
environmental investments is at an early stage. An increasing form of assistance provision 
via commercial banks is the on-lending scheme, e.g. IFIs or foreign commercial banks 
lending to local banks which in turn provide loans or other financial products to project 
proponents. 

                                                           
118 Because of limitations in the source data, it was not possible to discern individual levels of TEA 
between Serbia, Montenegro and Kosovo (territory under interim UN administration). 
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• An increasing tendency in foreign direct investments was observed during the 2001-2005 
period. Therefore, the emerging importance of private capital can be noted. 

• Private banks are becoming more interested in environmentally and socially responsible 
investments and are providing financing for environmental and environmentally-related 
projects. 

• One of the main barriers to private financial sector involvement in climate change 
instrument financing is the lack of clear climate policy framework post-2012. Currently, the 
political timeframes built into the regime are not well aligned with investments, which need 
clarity over a 10- to 20-year period. As a result, the incentive for financial players to invest 
in long-term clean energy projects is rather limited. A typical project has a working life of 
10 to 20 years and only generates profit after setup costs have been repaid, usually several 
years. The other main barriers to development of more CDM projects include complex and 
time-consuming administration of CDM projects; and underdeveloped institutional 
frameworks in both host and investor countries.  

d) Options for the future  
For national governments  

• Allocation of EC financial support between components depends largely on national 
decisions and therefore on the political will to improve the environmental situation. The 
new EC assistance mechanism IPA creates a significant opportunity for co-financing 
environmental-improvement projects for candidate countries. As there is no separate 
environment component in the IPA, ministries of environment might pay special attention 
to ensure proper allocation of IPA resources to environmental projects. 

• New aid policies are shifting from project finance to budget support. Thus, in order to be 
able to attract more international support for environment, countries could put a higher 
priority on environmental protection and sustainable development in their development 
strategies. 

• Further work is needed to assess the funding gap between the funding needed to comply 
with the EU environmental acquis and available national funds for environment. 
Investigating options for closing the funding gap, including the options for raising levels of 
spending for environment from national sources, is recommended. 

• Improving environmental expenditure reporting and introducing reporting and recording 
of domestic environmental expenditures into a central database is recommended. 
Gathering data from public and private sectors and introducing the separate recording of 
environmental expenditures and revenues for specialised producers of environmental 
services is proposed. A statistical system for environmental protection expenditure 
compatible with OECD standards is already in place in Croatia and inclusion of specialised 
producers of the environmental services sector is in progress. Such background datasets 
could also assist the donor community in designing support programmes. 

• Ministries of environment could promote the inclusion of environmental priorities into 
investment programmes and medium- or long-term financial strategies at central and local 
levels. Ministries of environment might raise the profile of environment by communicating 
to ministries of finance, other relevant ministries and local self-governments that 
environment financing can yield economic growth and employment as well as produce a 
strong positive effect on public health. 
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• Since overall bilateral assistance of individual countries is falling, SEE countries might 
expect that the environmental share of this assistance will start falling in the near future as 
well. Therefore, it is important that countries complete the processes of establishing and 
fine-tuning their own funds and funding mechanisms before external environmental 
assistance dries up. 

• National governments play a crucial role in creating an attractive climate for environmental 
investment by creating and maintaining the necessary legal, institutional and economic 
conditions. In order to enhance private sector involvement in project funding, national 
governments could develop procedures and guiding materials for the implementation of 
public private partnership schemes. 

• In many SEE countries, the government has made efforts to develop special expenditure 
programmes, such as environmental funds, which provide environmental projects with 
needed financing. Such efforts in creating environmental expenditure programmes are 
recommended, as such programmes could assist the SEE countries in mobilising finance 
for environmental improvements. These programmes may be managed by public and/or 
private agencies depending on the national circumstances. The institutional setup might 
vary from government department to extra-budgetary fund; key criteria are full 
transparency and accountability in establishment, operation, and implementation of sound 
public finance. 

• The SEE countries could more actively attract the new EU member states to channel their 
ODA assistance into the SEE region. They could provide an up-to-date know-how transfer 
on EU accession challenges and solutions. 

• An increased number of environmental project preparation facilities are expected to 
become operational in the very near future. The facilities will prepare technical 
documentation for projects to be financed by IFIs. It would be necessary for national 
governments to finalise creation of borrowing conditions for municipalities and other 
proponents, so that agreements between IFIs and project proponents may be undertaken. 

• SEE countries could provide regulatory frameworks for investment of venture capital for 
sustainability and provide public policy incentives such as tax breaks or co-investment 
programmes in order to stimulate development of domestic environmental markets of 
products and services. 

