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Message
from the
President

The EBRD’s partnerships with donors and
official co-financing agencies are helping
to raise living standards in our member
countries. Across the region our work is
providing improvements in basic services
such as clean water and more reliable
transport; job creation is being supported
through growth in private enterprise; and
public agencies are working with better laws
and regulations. These benefits are taking
place across numerous towns, cities and
regions, thanks largely to the donor and
co-financing agencies that work with us.
The growth of the region is driving energy
demand, but at the same time there are
many inefficient practices that result in
needless energy waste. The EBRD has
launched the Sustainable Energy Initiative
as a new partnership with donors to cut
back on wasteful and polluting energy use.
Our partnership includes the G8 group
of industrialised countries, the European
Union, international financial institutions
and our countries of operations. The aim
is to invest up to €1.5 billion in energy
efficiency, renewable and clean energy
projects over three years.
There is also renewed interest in
harnessing the private sector to invest in
more energy and infrastructure projects.
The Bank recognises the need for greater
institutional strengthening of public
agencies that engage with private firms,
including at the municipal level. Dialogue
has begun with donors to support the
transfer of skills and know-how to
government agencies responsible for
public-private concessions and other
contracting arrangements. We see this
as an important step in creating improved
access to energy and infrastructure.
The launch of the Western Balkans
Fund last November is a very welcome
development. This new multi-donor initiative

enables us to coordinate our work much
more effectively, including with the European
Union under its pre-accession arrangements
for the region. I welcome the decisions
of the Czech Republic, Poland, the Slovak
Republic and Slovenia to join the EBRD’s
donor community through membership of
this fund. We look forward to other donors
joining in the coming year.
The ETC Fund, now in its third year, takes
on additional responsibility with the
embrace of Mongolia under the Early
Transition Countries Initiative. This
multi-donor fund has played a critical
role in supporting the Bank’s work in
our poorest countries, and I look forward
to the continued leadership that has been
provided by donors. The OECD’s recognition
of the ETC Fund’s eligibility for Official
Development Assistance has been a factor
in maintaining donor support, and we
hope to receive similar recognition for the
Western Balkans Fund later in the year.
Finally, as I mentioned last year, the EBRD
is pleased to be able to move forward
with donor partnership arrangements
that reflect the priorities we have signed
up to internationally. I am mindful of the
Millennium Development Goals as they
relate to areas such as job creation and
clean water. I am also pleased for the
support given by donors to the 2005 OECD
DAC Paris Declaration on Aid Effectiveness.
We look forward to continuing our work
together in the coming year.

Jean Lemierre
President, European Bank
for Reconstruction and Development
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By coordinating the efforts of the EBRD,
donor agencies and co-financing partners,
we are able to make a real difference to
the lives of the people living across the
Bank’s area of operations.
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Early transition countries
1 Armenia
2 Azerbaijan
3 Georgia
4 Kyrgyz Republic
5 Moldova
6 Mongolia
7 Tajikistan
8 Uzbekistan

Russia, Belarus, Kazakhstan,
Turkmenistan and Ukraine
14 Russia
15 Belarus
16 Kazakhstan
17 Turkmenistan
18 Ukraine

Western Balkans
9 Albania
10 Bosnia and Herzegovina
11 FYR Macedonia
12 Montenegro
13 Serbia

EU member states and Croatia
19 Bulgaria
20 Croatia
21 Czech Republic
22 Estonia
23 Hungary
24 Latvia
25 Lithuania
26 Poland
27 Romania
28 Slovak Republic
29 Slovenia
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Highlights

Chapter 1
Donor-funded
activities and
official co-financing

€113m was provided
by donors in 2006,
primarily assisting
the regions facing
the greatest transition
challenges.

Chapter 2
Early transition
countries

70% of technical
cooperation projects
undertaken in the
EBRD’s poorest
countries were funded
through the multidonor Early Transition
Countries Fund.
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Chapter 3
Western Balkans

More than €167
million was provided
by public sector
agencies to co-finance
key infrastructure
projects in the
Western Balkans.

Chapter 4
Russia, Belarus,
Kazakhstan,
Turkmenistan
and Ukraine

Chapter 5
EU member states
and Croatia

95% of donor-funded
projects undertaken
in Russia were located
outside of Moscow
and St Petersburg.

63,200 loans were
extended to small
businesses under
the EU/EBRD SME
Finance Facility,
which supports
enterprises in the
new EU member
states and candidate
countries.
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Donor-funded
activities
and official
co-financing

y Grant funding totalling €290 million

was mobilised from donors in 2006.
The European Union was the main
grant provider.

y New countries to join the EBRD

donor community in 2006 were
the Czech Republic, the Republic
of Korea, Poland, the Slovak Republic
and Slovenia.

y TC assignments funded by donors

concentrated on the EBRD’s least
advanced regions – the early
transition countries (ETCs) and
the Western Balkans.

Technical cooperation (TC)
and official co-financing are
integral parts of EBRD
investments. Grants provided
by donor governments help
to prepare the way for EBRD
projects and allow clients to
benefit from expert advice.
Priority sectors include micro and
small businesses, infrastructure
and institutional reform.



y Investment co-financing of €1.45

billion was provided to EBRD projects
through official partners and
agencies. The European Investment
Bank was the largest investment
co-financing partner.

y New multi-donor initiatives –

the Sustainable Energy Initiative
and the Western Balkans Fund –
were launched in 2006.  

y Major new bilateral initiatives were

established. These included funding
from Canada to support private
sector development, governance
and environment projects in Georgia,
Armenia, Ukraine and Russia, and
assistance from Italy for the Western
Balkans Local Enterprise Facility.

y The European Union provided funds

to Ukraine and Moldova to improve
energy efficiency, Japan supported
municipal projects in Siberia and
Far East Russia, Sweden contributed
to the ETC Municipal Programme,
and Switzerland provided funding
for district heating in Romania.



Donor-funded activities and official co-financing

In 2006 the EBRD mobilised

€290m
€201m
€89m
in grant funding

for investment co-financing and

for TC and related purposes

“The UK government supports
the Early Transition Countries
and Western Balkans funds.
These funds illustrate the
effectiveness of pooled donor
assistance and embody the
principles underlying the
2005 OECD Paris Declaration
on Aid Effectiveness.”
Simon Ray
Board Director for the
United Kingdom, EBRD

In 2006 the EBRD signed
grant agreements for almost

€113m
in new donor funding,
mainly for TC


More than 30 government
ministries and agencies provide
support through the EBRD’s
Technical Cooperation Funds
Programme (TCFP). Much of this
assistance is used to support
small business lending, trade
finance, advisory services
and legal reform. Funding
arrangements vary from
agreements with single donors
for specific projects to programmewide arrangements involving
multiple contributors. During
2006 a greater proportion of
donor funding was allocated
to multilateral “untied” funds
(meaning the money can be used
without any restriction as to the
nationality of the firm or experts
contracted in a particular project).
These funds prove very efficient
in supporting larger-scale projects
involving more than one country
while effectively integrating
technical cooperation (TC)
funding into EBRD operations.
The key programmes receiving
assistance include:
y micro and small enterprise

lending programmes, which
promote easier access to
finance for small businesses
in nearly all of the Bank’s
countries of operations
y infrastructure support to
develop municipal services,
such as water treatment
plants, and regulatory

y

y

y

y

structures that encourage
decentralisation and
commercialisation
the Direct Investment Facility
and the Direct Lending Facility,
which provide equity and loans
for larger businesses
the Trade Facilitation
Programme, which helps to
finance businesses engaged
in export and import trade
the TurnAround Management
programme and the Business
Advisory Services programme,
which provide technical
and management advice
to local businesses
the Legal Transition
Programme, which helps
governments to develop the
laws and regulations needed
to foster business growth.

Donor funding and
beneficiaries in 2006
The EBRD undertook a wide
range of initiatives in partnership
with donors and official
co-financing agencies in 2006.
TC financing last year aimed to
expand business investment,
create employment opportunities,
encourage local bank funding for
micro, small and medium-sized
enterprises (MSMEs) and
increase local trade finance.
Businesses in the infrastructure
and energy sectors have
benefited from advice on project
investment, while government

New TC spending commitments
in 2006 amounted to

€74m
€37.2m

was targeted at the Western
Balkans and the ETCs

regulators, policy makers and
legal officials have been able
to gain from advice on
administrative reforms. Through
donor financing, the Bank has
continued to extend the benefits
of the transition process to an
increasing number of people
in all countries of operations.
In 2006 the EBRD signed grant
agreements for almost €113
million in new donor funding,
mainly for TC. As in previous
years, the largest contribution
was provided by the European
Union (€36 million). A large
volume of TC grant funding
(€26 million) was also mobilised
through multi-donor arrangements.
Details of grant funding mobilised
through agreements with donors
are shown in Annex 1. Additional
grants of €177 million were also
mobilised from the European
Union for specific investment
projects.
New TC spending commitments
in 2006 amounted to €74 million.
Much of this – €37.2 million
(50 per cent) – was targeted
at the Western Balkans and the
early transition countries (ETCs).
See Chapters 2 and 3 for
further details.
Assistance to the new EU member
states of central Europe and
Croatia amounted to €13 million,
mainly providing finance to MSMEs.

