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CASE STUDY
INTEGRATION ACROSS BORDERS: 
TRANSITION REPORT 2012

For the fourth year in succession, the Transition Report was written in the 
shadow of an economic crisis in the region. This year’s report analysed the 
importance of economic integration, arguing that the continuing turmoil in 
the European Union’s single currency bloc, the eurozone, was continuing 
to have a major impact on economies across the whole EBRD region, but 
especially in central and south-eastern Europe. The report assessed the 
potential impact of a eurozone-based banking union and asked whether 
this major new development will address the deficiencies of previous 
national-based regulatory models. The report also considered the various 
benefits of trade integration and the extent to which they are likely to apply 
in the new Customs Union between Russia, Belarus and Kazakhstan. 

The Transition Report’s standard analysis of progress in country- and 
sector-level reforms was for the first time extended to the EBRD’s “new” 
countries in the southern and eastern Mediterranean (SEMED) region. 
For further information go to: www.ebrd.com/tr
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POLITICAL ANALYSIS
The Bank’s political counsellors in the Stakeholder Relations 
department (SRD) provided regular updates and insights on 
critical political developments in the transition countries, 
thus contributing to policy dialogue with governments and 
informing the EBRD’s operations.

In 2012, SRD led a review of the Bank’s political methodology 
– the tools and criteria it uses to assess countries’ 
compliance with the political aspects of the Article 1 mandate. 
The review was prompted in part by the extension of the 
Bank’s operations to the SEMED region, and a request by 
the Board to review whether the methodology and criteria 
for applying the political aspects of the Bank’s mandate, 
devised and approved by the Board in 1991 in the Procedures 
to Implement the Political Aspects of the Mandate, allow 
for comparability across countries and over time and take 
account of specific aspects of the extended region. 

The process for conducting the review involved extensive 
engagement with external experts and stakeholders – 
including UN agencies, the Organization for Security and 
Co-operation in Europe (OSCE), Council of Europe, the 
European Union, reputable think-tanks, civil society 
organisations and academics – to assess the functionality of 
existing approaches as well as to consider new approaches 
and features of the Bank’s political assessments. Experts 
from the region in which the Bank operates were also involved 
in the review.

The review proposed ways to update the existing methodology, 
as set out in the 1991 policy paper. The core elements of the 
existing methodology – the listing of factors that define what 
a pluralistic multi-party democracy is, the use of credible 
international reference points to inform the assessment of 
progress along these factors and the reliance on qualitative 
political judgement – remain firmly in place. As a result of 
the review, the Bank’s political assessments now cover more 
systematically the issues of political accountability, civil 
society and political participation, the rule of law (including 
control of corruption), and civil and political rights (including 
the rights of women and minorities).

ECONOMIC ANALYSIS
Economic analysis by the Office of the Chief Economist (OCE) 
remained at the core of the Bank’s activities in 2012, informing 
project selection and design, country and sector strategies, 
and policy dialogue with clients and governments in the EBRD’s 
countries of operations. OCE also continued to shape the wider 
debate about transition and development through its regular 
publications: quarterly assessments of economic prospects and 
forecasts, working papers, impact briefs and blogs, and the annual 
flagship publication, the Transition Report (see Box opposite).

Highlights of OCE’s research and analysis included:

•	 In 2012, the 5th round of the Business Environment and 
Enterprise Performance Survey (BEEPS V) – a joint EBRD and 
World Bank project – was completed among a large sample 
of firms in Russia. For the first time the Russian BEEPS was 
representative at the regional level. The results (along with 
those from other surveys) were analysed extensively in a 
major new publication: Diversifying Russia (see page 42). 
Preparations were started for rolling out BEEPS V in all other 
EBRD countries of operations and the results are expected to 
be available towards the end of 2013. 

•	 EBRD research published in 2012 using a parallel survey – 
the Management, Organisation and Innovation (MOI) survey) 
– uncovered a surprisingly wide variation in management 
quality across Russian firms, which may explain part of the 
substantial variation observed in firm-level productivity.

•	 In 2012, the EBRD undertook the second round of the 
Banking Environment and Performance Survey (BEPS), 
interviewing over 500 bank CEOs across almost all of the 
EBRD’s countries of operations. Preparations were also 
made to extend the BEEPS and the Life in Transition Survey 
(LiTS) to the Bank’s new SEMED region countries. 

•	 OCE published two Impact Briefs on recently finalised 
randomised control trials (RCTs), one in Bosnia and 
Herzegovina (go to: www.ebrd.com/pages/research/
publications/special/bosnia_microfinance.shtml ) and 
the other in Mongolia (go to: www.ebrd.com/downloads/
research/economics/publications/specials/impact_ass.
pdf), both in the area of micro credit. 