• SEE countries could create and implement a framework for climate change-driven 
mechanisms. Increased cooperation is proposed for CDMs, including the sharing of 
experiences between the countries and selling projects. As a medium- to long-term 
objective, opportunities for JI and ET projects should be explored (as result of EU 
accession); 

• There is a need to develop appropriate liability and compensation schemes on a national 
level to address environmental damage costs. 

• National governments could diversify environmental financing mechanisms tailored to 
specific sectors and flexible enough to address changing needs. 

• Transparent and detailed expenditure planning, which is promoted in the accession 
preparation process, can assist in overcoming absorption capacity imbalances to steer more 
funds into underrepresented areas. 

For donors and financiers for environment 
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• Innovative fusion of sustainable FDI and ODA assistance might stimulate sustainable 
investments in various sectors as well as increase of environmentally related investments. 
There are three main requirements to attract FDI into the country: a sound legal 
framework,119 a level playing field, and unrestricted capital movement. Bilateral donors 
might play an important role in stimulating sustainable FDI to the SEE region, through 
cooperation and support to private FDI from their countries. This could produce a 
leverage effect on bilateral donors’ assistance to the region. 

• The donors and lenders should try to lower their minimum project value thresholds and 
cooperate with international/national intermediary agencies that would be interested in and 
capable of splitting available funds to a higher number of smaller-value projects. 

• There will be a need to fill the gap between infrastructure improvement needs and available 
IFI capital; such gaps can be bridged by bilateral donors. Thus enhanced cooperation 
between IFIs and bilateral donors will be needed in order to stimulate the active 
involvement of bilateral donors in project preparation and in funding of investment 
projects. Increasing support to regional initiatives of donors would strengthen the 
streamlining of assistance to the region and would increase the efficiency of the provided 
assistance. 

• Cooperation between international financiers and the domestic financing sector would also 
contribute to the development of domestic financial markets for environmental 
investments; for instance, with on-lending mechanisms, loans can be accessed by a wider 
group of stakeholders. Successes should be replicated and developed. 

• IFIs are available to support environmental investment; however, access to this finance is 
hindered by several factors in SEE countries including insufficient project preparation skills 
of potential beneficiaries, the generally hesitant attitude toward borrowing, and stringent 
funding requirements. In order to address these issues, IFIs could be increasingly involved 
in supporting activities to build project preparation skills. 

• IFIs could start reporting on their assistance activities according to a unified system of 
coding environmental (and other) sectors. One option would be to start providing reports 
according to the OECD creditor reporting system (CRS), a methodology of sector 
classification. Another option would be to jointly develop a new methodology compatible 
with existing IFI methodologies and the OECD methodology, if possible. 

• The private banks’ interests in environmental and social aspects of investment might be an 
opportunity in the SEE region for launching new credit lines or equity finance for 
environmental projects. 

• In the coming period, it would be advisable for the EC’s assistance in capacity building to 
shift focus toward actual implementation and enforcement of new legal and economic 
instruments created with the assistance provided in the previous period. It would also be 
advisable to start shifting capacity building from national-level administration down to local 
levels, as well as from administration towards public enterprises, environmental 
infrastructure professionals, environmental experts, and civil society groups. 

                                                           
119 For example, the OECD Policy Framework for Investment aims at helping the establishment of a 
sound legal framework. 
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Key messages to ministers of environment 

• Make environment work for your economy and employment as investments into 
environmental improvements can yield improvements in the economy and the 
employment situation. 

• When there is a shortage of domestic funds available for the environment, use 
non-financial instruments to stimulate others to invest in improvements and to motivate 
environmentally-friendly behaviour.  

• Develop a comprehensive system of environmental financing on a national level 
with a broad range of instruments included to optimise the mechanisms for the various 
sectors with the ultimate goal of creating own sources of funding.  
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List of abbreviations 
AAUs assigned amount units  EfE Environment for Europe 
AE assistance for the 

environment (same as EA) 
 EIA environmental impact 

assesment 
BAE bilateral assistance for the 

environment (same as BEA)
 EIB European Investment Bank  

BEA bilateral environmental 
assistance (same as BAE) 

 EMAS eco-management and audit 
scheme 

BiH Bosnia and Herzegovina  ENVIPAR functional review of the 
environmental sector in 
Bosnia and Herzegovina 

CARDS Community Assistance for 
Reconstruction, 
Development and 
Stabilisation 

 EPE environmental protection 
expenditure 

CDM clean development 
mechanism 

 EPPF environment project 
preparation facility 

CEB Council of Europe 
Development Bank 

 ERU emission reduction unit 

CEE Central and Eastern Europe  ESCO energy service company 
CEED Center for 

Entrepreneurship and 
Economic Development 

 KTA Kosovo Trust Agency 

CEG EC Center for Economic 
Growth European Center 

 ETS emissions trading system 

CEPA classification of 
environmental protection 
activities and expenditures  

 EU European Union 

CERs certified emission 
reductions 

 EUR euro 

COFOG classification of the 
functions of government 

 FDI foreign direct investment 

CRLTAP Convention on Long-Range 
Transboundary Air 
Pollution 

 FTA foreign trade agreement 

CRS creditor reporting system  GDP gross domestic product 
DISF Danube investment support 

facility 
 GHG greenhouse gasses 

EBRD European Bank for 
Reconstruction and 
Development 

 GIS green investment schemes 

EA environmental assistance 
(same as AE) 