In Russia, €9.6 million supported
the development of small
business and the strengthening
of infrastructure and environmental
projects. In Belarus, Kazakhstan,
Turkmenistan and Ukraine,
€10.6 million was dedicated to
expanding private enterprise and
creating environmentally sound
infrastructure, in particular in the
energy sector. See Chapters 4
and 5 for more details of TC
assistance provided to projects
in these countries. In addition,
€3.1 million was provided for
project activities covering more
than one country (regional
assignments).
The use of donor funding reflected
the EBRD’s priorities in
responding to the ever-changing
regional and global business
environment. For example,
by setting up the Sustainable
Energy Initiative and the Western
Balkans Fund, the EBRD
confirmed its commitment
to tackling climate change
and to supporting the long-term
EU aspirations of south-eastern
Europe. Partnerships with official
co-financing agencies were
strengthened during the year.
This included new working
arrangements with the European
Investment Bank (EIB) and
participation in the EU-IFI
cooperation initiative.
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Case study
Supporting energy efficiency, renewable
energy and clean technologies
The EBRD’s region of operations is one of
the fastest-growing parts of the world, and
its energy needs are increasing. However,
it uses up to seven times more energy
per unit of gross domestic product than
western Europe. If the region were as
efficient as western Europe, global energy
consumption would fall by 7.2 per cent.

The SEI focuses specifically on energy
efficiency and the reduction of carbon
intensity by:
y

y

This wasteful and polluting use of energy is
a damaging environmental legacy of former
centrally planned economies. In response,
the EBRD has established the Sustainable
Energy Initiative (SEI). The initiative reflects
the priority of the G8, the European Union
and many EBRD countries of operations
to address the issue of energy waste and
security, climate change and the need for
cleaner fuel sources.
Under the SEI, the EBRD will invest up
to €1.5 billion in energy efficiency and
renewable and clean energy projects
over three years. Together with partner
co-financing, total investment could reach
up to €5 billion. The initiative aims to
mobilise a further €100 million from
donor governments to raise awareness
of the positive returns on investment
from energy efficiency measures and to
help the Bank make the business case
for cleaner energy technologies. Almost
€50 million has already been pledged.

y

y
y

y

 ccelerating the pace of investment in
a
energy efficiency by large industrial users
in the EBRD’s countries of operations
to help reduce carbon emissions
expanding energy efficiency credit lines
to local banks for on-lending to small and
medium-sized enterprises for small energy
efficiency and renewable energy projects
supporting the development of cleaner
energy supplies in power and natural
resource projects
supporting the development and
financing of renewable energy projects
investing in projects to increase their
efficiency and to reduce the carbon
emissions of district heating and
urban transport
supporting the development of
carbon trading in the Bank’s countries
of operations.

If the region were
as efficient as
western Europe,
global energy
consumption
would fall by

7.2%

The EBRD already has a proven track
record in supporting energy efficiency and
protection of the environment. From 2001
to 2005 it invested almost €680 million in
projects with energy efficiency components,
while a further €406 million was invested
over the same period in power projects,
resulting in reduced carbon emissions.

From 2001 to 2005 the
EBRD invested almost

€680m
in projects with energy
efficiency components
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The EU-IFI initiative responds
to the European Union’s need
to intensify its cooperation with
international financial institutions,
particularly in supporting preaccession programmes in the
Western Balkans. The ETC and
Western Balkan funds provide
support to the OECD Development
Assistance Committee (DAC)
principles on assistance to poor
countries. DAC is the main body
through which the OECD deals
with issues related to cooperation
with developing countries.

By focusing on the areas that
are most in need of finance, the
EBRD is able to make maximum
use of donor funding.

of operations with the help of
donor funding. Initial donor
pledges have been received from
Austria, Canada, the European
Union, France, Italy, Luxembourg,
the Netherlands, Spain, Sweden
and the United Kingdom.
Discussions are also taking place
with other potential donors. The
supply of carbon credits across
countries from central Europe
to Central Asia will be increased
significantly under the two carbon
credit funds: the EBRD-EIB
Multilateral Carbon Credit Fund,
which began in 2006 with a
commitment of €165 million from
six countries and six companies;
and the €32 million NetherlandsEBRD Carbon Fund created in
2003 (one of Europe’s first
carbon trading funds). The funds
purchase greenhouse gas
emission reductions, known as
carbon credits, for participants
of a project and provide funding
for green investment schemes.
This is done using the
Joint Implementation Clean
Development Mechanisms
of the Kyoto Protocol (see
case study on page 26).

Sustainable Energy Initiative
The Sustainable Energy Initiative
(SEI) is a new EBRD-donor
partnership that was launched
in May 2006 to improve energy
efficiency in the Bank’s countries

ETC Fund
The Early Transition Countries
(ETC) Fund, launched in 2004,
is an untied multi-donor fund that
is managed through an Assembly
of Contributors. By the end of

Through these initiatives,
the Bank has advanced its
operations, acted as a catalyst
for further investment and
promoted fundamental
sustainable development in the
more challenging environments
of its southern and eastern
countries of operations.

Emerging priorities

2006, donor pledges to the ETC
Fund amounted to €40.5 million,
with an additional €5 million from
the Netherlands for co-financing
of EBRD projects. Nearly €22
million for 108 TC projects had
been committed by the end of
the year (see Chapter 2).
A major development in 2006
was the inclusion of Mongolia as
the eighth ETC Fund beneficiary
country. The other seven are
Armenia, Azerbaijan, Georgia,
Kyrgyz Republic, Moldova,
Tajikistan and Uzbekistan.

Romanian textile (detail)

Western Balkans Fund
The Western Balkans Fund was
set up in 2006 to mobilise
additional grant funding for
Albania, Bosnia and Herzegovina,
the Former Yugoslav Republic
of Macedonia, Montenegro and
Serbia (including Kosovo), and
to strengthen the coordination
of EBRD-donor assistance.
The Fund was inaugurated with
initial pledges amounting to
€13.7 million. Austria was
elected Chair and Finland ViceChair at the inaugural meeting.
A priority will be the coordination
of its activities with those of
other major donors in the region,
including Italy, the European
Union and the United States
(see Chapter 3).

Chart 1.1
Donor spending by region, 2006 (€ million)
Notes
1 
The EU member states are Bulgaria, the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Poland, Romania, the Slovak Republic and Slovenia.
Croatia is an EU candidate country.
2
For most of 2006 the ETCs comprised Armenia, Azerbaijan, Georgia,
the Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan. Mongolia joined
them in October 2006.
3
The Western Balkans consists of Albania, Bosnia and Herzegovina,
FYR Macedonia, Montenegro and Serbia (including Kosovo).
4
Regional funding supports assignments that span various countries.
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“Slovenia is convinced that
the projects supported by
the Western Balkans Fund
will enhance the region’s
economic and social
development, creating
sustainable employment
and improving people’s lives.
Slovenia is happy to join the
EBRD donor community and
share its own successful
transition experience.”
Andrej Kavcic
Ministry of Finance, Slovenia

Northern Dimension Environmental
Partnership
At the end of 2006, funds
contributed to the Northern
Dimension Environmental
Partnership (NDEP) totalled
€241 million, with nearly
€150 million designated for
the upgrading of nuclear energy
facilities in north-western Russia.
For non-nuclear activities, the
Fund has committed €56 million
and requests for another €45
million have been presented.
The non-nuclear contributors
include Denmark, the European
Union, Finland, Germany, Norway,
Russia and Sweden. The principal
aim of NDEP grants for nonnuclear purposes is to act as
a catalyst for further investments
in environmental projects.
The NDEP was developed in
2001 in response to calls from
Russia and the international
community for a concerted
effort to address environmental
problems in north-western
Russia (see Chapter 4).
Project Preparation Committee
The Project Preparation
Committee (PPC) is a network
of donors, international financial
institutions and partner countries
investing in EBRD environmental
projects in eastern and southeastern Europe, the Caucasus

and Central Asia. During 2006
it continued to promote projects
in environmental infrastructure,
energy efficiency, renewable
energy, emissions trading and
biodiversity.
The European Union, Finland,
Italy, Luxembourg, the
Netherlands and Sweden
provided ongoing funding for
PPC staff working in EBRD
banking teams, and the United
Kingdom continued its support
for the PPC Secretariat.
Additional contributions were
made by Finland and Sweden.
In 2006, PPC environmental
infrastructure investments
received over €21 million in donor
co-financing from the European
Union, Sweden and the United
States. The ETC Fund, Germany
and the United Kingdom funded
PPC project financing workshops
in Armenia, Georgia, FYR
Macedonia, Russia and Ukraine.

Official co-financing
Co-financing of EBRD investment
projects by official agencies and
public sector institutions in
2006 amounted to €1.45 billion
(considerably higher than the
€770 million recorded the
previous year). Around 70 per
cent of this figure was for

At the end of 2006, funds contributed to
the Northern Dimension Environmental
Partnership totalled

€241m
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developing municipal and
environmental infrastructure
projects in the new EU member
states and Croatia.

provided grants to Bank projects.
These included grant co-financing
from:
y The Swedish International

As in recent years, the Bank’s
largest official co-financing
partner was the EIB, with a
contribution of €822 million.
Overall, six projects have been
directly co-financed by the EIB
and the EBRD. Other important
loan co-financing has been made
by the Nordic Investment Bank
(€187.9 million). Energy, municipal
infrastructure and transport sector
projects accounted for 80 per cent
of the co-financing provided by
official agencies.
Investment funding provided
by 20 official co-financiers in
2006 was mainly in the form
of loans (€1.1 billion). Official
co-financiers also provided risk
participations (€82 million) and
grants (€192 million). Canada
also provided export credit
agency funding of €38.0 million.
Investment grants are becoming
increasingly important in project
implementation. The European
Union is the largest provider
of investment grants to EBRD
projects, supporting investments
in Armenia, Bulgaria, Croatia,
Georgia and Romania. In 2006
a number of other agencies also

y

y

y

y

Development Cooperation
Agency for two water projects
in Georgia (in Kutaisi and
Poti)
The Swiss State Secretariat
for Economic Affairs for the
district heating system in
Iasi in Romania
Italy, through the Local
Enterprise Facility for the
Western Balkans, for a
company producing building
materials and a bank in Kosovo
The US Millennium Challenge
Corporation (MCC) and the
EBRD, which agreed a pipeline
of support to finance municipal
infrastructure, energy and road
sector projects in Georgia.
In September the MCC and
the Bank signed the first
co-financing agreement for
grant support to a water project
The Netherlands, which
contributed investment grants
of €5 million for two projects
in Mongolia. This contribution
was made through the
ETC Fund.