•	 Significant research focused on the behaviour of 
international bank lending in the aftermath of the  
Lehman Brothers shock. For more information go to:  
www.ebrd.com/downloads/research/economics/
workingpapers/wp0142.pdf 

•	 OCE carried out important research on the natural resources 
boom in Mongolia, where two very large mining projects 
are expected to reach full production this decade. For more 
information go to: www.ebrd.com/downloads/research/
economics/workingpapers/wp0138.pdf

Beyond its investments and support for economic diversification,  
the EBRD plays a crucial role in corporate governance and policy dialogue – 
areas where it plans to intensify its activity. The Bank seeks to provide  
a voice for its region’s prosperity and financial stability in international  
fora and offers leadership within its region through its engagement  
with government and business leaders.
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LEGAL TRANSITION PROGRAMME
The EBRD’s Legal Transition Programme (LTP) contributes 
to the improvement of the investment climate in the Bank’s 
countries of operations by helping create an investor-friendly, 
transparent and predictable legal environment. The LTP 
is promoted by the EBRD’s Office of the General Counsel 
as one of its three missions, the others being (i) to provide 
legal advice and assistance on all aspects of the Bank’s 
activities and (ii) to develop a coherent jurisprudence within 
the Bank and assist in the development of the Bank’s 
strategies, policies and procedures. LTP activities focus on the 
development of legal rules and the establishment of the legal 
institutions and culture on which a vibrant market-oriented 
economy depends.

The Bank’s work with the LTP has continued to focus on the 
promotion of efficient and transparent public expenditure in 
a number of countries. In Albania, the Bank worked during 
the year to strengthen the country’s utilities procurement 
legislation. Similar work took place in Ukraine to improve the 
capacity of its public procurement review body. In addition, 
the Bank aided Ukraine in implementing a new national 
policy for public procurement and, under the joint EBRD-UN 
Commission on International Trade Law (UNCITRAL) initiative, 
to promote better public procurement in member countries of 
the Commonwealth of Independent States. As a result, a new 
legal reform project commenced in Armenia during 2012. 

The LTP has also worked to improve the private sector 
supporting legislation in Russia through a contribution to the 
legislative reform regarding pledges and mortgages, as well as 
a new law on warehouse receipts. In Ukraine, the Bank helped 
with the preparation of a new law on derivatives.

With the backing of donors, the EBRD has additionally been 
focused on improving court performance in the area of 
commercial law during 2012. The EBRD Shareholder Special 
Fund and the ETC Fund financed initiatives in Mongolia and 
Tajikistan to enhance the skills of local judges when dealing with 
commercial matters. A number of targeted projects were also 
initiated in Albania, Bosnia and Herzegovina and Bulgaria to 
develop judicial skills in specialised topics linked to investment 
activities. In Moldova, the EBRD began implementing a 
restructuring programme aimed at merging commercial 
courts into the courts of general jurisdiction in an effort to curb 
corruption in the judiciary. The Bank also undertook work to 
promote mediation in commercial disputes in Moldova.

DIVERSIFYING THE RUSSIAN ECONOMY

Russia, the largest economy where the Bank operates, 
faces a very specific and difficult challenge – the task of 
diversifying the economy and ending its heavy reliance 
on exports of oil, gas and other minerals. The Bank’s new 
publication, Diversifying Russia, looks in detail at policies 
that can help to achieve economic diversification. 
The report, funded by the government of Japan, pays 
particular attention to Russia’s regional diversity and uses 
evidence from a number of surveys conducted jointly by the 
EBRD and the World Bank, including the latest round of the 
Business Environment and Enterprise Performance Survey 
which, for the first time, covered 37 different regions in 
Russia in a statistically representative way. 

Despite wide recognition of the need for change, little 
diversification has occurred in Russia to date. The report 
argues that Russia needs to broaden and refocus its 
diversification strategy. For more information go to:  
www.ebrd.com/downloads/research/economics/
publications/specials/diversifying-russia.pdf.

CASE STUDY
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In the infrastructure sector, donor funding enabled the 
Bank to support reforms in the regulation of information 
and communication technology in Armenia and Georgia. 
The Bank also launched initiatives to help improve legislation 
on the energy efficiency of residential buildings in Armenia 
and Moldova.