 HVB HypoVereinsbank 

EAR European Agency for 
Reconstruction 

 IFI international financing 
institution 

EC European Commission  IMF International Monetary Fund
EEA European Environmental 

Agency 
 IPA instrument for pre-accession 

EECCA Eastern Europe, Caucasus 
and Central Asia 

 IPO initial public offering 

EF environmental fund    
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IPPC integrated pollution 
prevention control 

 SEE South Eastern Europe 

ISPA instrument for structural 
policies for pre-accession 

 SEA strategic environmental 
assessment 

JI joint implementation  SEERECON Economic Reconstruction 
and Development in SEE 
Programme 

KfW KfW bank group  SME small- and medium-sized 
enterprises 

MESP Ministry of Environment 
and Spatial Planning 

 TCECA Trade, Commercial and 
Economic Cooperation 
Agreement 

MoEPP Ministry of Environment 
and Physical Planning  

 TAE total assistance for the 
environment (same as TEA) 

MOU memorandum of 
understanding 

 TEA total environmental 
assistance (same as TAE) 

MTEF Medium-term expenditure 
framework 

 UNDP United Nations development 
programme 

NEAP national environmental 
action plan 

 UNECE United Nations Economic 
Commission for Europe  

NIP national investment plan  UNEP United Nations 
environmental programme 

ODA official development 
assistance 

 UNEP FI UNEP Finance Initiative 

ODA official development 
assistance 

 UNMIK United Nations Mission in 
Kosovo (territory under UN 
interim administration) 

OECD Organization for Economic 
Cooperation and 
Development 

 UN PRI UN Principles for 
Responsible Investment  

OECD DAC OECD Development 
Assistance Committee 

 USD dollars (United States) 

OECD CRS OECD database on 
assistance activities 

 VC4s venture capital for 
sustainability 

PEIP Priority Environmental 
Investments Programme for 
South Eastern Europe 

 WB World Bank 

PIP public investment 
programme 

 WBG World Bank Group 

PPC project preparation facility  WIIW Vienna Institute for 
International Economic 
Studies 

REC Regional Environmental 
Center for Central and 
Eastern Europe 

   

REReP Regional Environmental 
Reconstruction Programme 

   

SAA Stabilisation and 
Association Agreements 

   

SAp Stabilisation and 
Association process 

   

SAPARD Special Accession 
Programme for Agriculture 
and Rural Development 
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Annexes  

Annex I:  
Approach and definitions used in the survey on 
domestic environmental expenditures in SEE 2001-
2005 for Chapter V 

Environmental protection: In this survey, “environmental protection” includes all purposeful 
activities which directly aim at prevention, reduction and elimination of pollution or of any other 
environmental degradation resulting from production processes or from the use of goods and 
services. 

Scope of economic sectors: The questionnaire is designed to survey the following three economic 
sectors. 

• The public sector, which includes central, regional, local governments, communities, 
authorities and government agencies. Data reported should be the net of any transfers 
between these government bodies. Typical activities are regulation, control, research, 
education and information and other services provided to the community. These activities 
are mainly financed by the general government budgets or funds and not directly (or only 
in part) by the users of these “services.” It does not include activities performed by public 
sector specialised producers, e.g. publicly owned enterprises or waste and wastewater 
departments in large municipalities, where user fees finance a substantial part of the 
expenditures.  

• The private (business) sector, which includes all environmental protection activities 
intended for own (ancillary) use, excluding the public sector and activities of specialised 
producers. 

• Specialised producers of environmental services, which include the production of 
environmental protection services by public and private corporations or quasi-corporations 
for the use of other units, mainly financed by the users of these services. These are mainly 
activities such as: 

 collection and treatment of sewage; 

 collection and treatment of solid waste; and 

 sanitation, remediation and similar activities. 