Co-financing of EBRD investment projects
by official agencies and public sector
institutions in 2006 amounted to

€1.45bn

“We believe the EBRD has
always led on issues of energy
efficiency and we like the
way multilateral development
banks work together to
achieve an efficient investment
framework on cleaner energy.
In supporting the Sustainable
Energy Initiative, France is
pleased to provide funds
through the mobilisation
of its financial instruments.”
Vincent Perrin
Ministry of Economy,
Finance and Industry, France

“In Georgia, co-financing
municipal infrastructure
projects with organisations
such as the EBRD is
essential for the success
of our programme, which
focuses on growth and
poverty reduction.”
Stephen Groff
US Millennium Challenge Corporation,
United States
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“For enlargement and
pre-accession policy to
be successful, assistance
through the EU budget is
not enough. The EU is happy
to work alongside the EBRD
in developing the infrastructure
of the Western Balkans and
in finding ways to achieve a
better leverage between EU
funding and EBRD lending.”
Dirk Meganck
Directorate-General for Enlargement,
European Commission

Investment impact
A key objective of donor-funded
TC is to leverage capital
investment through EBRD
projects. From 1991 to 2006,
the EBRD’s TC commitments that
directly supported investments
totalled €761 million. These
funds have helped leverage
investments of €38.3 billion,
with a leveraging effect of 52:1
(in other words, €1 of TC led to
€52 of investment).
Of all the investment projects
signed by the EBRD in 2006,
53 per cent were supported
by TC. The largest number of
TC-supported projects was in the
ETCs, indicating the continuing
need for technical cooperation
in this region (see Chart 1.2).

Donor visibility
The EBRD promotes awareness
and recognition of the role played
by donors in its operations
through various means: the
Bank’s web site, donor
publications, videos and posters.
The aim of this work is to inform
target audiences in donor and
beneficiary countries. Decision
makers in the international
community are also made aware
of the role that donors are playing.

A number of new donor visibility
initiatives are being undertaken,
as detailed below.
y The series of booklets on

EBRD-donor cooperation
has been expanded. A new
publication on Luxembourg’s
involvement in the EBRD region
was published in early 2007.
A total of 11 booklets in the
series have now been produced.
y EBRD country web pages have
been updated to include case
studies, slide shows and
projects implemented under
partnership arrangements
with donors and official
co-financiers (see www.ebrd.
com/country). Two new web
pages were created for Italy
and Japan as donor countries.
y In 2006, 30 articles on donorfunded projects in the EBRD’s
countries of operations were
posted on the Bank’s web site
(see www.ebrd.com/new/
stories/2006/index). Selected
stories were included in an
EBRD publication entitled
“Voices of Change 2006 –
The people behind our projects”.
y A total of 73 press releases
featuring donor-supported
projects were released
(see www.ebrd.com/new/
pressrel/2006/index).

Chart 1.2
EBRD investments in 2006, by number of projects
160

Notes
1 
The Western Balkans consists of Albania, Bosnia and Herzegovina,
FYR Macedonia, Montenegro and Serbia (including Kosovo).
2
For most of 2006 the ETCs comprised Armenia, Azerbaijan, Georgia,
the Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan.
Mongolia joined them in October 2006.
3
The EU member states are Bulgaria, the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Poland, Romania, the Slovak Republic and Slovenia.
Croatia is an EU candidate country.
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y The Bank released a web-

based slide show in 2006
called “Lives and livelihoods:
Building prosperity with donor
support” (www.ebrd.com/
oppor/tc/video). Launched
at the 2006 Annual Donor
Meeting in London, it features
small business beneficiaries
ranging from south-eastern
Europe to Russia and Central
Asia. Two new videos on the
EBRD and its donors in Russia
and the ETCs will be released
at the Bank’s 2007 Annual
Donor Meeting in Kazan.
y A slide show on Mongolia,
the Bank’s newest country
of operations, marking the
achievements of the Mongolia
Cooperation Fund (MCF) and
introducing new investment
opportunities to donors, was
presented to the MCF meeting
in 2006.
y Production and distribution
of donor-focused material
increased in 2006, and was
distributed to donors, external
partners and the media in the
Bank’s countries of operations.
The material was also used
by the Bank’s Resident Offices
to highlight donors at the
local level.

“The Netherlands welcomes
Mongolia to the ETC Initiative.
We are pleased the ETC Fund
has become the main vehicle
for technical cooperation
in the region, and that it
has expanded to provide
investment grant co-financing
for EBRD projects.”

Architectural detail, Belgrade

Caspar Veldkamp
Ministry of Foreign Affairs,
the Netherlands

From 1991 to 2006,
the EBRD’s TC
commitments totalled

€761m
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2

Early transition
countries

Investment climate
An increase in domestic spending has generated
high economic growth across the early transition
countries (ETCs) – Armenia, Azerbaijan, Georgia,
the Kyrgyz Republic, Moldova, Mongolia, Tajikistan
and Uzbekistan. However, alleviating poverty and
correcting regional disparities remain key objectives.
Transition challenges
The main challenges are to:
y improve institutions, labour skills and overall

infrastructure, especially in Central Asia, which
will help to extend the benefits of market reforms
to the poorest communities
y undertake further reforms in the banking sector

to achieve better private sector access to finance
supported by reliable legal and regulatory
frameworks, which will attract greater foreign
investment and foster competition.

Since November 2004 the
Early Transition Countries
Initiative has been coordinating
donor and EBRD assistance
in the poorest countries where
the Bank operates. Its aim is
to alleviate poverty by financing
mostly small-scale projects in the
private sector and by developing
municipal infrastructure and the
legal environment.

17

y By the end of 2006, a total of €40.5 million for technical

cooperation and €5 million for investment grant co-financing
had been pledged to the ETC Fund.

y Nearly €22 million was committed to projects in 2006,

up from €18.2 million in 2005.

y Mongolia became the eighth beneficiary country of the

ETC Initiative in 2006.

y More than 500,000 loans have been provided to

small businesses.

18 Early transition countries

Pledges more than tripled from

€14.7m
€45.5m
in 2004 to reach

by the end of 2006

Chart 2.1
TC commitments in the ETCs, 2002–06 (€ million)
Bilateral

22

ETC Fund

Chart 2.2
Number of projects, 2002–06
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Table 2.1
TC commitments in 2006 by country (€’000)
Sector/Industry

Armenia

Azerbaijan

Georgia Kyrgyz Rep

Moldova

Mongolia

Tajikistan Uzbekistan

Regional

Total

1,116

550

340

1,696

1,300

1,000

421

118

431

6,972

TAM/BAS

203

261

116

335

838

86

122

140

1,430

3,532

Financial institutions

500

445

495

–

195

235

–

–

1,061

2,931

–

–

2,243

–

–

–

435

–

–

2,678

Small business finance

Municipal and environmental infrastructure

–

–

–

–

–

–

–

–

1,944

1,944

50
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Donor funding in 2006
Since its establishment, the ETC
Initiative has been helping the
EBRD’s poorest countries of
operations. This group has
included Mongolia since October
2006, when it became an EBRD
country of operations.
Contributing countries to the
Fund are Canada, Finland,
Ireland, Japan, Luxembourg,
the Netherlands, Norway, Spain,
Sweden, Switzerland, Taipei
China and the United Kingdom.
Pledges more than tripled from
€14.7 million in 2004 to reach
€45.5 million by the end of 2006.
The first technical cooperation
(TC) project in Mongolia funded
through the ETC Fund was
approved in November 2006.
Up to that time, Mongolia had
received assistance from the
multi-donor Mongolia Cooperation
Fund (MCF), to which Japan,
Luxembourg, the Netherlands
and Taipei China had contributed
a total of €10.3 million. The MCF
will support new projects until
June 2007.
Japan acted as Chair of the ETC
Fund’s Assembly of Contributors
during 2006 and was succeeded
by the Netherlands (with Spain
as Vice Chair) for 2007.
TC commitments to the ETCs
in 2006 (including Mongolia)
totalled €22 million (see Chart
2.1), exceeding the level of 2005,
which had been a record year by
volume, and showing a 60 per
cent increase since 2004.
There has been a steady
increase in the number of
assignments since 2002, with
just over 100 recorded in 2006.
The ETC Fund has been the
largest TC contributor, accounting
for 70 per cent of total
commitments. Georgia was
the main beneficiary in 2006,
receiving nearly €3.9 million
(see Table 2.1). Major bilateral
donors included the European
Union, Japan, Switzerland and
the United States.

Support programmes
and facilities
Small business development
continues to be the main
instrument to promoting the
private sector in the ETCs,
alleviating poverty and raising
living standards. The EBRD and
bilateral donors encourage small
businesses through micro lending
and the TurnAround Management
(TAM) and Business Advisory
Services (BAS) programmes.
The Bank also helps mediumsized local businesses through
the donor-supported Direct
Investment Facility (DIF),
Direct Lending Facility (DLF)
and Medium-sized Co-Financing
Facility (MCFF).
The ETC Fund was the largest
donor supporting micro lending in
2006, focusing predominantly on
Moldova and Mongolia. The largest
bilateral donor was the United
States, helping Armenia and the
Kyrgyz Republic in particular.
The largest donors to the TAM and
BAS programmes across all eight
countries in the ETC region were
Canada, the ETC Fund and Japan.
Micro and small enterprise lending
The EBRD’s micro and small
enterprise (MSE) projects in the
ETCs have provided much-needed
access to finance and stimulated
local economic growth. The Bank
makes equity investments and
provides loans to financial
institutions, which on-lend to
small businesses. In the ETCs,
such loans typically average
€2,300 but may be as low as
€300. These levels of finance
are generally lower than in other
countries where the EBRD
operates.
The EBRD works with a number
of microfinance providers,
including new and established
banks and specialised financial
institutions. By the end of 2006,
the Bank had worked with
100 banks and other types
of microfinance institution,
dispensing a total of €816.2
million in equity and dedicated
MSE credit lines.