In the SEMED region, the LTP has engaged in policy dialogue 
on improving access to finance for SMEs through reforms 
of pledge laws and insolvency laws (Morocco and Tunisia); 
promoting public-private partnerships (Egypt); and improving 
development and investment in the telecommunications 
sector (all four countries). 

2012 also saw the completion and publication of the Bank’s 
independent evaluation report on the LTP’s activities from 
2001-10. Conducted by the EBRD’s Evaluation department in 
conjunction with external experts, the study was conducted 
through a review of a sample of 30 legal reform projects and 
advisory projects in Armenia, Hungary, Mongolia, Russia and 
Serbia. Overall the programme was found to be successful 
due to its strong synergy with the Bank’s activities, and highly 
relevant due to its support of the Bank’s investments through 
contributions to legal improvements.  The programme’s projects 
have made a core contribution to the transition process, 
influencing domestic policy formulation and contributing to 
stronger free market economies. The transition impact and 
sustainability of the programme were found to be excellent.  

For more information go to: 
www.ebrd.com/pages/sector/legal/what.shtml

The Evaluation department’s report on the programme 
can be found here: www.ebrd.com/downloads/about/
evaluation/121109legal.pdf

FINANCIAL STABILITY AND 
ECONOMIC GROWTH
VIENNA INITIATIVE
The EBRD continued to play a leading role in The European 
Bank Coordination (Vienna) Initiative in 2012 as a key part 
of the Bank’s international cooperation and policy dialogue 
on crisis response, crisis recovery and crisis prevention. A 
framework for safeguarding the financial stability of emerging 
Europe, the Vienna Initiative was launched in January 2009 at 
the height of the global economic crisis. Originally conceived 
as an emergency response to the threat of an exodus from 
emerging Europe by Western banks, it has now evolved to 
assume a permanent role in addressing dangers faced by the 
region’s financial sector. The EBRD was a lead founder of the 
Initiative, using its unique relationships with the private sector 
as well as governments and its mandate to promote transition 
and development through the private sector. 

The Vienna Initiative brings together all the key stakeholders 
in the EU-based cross-border bank groups that are active 
in emerging Europe. These include international financial 
institutions (the International Monetary Fund, the EBRD, 
European Investment Bank and the World Bank); European 
institutions (European Commission and the European Central 
Bank as observer); home- and host-country regulatory and 
fiscal authorities of large cross–border banking groups; 
and the largest banking groups operating in the EBRD region. 
The Initiative has been widely credited with helping to 
avoid a potential region-wide systemic crisis in emerging 
Europe’s banking sector, and has now achieved its key initial 
objectives, including: 

•	 the prevention of a large-scale and uncoordinated 
withdrawal of cross-border banking groups from the region, 
which could have triggered systemic bank crises not only in 
individual countries but in emerging Europe as a whole

•	 ensuring that parent bank groups maintain their exposures 
and recapitalise their subsidiaries in emerging Europe

•	 ensuring that national support packages of cross-border 
banking groups benefited their subsidiaries in emerging 
Europe and thus avoided a “home bias”

•	 agreement on, and the implementation of, basic crisis 
management principles in the EBRD region.

2012 marked a defining moment for the Vienna Initiative with 
the launch of “Vienna 2.0” in January 2012. The financial 
crisis has brought conflicts of interest between the banking 
sector’s home- and host-countries sharply into focus. 
Countries where foreign banks’ subsidiaries or branches 
are systemic face particular challenges in safeguarding 
financial stability and ensuring adequate credit supply for 
their economies. Vienna 2.0 was created to avoid disorderly 
deleveraging; ensure that potential cross-border financial 
stability issues are resolved; and achieve policy actions, 
notably in the supervisory area, that are taken in the best joint 
interests of home and host countries.

JOINT IFI ACTION PLAN FOR GROWTH IN CENTRAL 
AND SOUTH EASTERN EUROPE
In November 2012 the EBRD joined with the EIB and the 
World Bank in creating a new Joint IFI Action Plan for Growth in 
Central and South Eastern Europe. 

The Action Plan, a direct response to the continuing impact 
of eurozone problems on the economies of emerging Europe, 
includes more than €30 billion of joint commitments for 2013-
14 (namely €20 billion from the EIB Group; about €6.5 billion 
provided by the World Bank Group and €4 billion from the 
EBRD). It aims to rekindle growth in the region by supporting 
private and public sector initiatives, including the financial 
sector, but also the corporate and infrastructure sectors. The 
initiative is modelled on the previous, successful 2009-10 Joint 
IFI Action Plan that made available more than €33 billion in 
crisis-related support for financial sectors in central and south-
eastern Europe, Turkey and the former countries of the CIS.