 
Scope of environmental domains: 

For CEPA classifications, refer to the CEPA list with explanatory notes at < 
europa.eu.int/comm/eurostat/ramon>. The list was revised in 2000 and, according to the 
revision: 

• expenditure for prevention of emission to water is included in the domain of wastewater; 
and 

• all expenditure for decontamination and clean-up of soil, groundwater and surface water is 
included in the soil and groundwater domain. 
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Annex II:  
Background information for calculating percentage 
of GDP and per capita indicators 

 
Table 6.  Currency exchange rates used when exchanging local 
currencies into EUR 
Bank Currency  Average EUR Date 
Croatian National Bank HRK/EUR 7.396197 May 15, 2007 
Bank of Albania LEK/EUR 124.63 May 25, 2007 
Central Bank of Bosnia 
and Herzegovina  BAM/EUR 1.95583

fixed rate since October 11, 
2001 

National Bank of Serbia CSD/EUR 81.8121 May 25, 2007 
National Bank of the 
Republic of Macedonia MD/EUR 61.1741 May 25, 2007 

 
 
Table 7. Population data used in calculating per capita 
values (millions) 
Country 2001 2002 2003 2004 2005 
Albania 3.066 3.078 3.094 3.112 3.130
Bosnia-Herzegovina 3.900 3.921 3.918 3.909 3.907
Croatia 4.440 4.440 4.442 4.442 4.444
the former Yugoslav 
Republic of Macedonia 2.016 2.022 2.026 2.030 2.034
Montenegro 0.7 0.7 0.7 0.7 0.7
Serbia  7.5 7.5 7.5 7.5 7.5
Kosovo (territory under 
interim UN administration) 2.5 2.5 2.5 2.5 2.5

 
 
Table 8. GDP data used in calculating amount/GDP indicators 
(EUR millions) 
Country 2001 2002 2003 2004 2005
Albania 4,583.014 4,769.257 5,038.32 6,029.86 6,606.151
Bosnia and Herzegovina 6,218.846 6,618.735 7,018.56 7,550.272 7,932.745
Croatia 22,187.79 24,651.15 26,641.92 28,531.79 30,372.84
the former Yugoslav 
Republic of Macedonia 3,845.659 4,033.961 4,166.511 4,350.853 4,554.743
Montenegro* 1,244.8 1,301.5 1,392 1,651.1 1,985.3
Serbia 13,157.15 16,943.92 18,299.9 19,838.98 20,689.18
Kosovo (territory under 
interim UN 
administration)** 1,747 1,990 2,163 2,339 2,530
Sources: IMF,  
*Source: Monstat,  
**Source: UNMIK MoESP      
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Annex III:  

Net foreign direct investments for Chapter III: 

 
Table 9. Net FDI in selected countries, 2001-2005 (in USD 
millions) 
Country 2001 2002 2003 2004 2005 TOTAL 
Albania 204 135 178 332 265 1,114 
Bosnia and 
Herzegovina* 130 266 382 490 300 1,568 
Croatia 1,179 586 1,932 871 1,509 6,076 
the former Yugoslav 
Republic of Macedonia 441 78 96 156 97 867 
Montenegro 10 84 44 63 474 676 
Serbia 165 475 1,360 966 1,481 4,447 
Total: 2,128 1,623 3,992 2,878 4,126 14,748 

Source: Adapted from EBRD 2007.  
* BIH data exclude capital transfers for reconstruction. 
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Annex IV:  
Background datasets on domestic EPE for Chapter V 

Table 10. Obtained datasets (figures expressed in EUR 
millions) 
Albania Year Public non-

investment 
environmental 
expenditure 

Public 
environmental 
investment 
expenditure 

Total public 
environmental 
protection 
expenditure 

 2003 0.104 0.148 0.252 
 2004 0.313 3.467 3.780 
 2005 0.327 10.542 10.869 
 Total 0.744 14.157 14.901 
Bosnia and 
Herzegovina 

Year Public non-
investment 
environmental 
expenditure 

Public 
environmental 
investment 
expenditure 

Total Public 
environmental 
expenditure 

 2001 6.647 0.000 10.045 
 2002 6.954 2.965 13.474 
 2003 8.181 3.937 16.300 
 2004 9.203 5.992 19.901 
 2005 9.715 6.775 21.456 
 Total 40.699 19.669 81.177 
Croatia Public and 

private sectors 
Year/MEUR 

Total gross 
environmental 
protection 
expenditure 

Investment 
expenditure 

Total current 
expenditure 

 2001 118.80971 80.94835765 37.86134956 
 2002 168.50484 89.32901598 79.17582509 
 2003 204.97804 110.8567011 94.12134371 
 2004 375.71998 177.3410038 198.3789777 
 2005 484.55443 197.479867 287.0745601 
 Total 1,352.567 655.9549455 696.6120562 
     

 
Notes for Bosnia and Herzegovina: In the air domain, no data on expenditures and costs exist; waste 
domain figures include estimates of non-investment environmental expenditures based on the total 
domestic environmental expenditure data and obtained waste investment expenditures; for the wastewater 
domain, public expenditures include expenditures of the entity ministries and three public water 
companies; under other expenditures, only data on landscape, nature protection investment expenditures 
exist. No data was recorded for investments in 2001. 
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Table 11. Obtained dataset on the former Yugoslav 
Republic of Macedonia (figures expressed in EUR 
millions) 
Year Total environmental 

expenditure of EF 
and MoEPP 

Environmental investment component 
of expenditure of EF and MoEPP 

2001 3.050 2.028 
2002 7.274 6.422 
2003 4.434 3.919 
2004 5.078 4.253 
2005 4.636 3.060 
Total 24.472 19.682 