“Gender equality is an
important issue across
the Bank’s countries of
operations. As Chair of the
ETC Fund, the Netherlands
fully supports projects that
help women to play a larger
role in business in the
ETC region.”
Joan van Rijswijk
Ministry of Foreign Affairs,
The Netherlands
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“ The unique thing about the
ETC Initiative is that the
multi-donor fund has been
developed by donor countries
themselves. This has created
a shared sense of purpose
that makes it easier to reach
decisions on delivering
assistance to poor countries.”  
Gonzalo Ramos
Board Director for Spain
and Mexico, EBRD

The Bank’s investments in the
MSE sector are accompanied
by technical assistance to
strengthen partner institutions
and to establish efficient credit
methodologies to lend to their
smallest clients.
The EBRD’s MSE activities in
the ETCs continued to grow
throughout 2006, attracting
13 new partner banks, of which
seven are non-bank institutions,
which between them disbursed
a total of €1.3 billion in 597,946
sub-loans to some of the smallest
entrepreneurs in the region.
The EBRD has developed its
market support for MSE projects
in each ETC, focusing on
agricultural and rural lending in
the Kyrgyz Republic and Tajikistan
in partnership with the United
Nations Food and Agriculture
Organisation.
During 2006 the Bank introduced
new MSE programmes in Armenia
and Moldova, while continuing
to develop new partner bank
relationships in more established
programmes. In Georgia, two
of the largest partner banks
“graduated” from the MSE
programme, meaning that they
no longer require donor funding
to continue their support for
small businesses. Several banks
in the Kyrgyz Republic also
graduated from technical
assistance. Graduation is the
Bank’s goal for all MSE lending
programmes as this signifies
the ability of each partner bank
to lend independently. Partner
banks will continue to receive
targeted and tailored assistance
as required, particularly related
to agricultural lending.
Non-bank microfinance
institutions are also important
conduits to finance the smallest
businesses, often in rural areas
that are not served by commercial
banks. The Bank is now working
with seven across the ETCs.

An innovation in 2006 was the
introduction of credit scoring for
MSE lending. Credit scoring is
typically used for standardised,
small loans whereby scores are
assigned to the most important
criteria, therefore automating
the decision process. This is
intended to reduce transaction
costs and to encourage partner
organisations to expand their
operations further. The Bank
conducted feasibility studies in
Armenia, Georgia and the Kyrgyz
Republic and, during 2007, plans
to implement credit scoring in
many other partner institutions.
The new technology is being
successfully used in one of the
EBRD’s partner banks in Moldova.
Lending results
By the end of December 2006
the EBRD’s small business
finance projects in the ETCs had
disbursed nearly 600,000 subloans totalling over €1.3 billion,
with an average loan size of
under €2,200. Portfolio quality
is high with arrears over 30 days
standing at only 1.2 per cent.
Results differ markedly between
countries due to the level of
maturity of each project and
the variable economic situation.
Across the ETCs, 45,480 loans
totalling €85.6 million were
disbursed in December 2006
alone.
Microfinance institutions outside
the banking sector are contributing
an ever-growing share of the
Bank’s MSE lending. During
2006, six of them disbursed
188,320 loans to MSEs for
€171.2 million, with an average
loan size of just €1,000.
Capacity building
More than 400 local branches
have been created in 39 banks
and microfinance institutions
employing over 2,000 loan
officers trained by EBRD
consultants. Previously, bank
staff typically lacked lending
skills and client focus, reflecting
poor procedures and loan
products. Training of internal
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auditors has been a priority. For
microfinance institutions outside
of the banking sector, the Bank
has provided targeted technical
assistance to each organisation,
identifying specific areas where
assistance has been required.
The Bank is now focusing on
transforming the largest and
most successful ETC microfinance
institutions into strong, fully
commercial organisations.
Donor and IFI coordination
The EBRD continues to work with
other donors in building a largescale lending capacity in banks
and other financial institutions
as they develop into commercial
deposit-taking organisations.
Many of the ETCs still suffer
from weak financial systems and
economic and political instability,
and need substantial long-term
technical assistance. Most of
the MSE projects benefit from
the multi-donor ETC Fund as well
as funding from a core group of
donors with shared objectives –
BP, the European Union, Japan,
the Netherlands, Switzerland,
Taipei China, the United Kingdom
and the United States. These
donors have so far provided
over €30 million in TC funds.
These funds have already
enabled partner banks to finance
an ever-increasing number of
loans. However, further funding
will be required, particularly for
rural finance. The EBRD works
closely with the International
Finance Corporation (IFC) and
Kreditanstalt für Wiederaufbau
(KfW) to implement projects with
partner banks. The International
Cooperation Development Fund
of Taipei China (TaiwanICDF) has
supported many of the Bank’s
MSE lending programmes,
including the ETC Non-bank
Microfinance Institution
Framework. More recently, the
Bank has worked with the World
Bank to build on established
projects, such as the Kyrgyz
Agricultural Finance Corporation
(KAFC) and the Rural Finance
Corporation in Moldova, to support
commercial sustainable lending.

Case study
In Mongolia: where a
ger guarantees a loan
In October 2006 Mongolia became the
EBRD’s newest country of operations,
an occasion marked by a €3.8 million
loan signed with XacBank, a successful
Mongolian bank. The investment in
XacBank was accompanied by technical
assistance from the ETC Fund for
€1 million under the Mongolian Multi-Bank
Framework. This facility encourages the
EBRD’s partner institutions to develop
credit and management skills, create
supportive institutional structures for
MSE (micro and small enterprises) and
SME (small and medium-sized enterprise)
lending, and diversify into new financial
products, such as leasing, mortgage and
trade finance.
With nearly three-quarters of its clients
living in gers, the traditional nomadic
homes made of blankets, XacBank
has started accepting these assets as
pledges for loans that it makes for micro
business ventures.
Mrs Elbegzaya Sersenjav’s experience is an
example of how XacBank’s unconventional
lending is helping to build the Mongolian
economy. Having moved with her daughter

to Ulaanbaatar, Mongolia’s capital, after
being widowed, she decided that the only
way to make a proper living and fund a
university education for her daughter was
to start a small business. In 2003 she
contacted XacBank. Her ger and home
appliances were pledged against a
€150 loan so that she could launch her
venture selling scarves and gloves in the
city’s open air market. Two further loans,
each for twice the previous amount,
helped to increase her profit and develop
her business.
XacBank was funded in 1998 as a United
Nations Development Programme MicroStart
project, with an initial €750,000 to lend
to poor people with business ideas. With
interest income and investment from its
founders (Mercy Corps and local nongovernmental organisations, as well as
support from Triodos Fund, Fair Share Fund,
ShoreCap International and MicroVest),
XacBank’s capital has grown to more than
€7.5 million with total assets of almost
€60 million in 2006. In nine years the
number of XacBank’s clients has increased
from 50 to 55,000, with 90 per cent of
loans made to small businesses.
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Case study
Cottonseed oil is back
in Tajikistan’s national dish

Traditional silk pattern used in
Uzbekistan. Every year 30,000
tons of silk cocoons are produced
in the country.

With the end of the Soviet Union, the newly
independent Central Asian republic of
Tajikistan saw almost its entire manufacturing
sector collapse. This included the production
of cottonseed oil, an irreplaceable ingredient
for the country’s national rice dish, the plov.
Three years ago, local entrepreneur
Tofik Akhmedov had the idea to restart
cottonseed oil production in the northern
Tajik town of Khujand. He bought an old
ex-Soviet property where the refinery was
to be built, imported equipment from the
United States, bought cotton seeds, hired
staff and started production. In 2005, he
founded Komron Agro Holding to refine
cottonseed oil.
However, Komron Agro had enough money
for just 8,000 tonnes of cotton seeds a year,
meaning the plant operated at 30 per cent
of its capacity, but thanks to an EBRD loan
of US$ 1.4 million (€1.1 million), agreed in
April 2006, Mr Akhmedov has been able to
buy 24,000 tonnes of cotton seeds that will
keep the refinery working throughout the
10-month season. The loan was granted

after the Bank undertook a thorough
technical and legal due diligence of
Komron, an essential step to determine
the company’s creditworthiness and to
guide its future business plan. Komron’s
due diligence and technical assessment
were funded through the EBRD ETC Fund,
under the Direct Lending Facility.
Thanks to this assistance, Komron Agro
Holding now employs 180 staff and has
doubled its cottonseed oil production to
3,000 tonnes per season. This has also
indirectly improved the living standards of
the 30 farms that supply Mr Akhmedov with
the seeds, because more reliable contracts
have meant more cash to spend for each
family and the village.
Following the success of the first advertising
campaign, which saw sales go up by 20 per
cent, Mr Akhmedov is set to expand his
business further; he is currently assisting
companies in the south of Tajikistan to build
up cottonseed oil refineries. So the future
of the plov – complete with its essential
ingredient of cottonseed oil – is safe.
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“ While the ETC Fund has
already contributed a great
deal to EBRD projects in the
early transition countries,
it must continue to support
urgent municipal infrastructure
projects in these countries.”
Birger Karlsson
Ministry of Foreign Affairs, Sweden

Direct Investment Facility
and Direct Lending Facility
The Direct Investment Facility
(DIF) provides equity and limited
debt financing (usually between
€0.5 million and €3 million)
to promising private sector
businesses, especially those
led by motivated and experienced
local entrepreneurs. The Direct
Lending Facility (DLF) provides
funding (between €0.5 million
and €4 million) for expansion,
modernisation and acquisition
projects in the private sector.
The DIF and DLF are important
instruments in the ETCs for
supporting medium-sized
enterprises. In 2006, eight new
DIF investments and 13 DLF
projects were financed in seven
countries. These investments
supported companies in the
beverage, supermarket, ice cream,
insurance, hotel, fruit processing,
property and textile industries.
In 2007 the DIF, DLF and the
Medium-sized Co-Financing
Facility (MCFF) will be available
in Mongolia, where the ETC Fund
will replace the MCF for TC
project funding.
Financial sector development
TC assistance for financial
institutions focuses on improving
access to funding for enterprises,
particularly SMEs. By the end
of 2006, €3.3 million had been
committed by the ETC Fund for
13 projects, of which €2.2 million
had been disbursed. Another six
projects totalling €2 million were
approved at the ETC Fund

Assembly of Contributors in
February 2007. These included
a TC assignment to improve
insurance regulations in Mongolia
and the Georgian Energy
Efficiency Programme, which will
support the credit line to local
banks by providing initial training
to the partner banks, coordinating
energy efficiency and renewable
energy projects, and identifying
potential industrial and residential
projects. The programme
is seeking a 33 per cent
contribution from the ETC Fund
to help reach the €2.3 million
funding requirement.
TC funds are supporting
institutional development and
new financial products and
facilities. Assignments under
way in four participating banks
are helping the organisations
to comply with EBRD corporate
governance requirements and
promote stability, prudent
practice and effective customer
service. Meanwhile, leasing
companies, particularly those
targeting SMEs in emerging
markets where secured lending
can be problematic, have
received substantial investment
in training. An assignment for
the first leasing company in
Azerbaijan should commence
in 2007. Two mortgage-related
assignments have been approved
for Armenia and Georgia. The
expansion of housing finance
(for house building, purchase
or renovation) should encourage
growth in construction activity
and contribute to sustainable
economic development.
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“ Sida has continued to
support the ETC region
through a cooperation
arrangement with the EBRD
that covers both technical
assistance and investment
co-financing. We have so far
identified about 10 municipal
environment projects that will
benefit from such support.”
Peeter Horm
Swedish International Development
Cooperation Agency (Sida)

TurnAround Management and
Business Advisory Services
programmes
The TAM and BAS programmes
provide expert technical and
management advice to local
businesses. In 2006 they
committed almost €3 million
received from Canada, the
ETC Fund, Japan, Luxembourg,
the MCF, Switzerland and Taipei
China in the ETC region.
The TAM programme has worked
with over 144 companies in all
of the ETCs (including Mongolia)
since 1997. During this period
Canada, the ETC Fund, the
European Union, Japan, the MCF,
Switzerland and Taipei China
have committed over €11.8
million to the programme.
In 2006, 13 TAM projects were
started in the region. TAM/BAS assisted companies have
attracted €85 million of
investment from the EBRD and
related institutions, reflecting
their increasing creditworthiness.
In addition to established SME
support measures, the TAM
programme is also implementing
new projects in Azerbaijan and the
Kyrgyz Republic that focus on the
information and communications
technology (ICT) business sector.
BAS operations in Tajikistan
should begin in 2007.

Legal reform
During 2006 the EBRD’s Legal
Transition Programme launched
two projects in Mongolia with
the help of donor funding. The
first provided legal assistance to
the government to deal with the
privatisation and regulation of the
telecommunications sector. The
second focused on reform of the
legal regime for securing loans
with movable property pledged as
collateral. EBRD recommendations
presented to the Mongolian
government in November 2006
will form the basis for reforms
to be implemented over the next
few years. Both projects are
funded by the MCF.
During 2007, based on an EBRD
project in Moldova funded by the
Swiss government, the Legal
Transition Programme is aiming
to issue standards for enacting
effective mortgage legislation
in the countries where the Bank
operates.
In the Kyrgyz Republic the
Bank began implementing a
programme to help judges deal
with commercial issues. Funded
by the ETC Fund, Japan and
Switzerland, it aims to strengthen
local judicial education, to create
a law library and to establish
internships abroad for young
judges with leadership potential.
Also in the Kyrgyz Republic, the
EBRD has prepared an action
plan for enhancing investor
protection in the securities
market, and has continued to
develop a legal framework for
the telecommunications sector
and to improve access to ICT
in the country (see case study
on page 25).
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Case study
Modern communications
for the Kyrgyz Republic
Georgian embroidered bag

Access to networks for information and
communications technology (ICT) is crucial
to economic growth and social inclusion.
However, in many transition countries,
telephone services and internet connections
are mainly confined to cities or larger
population centres and may be sporadic
at best.

For interconnection and tariffing, the Bank is
helping the authorities to collect all relevant
statistical information in order to prepare
the necessary enabling laws and regulations.
For better rural access, it has been
conducting a study throughout the country
to gauge the cost, level of demand and
affordability of communications services.

In the Kyrgyz Republic the EBRD is providing
technical assistance to overcome legal,
technical and economic obstacles to
reliable and affordable universal access,
particularly in rural areas.

The EBRD will advise the Kyrgyz authorities
on addressing the cost of universal access
through contributions from the service
revenues of licensed operators, from
government and, perhaps, from donors.
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Case study
Renewable energy for Armenia
To reduce its dependence on nuclear power,
oil and gas, the Armenian government wants
to increase energy output from renewable
sources. About 36 per cent of the national
power supply comes from hydro power, but
the government wants as much as 70 per
cent of its energy to come from renewables
by 2020. New regulatory and tax legislation
is encouraging projects in the sector.
Cascade Credit, a lending institution
established in 1994 by Gerard Cafesjian
(a US citizen of Armenian descent), has been
investing in small hydro-power generation
projects and other competitive renewable
energy ventures to foster environmentally
friendly economic development.
Committed to investment in renewable
power, the EBRD has gone into partnership
with Cascade Credit through a €5.4 million
loan to the company, combined with
€3.8 million from the World Bank and

€2.3 million from the Cafesjian Family
Foundation (CFF). This will provide long-term
funding for renewable energy projects –
primarily mini-hydro generation but potentially
wind and biomass as well. The project will
also benefit from €2.3 million in grant
funding from the Global Environment Facility.
In its first year of operation, Cascade Credit
expects to finance between seven and 10
mini-hydro projects, providing 70 per cent of
the project cost. The other 30 per cent will
be provided by private developers. Since
renewable energy sources create minimal
greenhouse gas emissions, Cascade Credit
will help its clients sell carbon credits under
the Clean Development Mechanism (CDM)
framework of the Kyoto Protocol. The ETC
Fund has provided TC funding to assist
Cascade in registering its investment
projects under the CDM framework.
This support should eventually attract
co-financing from other local banks.

Other sectors
Economic reform
An improved investment climate
in the ETCs is expected to lead
to higher economic growth, in
particular in the SME sector,
therefore helping to alleviate
poverty. In Armenia, Georgia and
the Kyrgyz Republic, the ETC Fund
is supporting Investor Councils
to encourage dialogue between
the business community and
government policy-makers. It
is expected that a new Investor
Council will be established in
Georgia, the existing one in
Armenia will be reinforced, and
a former Council in the Kyrgyz
Republic will be revived.
Energy
In 2006 Armenia, Azerbaijan and
Georgia benefited from energy
sector funding from the ETC
Fund. In particular, the Azeri
state-owned electricity company
Azerenerji JSC, following a
substantial loan in October 2005,
is upgrading the AzDRES Power
Plant, the country’s largest
thermal power station, and
implementing a comprehensive
environmental and health and
safety action plan. The ETC Fund is
also supporting the development
of a new tariff-setting system
and utility sector regulation in
Azerbaijan.
Environmental and social issues
There is an urgent need for more
investment in environmental
infrastructure, such as water
supply, sanitation services
and solid waste management.
However, municipalities still
lack the skills and experience to
develop appropriate projects that
can be considered for financing by
the EBRD and other international
financial institutions (IFIs).

27
Along with ETC Fund support,
the EBRD organised a workshop
in Armenia for municipal staff.
The aim was to enable them to
develop bankable environmental
investment projects and to foster
constructive dialogue between
municipalities and the EBRD and
other IFIs. This will complement
related work on environmental
financing strategies being carried
out by the Environmental Action
Programme for Central and
Eastern Europe Task Force
in Armenia.
The UK’s Department for
International Development (DFID)
and the Canadian International
Development Agency (CIDA) are
supporting a project to assess
gender equality issues in the
Bank’s countries of operations
and the potential for giving
greater weight to gender issues
in the Bank’s operations, based
on research in Bulgaria, Georgia
and the Kyrgyz Republic. The
summary report will be released
on the Bank’s web site.
Municipal and environmental
infrastructure
The EBRD provided funding of
€5.5 million in 2006 for two
water projects in Georgia at Poti
and Kutaisi (serving populations
of 60,000 and 186,000
respectively). Both projects
benefited from investment grant
co-financing from the Swedish
International Development
Cooperation Agency (Sida) of
€4.4 million, the US Millennium
Challenge Corporation for an
equivalent of €4.3 million and the
European Union Water Initiative
for €1.5 million. The ETC Fund
also committed TC funds for
the two water supply projects in
Georgia. The TCs will complement
the EBRD’s investment projects

in Georgia by strengthening the
delivery of water services. This
will be done through financing
critical investments in key cities
that are willing to implement
reforms such as tariff policies
designed to take into account
affordability concerns as well as
improved collections. In addition
to the Poti and Kutaisi projects,
Sida has committed to fund two
assignments in Tbilisi in relation
to an investment programme to
renovate the Tbilisi municipal
water supply system. Mongolia’s
capital, Ulaanbaatar, will benefit
from an improved urban transport
network with investment grant
co-financing provided by the
Netherlands through the
ETC Fund.
Transport
In May 2006 the EBRD provided
loan financing of €20.8 million
for the development of Tbilisi
International Airport in Georgia
and €15.4 million in July for
Armenia International Airport in
Yerevan. The Bank is committed
to encouraging greater private
sector involvement in the
management and operation
of transport infrastructure. The
Bank mobilised €1.5 million in
grant funds from the Netherlands
in 2006 to support a €6 million
road maintenance project in
Tajikistan. The Bank will provide
a loan of €4.6 million for this
project, which will improve
Tajikistan’s capacity to undertake
road maintenance. This will
complement financing from the
Asian Development Bank and
Islamic Development Bank for
the upgrading of key road transit
corridors in Tajikistan.