 
 Table 12.  Public Investment Programme (PIP) 

 PIP 2001-2003 PIP 2003-2005 
Sector EUR 

millions 
 percent  percent EUR millions 

Energy  171.5 16.64 10 96.29 
Transport  393.5 38.17 43.7 422.73 
Water economy 26.9 2.61 11.6 111.85 

Communal 
Services and 
Housing  

168.4 16.34 14.2 137.79 

Environment 12.9 1.25 2.1 20.17 

Other Sectors of 
Economy 

54.5 5.29 1.6 15.5 

Education and 
Science  

34.1 3.31 6.7 65.01 

Health  45.8 4.44 0.7 7.24 
Non-Economic 
Sectors  

123.2 11.95 9.4 90.67 

Total 1030.8   967.25 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Authors’ calculation from the Public Investment Programme (PIP) of the Republic of Macedonia 
2001-2003 and 2003-2005. 

Note: Calculations for the PIP 2003-2005 were made according to the medium Euro exchange rate of the 
National Bank of the Republic of Macedonia for 2002 (EUR 1 = MKD 60.9783). 
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Table 13. Obtained dataset on Montenegro (figures expressed in EUR) 
Total public expenditures for environment related institutions 

  Year Staff gross 
salary 

Other 
income 
and 
remunerati
on of 
employees 

Expenditures 
for supplies 
and services 

Non-
charged 
transfers 
and 
welfare 
allowances 

Capital 
spending 

TOTAL 

2005 506,560 21,561.4 2,051,783.9 79,997.7 44,563.9 2,704,467 
2004 486,488 35187.8 6,611,64.8 59,436.0 15,649.7 1,257,926 
2003 570,471 54,923.1 546,000.0 25,000.0 1,167,000 2,363,394 
2002 698,587 5,3010.7 1,178,527.8 25,564.6 50,617.9 2,006,308 

Ministry of 
Environ-
mental 
Protection 
and 
Physical 
Planning 

2001 9,5255 8,352.7 16,373.6   15,338.7 135,320 

2005 0 0 0 0 15,000 15,000 
2004 0 0 0 0 15,000 15,000 
2003 0 0 0 0 15,000 15,000 
2002 0 0 0 0 25,564.59 25,565 

Center for 
Ecotoxico-
logical 
research 

2001 0 0 0 0 0 0 
2005 232,965 19,314 25,684 0 150,000 427,963 
2004 237,175 24,525 26,787 0 0 288,487 
2003 247,202 36,444 25,000 0 0 308,646 
2002 0 0 102,259 0 0 102,259 

Public 
enterprise 
for 
national 
parks of 
MNE 

2001 0 0 0 0 181,508 181,508 
2005 564,929 33,233 210,803 0 180,420 989,385 
2004 545,032 48,093 158,448 0 46,152 797,725 
2003 589,345 78,924 197,000 0 50,000 915,270 
2002 503,899 49,874 31,785 0 33,246 618,803 

Hydromet
erological 
Institute 

2001 394,398 44,518 17,895 0 0 456,811 
2005 90,554 4,812 0 0 0 95,366 
2004 91,847 6,502 0 0 0 98,349 
2003 93,306 9,239 5,500 0 15,000 123,046 
2002 89,966 7,455 76,694 0 25,565 199,679 

Regional 
water-
works 
Montene-
grin coast 

2001 49,084 0 0 0 0 49,084 
Source of data: Ministry of Finance of the Republic of Montenegro, Law on Final Account of the Republic 
of Montenegro Budget for 2005, 2004, 2003, 2002, and 2001; Daily Vijesti from June, 9, 2007. 
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Table 14. Obtained dataset on Serbia  (figures 
expressed in EUR millions) 
 510: Waste 

management 
560: 
Environmental 
protection 
expenditures 
n.e.c 

 630: 
Water 
supply

Aggregated 
data only  

Total  

2003 0.306   NA 23.300 6.873*  30.478 
2004 0.188  4.514 28.151 0.000  32.853 
2005 0.334  7.195 39.558 16.785** 

(47.086 
without 
municipalities) 

63.871 

Total 0.828  11.709 91.009 23.658  127.202 
*Ministry for Protection of Natural Resources and the Environment (total expenditures) 

**Municipalities (510-560) 

 COFOG codes for functional classification of government expenditures are indicated in the Serbian 
government budgets. Group 5 (Environmental protection expenditures): 510 = Waste management; 560 = 
Environmental protection expenditures not elsewhere specified; Group 6 (Housing and community 
amenities): 630 = Water supply.  