“ I believe the EBRD has
shown the effectiveness
of working in partnership in
the early transition countries.
We should therefore allow it
some flexibility in proposing
innovative projects in these
countries.”
Jean-Claude Juncker
Prime Minister of Luxembourg
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3

Western Balkans

Investment climate
Strong growth and the prospect of accession to the
European Union for some countries in the Western
Balkans have boosted investor confidence, leading
to higher inflows of foreign direct investment. With
Montenegro’s newly acquired independence and
Kosovo’s development needs, additional donor
financing will be required in the coming years.
Transition challenges
The main challenges are to:
y improve access to finance and upgrade transport

infrastructure to sustain trade within the Western
Balkans and to integrate the region into the
EU economy
y speed up privatisation and the restructuring

of large companies to improve compliance
with international environmental standards
and to promote better business practices,
leading to sustained growth.

Improvements to
infrastructure and private
sector growth remain key
priorities for the EBRD in the
Western Balkans. Thanks to
donor financing, the Bank is
supporting small businesses,
developing local financial
institutions, and funding
important municipal services
and transport projects.

29

y T
 he Western Balkans received donor funding of €15.3 million

in 2006.

y T
 he EBRD established the Western Balkans Fund with

strong support from the international donor community.

y T
 he European Investment Bank and the EBRD co-financed major

infrastructure projects in Bosnia and Herzegovina and in Serbia.
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“ The CEI has proved to be an
important forum for political
dialogue. Its focus has
recently moved towards
non-EU member countries
in the Western Balkans and
in eastern Europe. Priority
sectors for the Initiative are
capacity building, transport,
energy efficiency and the
environment.”

Donor financing in 2006 totalled

€15.3m

Laura Mirachian
Ministry of Foreign Affairs, Italy

Chart 3.1
TC commitments in the Western Balkans, 2001–06 (€ million)
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Table 3.1
TC commitments in 2006 by country (€’000)
Project

Albania

Bosnia and
Herzegovina

FYR
Macedonia

Montenegro

Serbia (incl’
Kosovo)

Regional

Total

160

–

800

–

2,536

–

3,496

TurnAround Management and Business Advisory Services programmes

287

332

199

1,016

3,251

1,234

6,319

Municipal and environmental infrastructure

796

–

277

–

–

–

1,073

Transport

Financial institutions

250

966

249

–

340

–

1,805

Energy

–

–

141

–

–

–

141

Investment support

–

–

–

–

–

2,000

2,000

Other (for example, tourism)

–

340

11

–

–

130

481

1,493

1,638

1,677

1,016

6,127

3,364

15,315

Total

Note: Regional funding refers to projects that were undertaken in two or more countries.
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Donor funding in 2006
Donor funding in 2006 totalled
€15.3 million, slightly down from
€16.2 million the previous year.
Project support continued to
target small and medium-sized
enterprises (SMEs), the financial
sector, and municipal and
country-wide infrastructure.
The principal donors were the
EU-funded European Agency for
Reconstruction (EAR; contributing
€4.8 million), Italy (€3.3 million),
Canada (€1.5 million), and France,
Japan and the Netherlands
(about €1 million each). Serbia,
including Kosovo, received the
largest portion of funding (€6.1
million) followed by Bosnia and
Herzegovina (€1.6 million) and
FYR Macedonia (€1.6 million).
In Albania, funds for business
support were provided by Canada
and Japan through the EBRD’s
TurnAround Management (TAM)
programme, while Italy helped
to design a transport strategy
for the capital, Tirana, and funded
a water resources study in the
south of the country. Greece
supported the Albanian Securities
Commission in drafting a new law
on bond issues.
In Bosnia and Herzegovina,
funding from Canada, Japan and
Spain mainly supported small
business development. France
helped to fund a tourism study
and to prepare a national
transport strategy. The Central
European Initiative (CEI) aided
national railway restructuring
and the United States Trade and

Development Agency (USTDA)
backed an air traffic navigation
and control project.
In FYR Macedonia the EBRD
invested in TTK Bank AD Skopje,
a medium-sized bank providing
finance for SMEs across the
country. The institutional building
plan is being financed through
technical cooperation (TC) funds
from the Norwegian Ministry of
Foreign Affairs (see page 32).
Several other donors have
supported TAM projects and
provided funds for TC assignments
related to investments in the
municipal sector. Austria, Canada,
the CEI, Denmark, Ireland, Japan
and the United Kingdom have
been key donors in the country.
In Montenegro investment of over
€1 million through the TAM and
Business Advisory Services (BAS)
programmes has helped local
SME restructuring and start-ups
with relevant contributions
from the EAR. Additional donor
funding will support projects in
infrastructure restructuring and
commercialisation.
Serbia attracted the greatest
level of support in 2006. Donor
funding has helped to strengthen
local financial institutions,
introduce new financial products,
support railway restructuring and
provide advisory services to local
businesses. The EAR has funded
extensive TAM programmes in
Serbia, including in Kosovo.
Other key donors were Canada,
the CEI, France, Italy, Japan and
the United Kingdom.

“Austria has strongly
supported the EBRD’s efforts
to establish a multi-donor
fund for the Western Balkans
as a way of increasing donor
coordination, especially
in critical infrastructure
projects, and enhancing
economic integration.”

Thomas
Wieser
Ministry of Finance, Austria
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“The EU’s enlargement in
south-eastern Europe will
continue. The countries of
the region need it – but so
does the EU. This will mean
that the present ‘enlargement
fatigue’ could end within the
next couple of years.”
Christopher Cviic
Consultant Senior Political Counsellor,
EBRD, speaking at the Western Balkans
Fund Assembly on 2 March 2007

“Seco sees the EBRD as a
key partner in helping the
Western Balkan countries
benefit from remittances
sent home from their
workers abroad.”
E
 sther Hauert Wermuth
Swiss State Secretariat for Economic
Affairs (Seco), Switzerland

Support programmes
and facilities
Since the early 1990s, the EBRD
has invested more than €2.4
billion in the Western Balkans,
supporting projects with a total
value of almost €5.5 billion.
Donor-funded TC remains a
crucial focal point of the Bank’s
operational strategy in the region.
In 2006 the EBRD established
the multi-donor Western Balkans
Fund with contributions from 14
countries (see box on page 33).
For the first time, the Bank
welcomed the governments
of the Czech Republic, Poland,
the Slovak Republic and Slovenia
to the donor community.
In 2006 the Italian government
and the EBRD signed an
agreement for the establishment
of a new instrument – the Italy EBRD Western Balkans Local
Enterprise Facility – to provide
equity, risk-sharing and debt
financing to local enterprises.
This new financing instrument
builds on the successful Italian
Risk-sharing Facility. The Bank
will contribute €20 million to
the new facility and the Italian
government €10 million. TC
support of €2 million will also
be provided by Italy.
During the year a large proportion
of TC funding was committed to
supporting local enterprises
through the TAM and BAS
programmes (€6.3 million),
strengthening local financial
institutions (€3.5 million) and
providing project assistance
to the transport, municipal
infrastructure and energy sectors
(€1.8 million, €1 million and
€0.14 million respectively). The
Italian-funded Local Enterprise
Facility helped to identify
investment opportunities, with
TC support of €2 million, and the
French government committed
€340,000 for a tourism study
in Bosnia and Herzegovina.

Micro and small enterprise lending
Micro, small and medium-sized
enterprises (MSMEs) are the
backbone of the economies of the
EBRD’s countries of operations,
including the Western Balkans.
Improving their access to finance
is an important step towards
ensuring sustained growth.
The Bank extends credit lines
and makes equity investments
in local banks and microfinance
institutions, such as nongovernmental organisations
(NGOs), to increase their lending
capacity and to encourage a
culture of small business lending.
Donor funds for technical
assistance are a crucial
component of this strategy.
In 2006 the Bank approved
a new €75 million facility
augmenting the existing Western
Balkans SME Finance Framework.
It aims to extend small business
access to financial institutions,
improve financial intermediation
in the region and strengthen
competition.
The EBRD is enlisting donor
support for the commercialisation
of existing microfinance NGOs in
Bosnia and Herzegovina. In FYR
Macedonia it has lent TTK Bank
AD Skopje, a medium-sized bank,
€5 million to expand small
business finance across the
country. The loan falls under
the Western Balkans SME
Finance Framework. The Italian
government will also provide
TC funds under the Cooperation
Fund for Private Sector
Development in the Western
Balkans to help train TTK’s
employees in modern SME
lending technologies.
The EBRD has also acquired
a 25 per cent stake in TTK to
support restructuring and growth
plans, including an institutional
building plan to raise corporate
governance standards to
international levels and to
strengthen control processes
and risk management procedures.
The plan will be financed through
TC funding from the Norwegian
Ministry of Foreign Affairs.
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Case study
The Western Balkans Fund
The EBRD’s Annual Donor Meeting in 2005
reviewed the Bank’s strategy for mobilising
assistance and coordinating action with
donors in the Western Balkans. Citing the
success of the Early Transition Countries
Fund, donors asked the Bank to consider
a similar initiative for the Western Balkans.
Follow-up discussions with donor
representatives were held in 2006 to
identify the priority needs in the region
and to clarify the benefits that a new
multi-donor fund could provide. It was
agreed that the fund should promote
coordinated and efficient assistance
for infrastructure development, SME
access to finance, institutional reform
and cross-border cooperation.
Inaugurated in November 2006, the new
multi-donor Western Balkans Fund aims
to mobilise and coordinate additional
grant resources for Albania, Bosnia and
Herzegovina, FYR Macedonia, Montenegro
and Serbia (including Kosovo).
The Fund’s contributors are Austria, Canada,
the Czech Republic, Finland, Ireland,
Luxembourg, the Netherlands, Norway,
Poland, the Slovak Republic, Slovenia,
Spain, Sweden and the United Kingdom.
The participation of the Czech Republic,
Poland, the Slovak Republic and Slovenia
is particularly significant, as they are the
first EBRD countries of operations to join
the Bank’s donor community as contributors.

restriction as to the nationality of the
firm or experts contracted in a particular
project). It is managed by an Assembly
of Contributors (the donors), supported by
the Official Co-financing Unit of the EBRD,
which acts as its Secretariat. Through its
multilateral structure, the Fund will have
greater flexibility for each project and
will be able to respond more quickly
and effectively to the demands of larger
projects involving more than one country
(traditionally problematic for a single
donor). The Assembly will also provide
a channel for identifying co-financing
opportunities and a forum for policy
discussions at project and strategic levels.
The Fund focuses on:
y

y

y

y
y
y

The Fund operates as an untied, multi donor cooperation fund (untied meaning
that the money can be used without any

Architectural detail, Belgrade

improving access to, and delivery of,
affordable basic services, such as water,
electricity, transport and communications
promoting a sound environment for
private sector development, with
effective legal and regulatory frameworks
and transparent accounting and
corporate governance practices
encouraging micro, small and mediumsized enterprises by strengthening
access to finance and advice and
supporting the creation of new
businesses, especially by women
entrepreneurs
strengthening financial institutions
promoting sustainable environmental
standards
extending innovative and inclusive
initiatives to harness the potential
of the wider community.

Since the early 1990s,
the EBRD has invested
more than

€2.4bn
in the Western Balkans
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Case study
Making a big impact with small
loans in FYR Macedonia
Micro and small enterprises (MSEs) have
always been integral to economic
development. With donor funding from
the US/EBRD Small And Medium-Sized
Enterprise Facility, ProCredit Bank
Macedonia is providing invaluable support
to a growing number of small entrepreneurs.
This development-oriented bank, in which
the EBRD holds an equity stake of 12.4 per
cent, is part of the ProCredit global network
of financial institutions operating in 18
countries and focusing on lending to MSEs.
The majority of ProCredit Bank Macedonia
loans are for sums under €10,000.
Entrepreneur Sasho Kuzmanovski is one of
the many beneficiaries of this credit facility.
In 1999 he opened the Ikona bookstore
which, despite the country’s serious political
and social turmoil in 2001, proved a
success. Subsequently, with a view to
expansion, he approached ProCredit Bank
Macedonia with the request for a €6,000

loan. He used the money to purchase
specialised books, technical manuals,
foreign language publications and
dictionaries, which were still rare on the
domestic market. Strong demand generated
further expansion. With three Ikona
bookstores in the capital, Skopje, he is
planning to open further branches with the
help of another loan, this time for €14,000.
Another entrepreneur, Goran Gorkievski,
owns the Specijal bakery in Skopje, which
he started in 1991. To finance expansion,
he turned to ProCredit Bank Macedonia
for his first loan in September 2003. The
€30,000 advance financed the construction
of new business premises with an enlarged
bakery. In October 2004 he took out another
ProCredit loan for €50,000 to fund further
expansion of his bakery business and a
new restaurant in the centre of Skopje.
Specijal has become a household name
in FYR Macedonia.

In 2006 over

€6.3m
in grants was provided
to implement TAM
and BAS activities in
the Western Balkans
During the year,

71

TAM projects started
in the region, bringing
the total number in
progress to

119

35
Building stronger businesses
The TAM programme uses
industry-specific management
expertise to help enterprises
develop new business skills at
the senior management level.
The BAS programme is a multidonor-funded programme which
helps MSMEs (from 10-500
employees) improve their
competitiveness by using local
business advisers.
In 2006 over €6.3 million in
grants was provided to implement
TAM and BAS activities in the
Western Balkans. During the year,
71 TAM projects started in the
region, bringing the total number
in progress to 119. Since the
programme began in the Western
Balkans, it has implemented more
then 340 assignments, and
donors have contributed about
€15.7 million. The EAR has been
the key TAM donor (approximately
€11 million), together with
Canada, Ireland, Italy and the
Japan-Europe Cooperation Fund.
The TAM programme has focused
increasingly on SME support in
rural and less developed areas.
The BAS programme, supported
mainly by the EAR, Luxembourg
and the Netherlands, has six
offices in the Western Balkans
(in Tirana, Sarajevo, Pristina,
Skopje, Podgorica and Belgrade).
Operations in Albania and Serbia
started in 2006. Overall, 266
BAS projects were undertaken
in the region during that year.
Since 2001, over 760 projects
have been implemented, with
almost 600 completed so far,
representing a total turnover of
almost €1.3 billion and involving
124,000 employees. The
programme is strengthening
cross-border initiatives which
enhance or re-establish trade

and business links in previously
integrated regions. In 2006 a
BAS project supported by the
Netherlands helped a company
in Kosovo successfully upgrade
its global positioning system
(GPS) technology services.
With TAM assistance funded
by the EAR, the management
team of Niš airport in Serbia
benefited from advice on the free
market regulation of air transport
and the formulation of a
pragmatic business plan.
Trade Facilitation Programme
The Trade Facilitation Programme
(TFP) promotes foreign trade
in the EBRD’s countries of
operations. It also supports
intra-regional trade through
the creation or restoration of
traditional trade links between
countries. In the Western
Balkans, over 50 per cent of
trade deals since 1999 have
involved sums under €100,000,
emphasising the importance
of SMEs in commerce. Austria,
the EBRD, Norway and Switzerland
have supported the TFP through
the Balkan Region Special Fund.
Legal reform
The EBRD’s Legal Transition
Programme uses technical
assistance to develop investorfriendly legal systems in the
Bank’s region of operations.
In 2006 the Albanian Securities
Commission asked for assistance
to improve its legal and regulatory
framework governing corporate
governance and the issuance
of bonds by corporate entities
and municipalities. The Greek
government agreed to fund a
study on establishing an active
and efficient domestic bond
market for raising debt capital
and financing economic
development.

“ In the Western Balkans,
Norway has focused its
funding on job creation
and the improvement of
infrastructure, which will help
create further investment
opportunities in the region.
This must be accompanied
by a commitment to
transparency, anti-corruption
and good corporate
governance at every level.”  
Per Kjell Mannes
Ministry of Foreign Affairs, Norway
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“ Italy has a long-standing and
productive partnership with the
Bank. The Western Balkans
remains an absolute priority
for Italy, and through our
newly created EBRD-Italy
Western Balkans Local
Enterprise Facility, we aim
to provide various forms of
support to local enterprises
in the region.”

Other sectors
Energy
A key determinant of a successful
energy market is the extent to
which energy prices reflect actual
costs for each category of
customer. To correct existing price
structures, where industrial users
pay a higher price than residential
customers, requires a significant
effort and substantial rises in
residential charges. An important
TC assignment supported by the
Danish government advised the
authorities in FYR Macedonia how
to help the most vulnerable deal
with rising energy tariffs without
hindering the development of the
energy sector.
Financial sector
In 2006 the EBRD acquired a
25 per cent stake in Cacanska
Banka, a majority state-owned
bank in Cacak, central Serbia,
to help with its restructuring
ahead of full privatisation.
The EBRD aims to create an
institution capable of competing
efficiently in an increasingly
sophisticated financial market and
is implementing an institutional
building plan supported with TC
funds from the EAR. The plan has
been developed in cooperation
with the management of Cacanska
Banka and with the government
as a shareholder. It will help raise
corporate governance standards
to international levels, strengthen
control processes and credit and
risk management procedures,
train staff and improve customer
services. Italian funds have been
committed to provide Factoring*
Advisory Services to banks and
factoring companies in Serbia.

Ignazio Angeloni
Ministry of the Economy
and Finance, Italy

*

F actoring is a financial mechanism that
lowers the risk of a seller not receiving
payment. A bank or factoring company
agrees to purchase invoices from a
business in return for cash. The factoring
company then collects payment for the
full amount of the invoices and accepts
any credit risk attached to them. In
exchange for this service, the factoring
company pays the invoices to the seller
at a discounted price.

Industry
In 2006 the EBRD advanced
its first direct loan to a private
company in Kosovo to help
finance business expansion.
The €1.3 million loan will enable
Euro Fat, a limited liability firm
producing polystyrene insulating
panels, to more than double
its output to satisfy increasing
demand. The loan is also
supported by the Italian-funded
Western Balkans Local Enterprise
Facility, which provides individual
investments in the range of
€1 million to €4 million as well
as technical assistance if required.
Infrastructure
The EBRD has been active in
financing municipal infrastructure
in the Western Balkans – providing
equipment and services,
strengthening regulatory
structures, promoting private
sector investment, and facilitating
EU grant and loan co-financing.
In 2006 donor funding of €1
million supported TC investments
in Albania and FYR Macedonia.
The main donors were:
y Italy, which supported an

assignment to prepare a
road transport strategy for
the Albanian capital, Tirana
y Austria, which funded expert
programme management
and contract supervision for
a water supply and sewerage
project in FYR Macedonia
y Canada, which supported
a water supply and wastewater investment project
in FYR Macedonia. The
United Kingdom funded a
traffic model and economic
evaluation for a by-pass
road in Belgrade, Serbia.
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Case study
Integrating the Western Balkans
into the European economy

In 2005-06, each
euro invested by
the CEI generated

€177
of additional
investment

The Central European Initiative (CEI) fosters
regional integration. Through its grant-aided
technical cooperation projects, it has aimed
to strengthen the legal, economic and
financial environment of recipient countries
and to promote harmonisation with the
wider European economy. The CEI operates
within the Official Co-financing Unit of the
EBRD, where it manages the CEI Trust
Fund, a tied fund supported by the Italian
government with a total allocation
amounting to €28 million.
Through its technical cooperation activities
and “Know-How Exchange” programmes,
the CEI promotes the dissemination of
expertise and technical knowledge to bridge
the skills gap between the most advanced
and least advanced transition countries.
It has assumed an ever-expanding role in
regional development through the leverage
achieved by its projects – in 2005-06, for
instance, each euro invested by the CEI
generated €177 of additional investment.