Institutions included were: 

• the Directorate for Environmental Protection (560); 

• the Environmental Protection Agency (560); 

• the Environmental Fund (560); 

• the Agency for Recycling (510);  

• the National Investment Plan (560); 

• municipalities (510-560); and 

expenditures of the Water Directorate (630). 

Annex V.: 
Appendixes to Chapter VI 

 
Table 15. Classification of environmental sectors according 
to the OECD CRS codes (OECD 2007) 

Environmental sector / 
grouping 

CRS 
Code 

Topic 

Environmental policy 41010 Environmental policy and administrative 
management 

  41040 Site preservation 
  41081 Environmental education/training 
  41082 Environmental research 
Bio-diversity 41030 Bio-diversity 
Pollution control 41020 Biosphere protection 
Water supply and sanitation 14020 Water supply and sanitation — large systems 
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  14030 Basic drinking water supply and basic 
sanitation 

  14081 Education and training in water supply and 
sanitation 

Water resources management 14010 Water resources policy and administrative 
management 

  14015 Water resources protection 
  14040 River development 
  31140 Agricultural water resources 
  41050 Flood prevention/control 
Solid Waste Management 14050 Waste management/disposal 
Renewable energy 23030 Power generation/renewable resources 
  23065 Hydroelectric power plants 
  23066 Geo-thermal energy 
  23067 Solar energy 
  23068 Wind power 
  23069 Ocean power 
  23070 Biomass 
Land 31130 Agricultural land resources 
Other environmentally related aid 31220 Forestry development 
  31320 Fishery development 
  43030 Urban development and management 
  43040 Rural development 

 

Table 16. Environment assistance to the region from the EC, 
categorised by sector (figures in EUR millions) 
Environmental Sector  2001 2002 2003 2004 2005 Total 
Environmental policy 3.2 8.1 15.5 13.4 20.3 60.6
Bio-diversity 0.0 0.5 0.0 0.0 0.1 0.6
Pollution control 
(Biosphere protection) 1.5 1.8 0.0 35.0 0.0 38.3
Water supply and 
sanitation 0.0 0.7 0.9 2.0 0.5 4.2
Water resource 
management 0.0 1.4 22.2 2.1 2.9 28.7
Solid waste management 26.4 2.3 5.3 19.4 7.0 60.3
Renewable energy 0.0 0.0 0.7 4.0 0.0 4.7
Land 0.0 0.0 0.0 0.0 0.0 0.0
Other environmental 
assistance 0.0 0.0 0.0 0.0 0.0 0.0
Total environmental aid 31.1 14.8 44.7 75.9 30.8 197.3

Source: Compiled data from EAR and EC delegation country offices. 
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Annex VI:  
The situation in relation to domestic public 
environmental financing mechanisms in SEE 

In Albania, legislation passed in 2002 introduced the possibility of generating income through 
eco-taxes, tariffs and charges. Preparatory work had started in the mid-1990s to establish an 
environmental fund, but the Ministry of Finance stopped the initiative. At present, there is no 
mechanism to distribute revenues to financially support implementation of environmental 
projects. Environmental investment projects are almost fully financed with assistance from 
foreign sources of financing from bilateral donors and IFIs. Both the governmental programme 
and the draft National Environmental Strategy call for the establishment of a national 
environmental fund. The new governmental programme for 2005-2009 foresees the 
establishment of a national environmental fund, to be fed by income from environmental 
taxation. National financing policies guarantee the functioning of the local government on the 
principle of the diversity of income sources. Local government activity is financed through the 
income collected from local taxes, fees, other sources of local income (e.g. renting or selling local 
properties, interest, fines, subsidies, and grants/donations), and funds transferred from the 
central budget, as well as their own share from national taxes. Municipalities can also borrow 
funds for local public purposes, according to the criteria set by special law. Transfers from the 
central budget are foreseen to continue in the future. 

Bosnia and Herzegovina is working towards establishing environmental funds in both entities. 
Environmental funds will play an important role in environmental policy implementation. Each 
entity adopted an environmental fund law in 2003, but these laws have not been implemented, 
and there are neither management structures nor revenue flow. Laws also require further 
elaboration regarding objectives, priorities and types of activity. At present, environmental funds 
are being established in both entities, but the process has been delayed. In Bosnia and 
Herzegovina, there is still a practice of central budget transfers for environmental projects, as in 
establishing nature parks or the Federal Nature Protection Institute. In the future, support for 
environmental projects will be provided by an environmental fund. In the federation, some 
cantons have support programmes for their municipalities.  

In 2004, the Croatian Environmental Protection and Energy Efficiency Fund, which is an extra 
budgetary fund, became operational. The resources of the fund come from charges levied on 
polluters. The fund can allocate resources to units of local government and legal and natural 
persons. The fund’s resources can be allocated through grants, favourable loans, subsidies for 
interest rates on development, and loans from commercial banks. The resources of the fund are 
primarily used to finance programmes and projects in accordance with the National 
Environmental Protection Strategy and the National Environmental Action Plan, strategic energy 
documents, and other related documents and regulations. From 2004 until 2006, the fund co-
financed 548 environmental protection projects for a total value of EUR 260.79 million. Types of 
projects supported include remediation of municipal and illegal waste landfills; waste 
management, including a packaging waste management programme; recycling and recovery of 
valuable properties of waste; protection, preservation and improvement of air, soil, water and sea 
quality; moderation of climate change; promotion of cleaner production; protection and 
preservation of biological and landscape diversity; promotion of sustainable use of natural 
resources; rural development; and others. The fund also supported 133 energy efficiency and 
renewable energy projects in the amount of EUR 4.53 million. Types of projects supported 
include implementation of national energy programmes; promotion of the use of renewable 
energy sources; sustainable building; promotion of educational, research and development 
studies; programmes, projects and other activities including demo-activities; and others. Croatian 
Waters, responsible for investment in sewage networks and wastewater treatment plants, 
channels part of its revenue from user fees and pollution charges in to investments. 
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In the former Yugoslav Republic of Macedonia, an environmental fund was established in 1998. 
The environmental fund was subsequently discontinued and was recently integrated into the 
Department for Sustainable Development, which became the Department for Sustainable 
Development and Investments in the Ministry of Environment and Physical Planning. The 
ministry continues to collect fees and to provide limited financial assistance in the form of grants 
to NGOs, public enterprises and local authorities, and private companies. There is an ongoing 
CARDS project which aims, among things, to support the ministry in seeking to have projects 
funded in 2006 from the recently imposed environmental charges, and in the longer term by 
building capacity to ensure that EU funds can be accessed for environmental projects. For 
example, the fund supported modernisation of a boiler house at the Evropa-Skopje chocolate 
and candy production factory in 2001. The aim of the project was to replace the existing heavy 
oil-fire boilers in the factory’s boiler house with gas units. Due to the high sulphur content in the 
heavy oil and the low efficiency, the operation of oil-fired units resulted in heavy air pollution.  

In Montenegro, a draft law on the environmental fund was developed and is currently under 
parliamentary discussion. It is foreseen that the fund will receive revenues from charges and fines 
on polluters. Further work would be needed on deciding the priorities and objectives of the fund, 
creating an organisational structure and cooperating with the Ministry of Finance. In addition, 
Montenegro is currently planning a revolving fund to finance the communal sector (wastewater 
treatment plans, solid waste master plans). 

In Serbia, the Environmental Protection Fund became operational in 2005, with initial funding 
from the Ministry of Finance. The fund is an independent legal entity. It is foreseen that 
environmental charges will become financial sources for the fund in the future. According to the 
Serbian National Environmental Strategy draft from the inter-ministerial consultations, all 
environmental revenues should be used as earmarked funds for investment in the protection and 
improvement of the environment. The revenues of the fund include earmarked funds of the 
national budget realised on the basis of charges for environmental pollution; penalties on illegal 
trade of wild flora and fauna; charges for registration in the eco-management and audit scheme 
(EMAS); a portion of funds resulting from privatisation; funds from multilateral and bilateral 
programmes, projects and other activities in the field of environmental protection and energy 
efficiency, reinvested income and revenues of the fund; contributions, donations, grants and 
assistance; and other sources. The fund is currently supporting the construction of seven regional 
landfills, sanitation of local dumpsites for five municipalities, and development of technical 
documentation for 25 municipalities. Given that the fund only became operational in May 2005, 
the total expenditures from May 2005 to June 2006 were about EUR 500,000 below the received 
revenues of EUR 5.5 million during that period. This is due to the establishment of a process of 
identification and selection of projects. Around 90 percent of current revenues have been 
allocated to solid waste management projects. The Law on Environmental Protection from 2004 
provides the possibility of establishing environmental funds at the municipal level. These funds 
must be financed from revenues within their legislative borders and from the portion of the 
pollution charges earmarked for municipalities. Additional financial resources might be provided 
from the central government and municipal budget. Such funds have been established in only a 
few municipalities, e.g. Aleksandrovac, Apatin, Bor, Cuprija, Despotovac, Jagodina, Kikinda, 
Obrenovac, Pracin, Pozarevac, Sečanj, Svilajnac, Kula, Sremska Mitrovica, Uzice. In Kosovo 
(territory under interim UN administration), authorities are investigating the possibility of 
establishing an environmental fund.120 It is thought that the environmental fund should be 
established as soon as possible, for new legislation will be needed. The fund would likely be 
initially managed by the Ministry of Environment and transformed into an independent body. 
There is no practice of central budget transfers for environmental improvements, but there is 
support in the Kosovo budget for environmental projects. For example, in the 2007 budget, the 
construction of a hazardous waste storage facility has received support. The future for 
environmental improvements depends on the budget to be allocated for the MESP and from 

                                                           
120 The CARDS project assisted in developing an appropriate frame for the fund structure. 
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donations. The municipality can submit a project for financing through the municipality assembly 
to the Ministry of Economy and Finance of the government of Kosovo.  
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Annex VII: 
Overview of economic instruments in SEE  

 

Name Albania Croatia BiH 
FYR 
Mac 

Monte-
negro 

Serbia 

AIR/ ENERGY       

Air emission non-compliance fees   yes    yes 

Air emissions charge   yes1    yes  

Carbon tax yes  yes    

CFC charge     yes  

Excise tax on oil derivatives   yes  yes   

Fossil fuel charge     yes  

Fuel excise tax yes  yes yes yes yes 

Turnover tax on oil and oil derivatives   yes    

TRANSPORT       

Annual charge for the use of public 
roads  

 yes     

Annual vehicle tax  yes yes   yes yes 

Annual vehicle registration tax yes      

Excise tax on vessels, vehicles and 
aircrafts  

 yes     

Vehicle eco-charge     yes  

Special environmental charge for 
vehicles  

 yes     

Road tolls   yes yes    

Import duty on vehicles  yes yes yes    

Import tax for used vehicle yes   yes   

Mobility tax for foreign vehicle yes      

Special motor fuels charge for public 
roads  

 yes     

Turnover tax on used cars, vessels and 
aircrafts  

yes (used 
cars only)

yes yes (only 
cars) 

yes (no 
aircraft

s) 

yes  

RESOURCES       

Charge for changing the use of 
agricultural land  

 yes     

Charges for exploitation of minerals      yes 

Charges for materials extraction from 
watercourses 

  yes  yes  

Charge for multiple non-wood forest 
functions  

 yes     

Charge for sports fishing at sea   yes     

Charge for transfer of rights on 
forest/forestland  

 yes     

Charge for wildlife use      yes 
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http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1184
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1130
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1130
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1225
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1225
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1192
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1207
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1207


  

Export permits on 
endangered/protected plants and 
animal species collected from natural 
environment 

   yes   

Fees for national parks use/entrance 
fees 

    yes yes 

Fishing charge  yes yes   yes yes 

Forestry charge  yes yes Yes 
(for 

wood 
cutting)

yes Yes (for 
woodcutti

ng) 

Hunting permits  yes     

Harbour tax yes      

Mining charge   yes  Yes 
(not 

confirm
ed) 

  

National park entrance fees   yes 3
     

OTHER       

Investment fee     yes yes 

Local environmental charge      yes 

PRODUCTS       

Plastic beverage containers tax yes      

Plastic products and plastic packaging 
charge 

   yes   

Sand and gravel extraction charge   yes     

Charges for tobacco products    yes   

WASTE       

Waste disposal charge   yes 4
 yes yes   

Waste non-compliance fees   yes     

Charge for environmental load caused 
by waste  

 yes 2
     

Hazardous waste charge     yes  

Municipal waste user charge   yes yes    

Import permits for used tires, used 
freezing appliances, ozone depleting 
substances, waste and residues form 
batteries, primary cells, used electronic 
devices 

   yes   

Waste management charge for non-
hazardous industrial waste 

   yes   

WATER       

Water abstraction charge    Yes 
(not 

confirm
ed) 

 yes 

Water consumption charge   Water 
price 

(charge) 
yes 

yes  yes  
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Water pollution non-compliance fees   yes  yes (not 
confirm

ed) 

  

Water protection charge   yes yes  yes yes 

Water use charge   yes yes yes yes yes 

Water consumption charge     yes yes 

Sewage charge   yes yes  yes yes 

Water use concession charge   yes     
Source: OECD/EEA database for environmental taxes under update in 2007. Data (not finalised) can be 
seen at <www1.oecd.org/env/policies/taxes/index.htm)>. Based on information received from EEA July 
2007. 

Notes: OG - Official gazette; 1. SO2 and NOx charge; 2. communal waste charge or industrial waste charge 
(OG 71/04); hazardous waste charge; packaging waste charge (OG 97/05); batteries and accumulation 
charge (OG 133/06); end-of-life vehicles charge (OG 133/06); waste oils charge (OG 124/06); waste tier 
charge (OG 40/06); 3. National park entrance fee is defined for each national park; 4. Refer to note 2. 

http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1247
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1226
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1227
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1196
http://www2.oecd.org/ecoinst/Pages/update_main_taxes.asp?SchemeID=1327
http://www1.oecd.org/env/policies/taxes/index.htm
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