At the CEI’s Summit Economic Forum
in Tirana (Albania) in November 2006,
discussions centred on the theme of
“Fostering reforms and innovation for
sustainable growth”. The Forum hosted
official business seminars alongside
CEI heads of government and ministerial
meetings. Just over 1,000 participants
from 36 countries attended over 70 formal
and informal meetings.
The formal sessions considered three main
themes – fostering the business climate;
exploiting local potential; and investing in
innovation. Overall, the Forum concluded that,
despite better macroeconomic conditions
and stronger political backing for reforms
in the Western Balkans, the enforceability
of legislation and self-regulating codes
remains an obstacle. Supporting reforms
in innovation, enhancing intra-regional
trade and assisting in the development
of infrastructure will be priorities for the
CEI in the coming year.
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Following the provision
of TC funding, the
EBRD provided a
sovereign loan of over

Case study
Municipal creditworthiness
in Tirana, Albania

€14m

to help address
significant deficiencies
in Tirana’s urban
transport and
infrastructure services

Institutional reforms and substantial
investments in municipal infrastructure
are needed to respond to growth in urban
population and traffic in the transition
region. However, lack of access to credit
has deterred many viable projects. The
Creditworthiness Enhancement Programme
for the city of Tirana has been specifically
designed to strengthen the credit capacity
of the Albanian capital.

In addition, the assignment will help local
civil servants implement anti-corruption
measures and promote fair competition
and transparency in the provision of
municipal services.

Through this technical cooperation (TC)
project, sponsored in 2006 by Italy’s Central
European Initiative Trust Fund, Tirana will
benefit from improved monitoring and control
of its fiscal revenues and expenditure, as
well as the re-organisation of its city treasury
department into a single management unit.

The related Tirana municipal transport
project – the EBRD’s first transaction in
the Albanian municipal sector – involves
the EBRD providing a sovereign loan of
€14.6 million to help address significant
deficiencies in urban transport and
infrastructure services.

Additional TC finance was also provided
by Italy through the Italian Cooperation Fund
to develop a sustainable transport strategy
for the city of Tirana.
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Transport
The transport sector has been
particularly reliant on donor funds.
In 2006 the United States Trade
and Development Agency
(USTDA) helped the Directorate
of Civil Aviation in Bosnia and
Herzegovina’s Ministry of
Communication and Transport
to purchase and install
navigational, communications
and meteorological equipment.
The project also funded staff
training in the use of the new
equipment and expert help in
creating a new air navigation
service to control Bosnian
airspace. France provided
funding for railway restructuring
in Serbia and for drafting a
national transport strategy
for Bosnia and Herzegovina.
The CEI provided consultancy
support for railway restructuring
in Bosnia and Herzegovina,
helped finance an air navigation
system in FYR Macedonia and
funded an environmental analysis
related to Pristina Airport in
Kosovo. France provided donor
funds for railway restructuring in
Serbia and for drafting a Serbian
national transport strategy.

Official co-financing
In 2006 more than €167 million
was provided by official
institutions to co-finance
important projects with the Bank.
In close cooperation with the
European Investment Bank,
two large projects were signed
to support railway restructuring
in Bosnia and Herzegovina and
Serbia. In the former, a regulatory
board was established and
railway operations and
infrastructure were separated.
In the latter, the assignment
focused on labour restructuring
and the divestment of non-core
activities. In addition, Italy
supported the EBRD in the
provision of a €3 million loan
to establish the New Bank of
Kosovo under the EBRD-Italy
Western Balkans Local Enterprise
Facility. The loan will enable
New Bank of Kosovo to on-lend
finance to MSMEs.

“ The Western Balkans
have been at the centre of
Slovak foreign policy for many
years, reflecting the Slovak
nation’s close ties with this
region. Having experienced
the transition process from
a centrally governed to full
market-oriented economy,
the Slovak Republic
understands how important
economic transition is for
this region’s future.”
Mario Vircik
Department of International Relations,
Ministry of Finance, Slovak Republic
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4

Russia, Belarus,
Kazakhstan,
Turkmenistan,
and Ukraine

Investment climate
Strong growth based on natural resources, metals
and other commodities has generated new wealth
and boosted private consumption. However, it has
also fuelled inflationary pressures that need to be
contained to avert macroeconomic imbalances and
to reduce vulnerability to external economic factors.
Transition challenges
The main challenges are to:
y diversify beyond oil and gas to secure long-term

sustainable development, to lessen risks, and
to promote the transition process in other key
economic sectors
y reform public institutions and corporate

governance legislation, strengthen the judiciary
and ensure transparency of transactions in order
to improve the business environment and
increase investor confidence.

As the EBRD increasingly
focuses its efforts on the
transition challenges facing
the countries further south
and east in its region of
operations, donor funding
is all the more critical for
delivering quality projects.
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y R
 ussia was by far the largest recipient of donor funding in

this region in 2006, with commitments reaching €9.7 million,
followed by Ukraine with €6.7 million.

y E
 leven cities in the region benefited from TC assignments

in 2006 to improve municipal services, such as water supply,
public transport and district heating.

y I
n more regions and sectors than ever, micro, small and

medium-sized enterprises received practical support
and advice.
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In 2006 donors provided

€20.3m

for TC assignments in this region
Kazakhstan, Russia and Ukraine
were the largest recipients,
accounting for over

€19m

Chart 4.1
TC commitments in Russia, Belarus, Kazakhstan,
Turkmenistan and Ukraine, in 2006 (€ million)

Chart 4.2
TC commitments in Russia, Belarus, Kazakhstan,
Turkmenistan and Ukraine, 2002–06 (€ million)
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Table 4.1
TC commitments in 2006 by country and project category (€’000)
Russia

Belarus

1,999

–

Manufacturing

50

Legal transition

406

Financial institutions

Kazakhstan Turkmenistan

Ukraine

Total

697

122

1,534

4,352

–

–

–

–

50

–

80

–

–

486

Municipal and environmental infrastructure

2,259

–

–

–

754

3,013

Microfinance

3,158

590

904

–

1,456

6,108

Power and energy
TurnAround Management and Business Advisory Services programmes

165

–

–

–

2,097

2,262

1,524

–

1,341

–

492

3,357

–

–

199

–

350

549

Other

98

–

–

–

–

98

Total

9,659

590

3,221

122

6,683

20,275

Transport
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Donor funding in 2006
In 2006 donors provided about
€20.3 million for TC assignments
in this region. Kazakhstan,
Russia and Ukraine were the
largest recipients, accounting
for over €19 million. This funding
supported investments in
municipal infrastructure, energy
and microfinance, and helped
entrepreneurs through the
TurnAround Management (TAM)
and Business Advisory Services
(BAS) programmes (see page
47). Donor funds also supported
microfinance activities in Belarus
and Turkmenistan.
The European Union was the
largest donor in 2006, funding
microfinance, financial institution
and municipal infrastructure
assignments. Japan provided
over €3 million, which included
technical assistance to municipal
infrastructure investments and
the TAM programme in Russia,
as well as support for the BAS
programme and development
of rural and agricultural lending
in Kazakhstan.

The Russia Small Business Fund
(RSBF) provided €3 million to
finance micro lending advice to
local banks. Finland helped fund
the TAM and BAS programmes,
and also supported the Bank’s
investments in municipal
services in Russia and Ukraine.
Austria and Sweden backed an
energy efficiency programme in
Ukraine with €2 million to provide
technical expertise.
France financed assignments
to prepare and implement
investments in Ukraine’s
waste-water sector, and Canada
financed a pre-privatisation,
institutional reform programme
with the Kazakh State
Accumulation Pension Fund.
Ireland supported the expansion
of the Belarus SME/MSE Finance
Framework and regulatory
development of the Kazakh
telecommunications sector.

Japan provided over

€3m

which included technical assistance
to municipal infrastructure investments
and the TAM programme in Russia

“Japan is not only the largest
TC contributor to the ETC
Fund, it has also been the
largest bilateral donor to the
EBRD’s technical assistance
programme since 2001. Our
support focuses on eastern
Russia, Central Asia and
Mongolia, and ranges from
helping entrepreneurs to
municipal infrastructure
projects.”
Kazuya Murakami
Board Director for Japan, EBRD
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Case study
BAS success in rural Kazakhstan

Door detail, Moscow court

In 2006 the BAS programme concluded a
project in Aktobe aimed at improving sheep
herd management at Koptogai, a farm
located 400 kilometres from the Kazakh
capital. Undertaken with the help of
a local sheep-breeding consultant, the
project enabled the introduction of better
fertilisation techniques to sustain a faster
and more predictable herd growth and
enhanced the overall management of the
herd and the farm.

In addition, by using local expertise, the
project achieved the dual aims of assisting
small enterprises in their business expansion
and helping local BAS-accredited consultants
to develop their skills. This was the first
initiative conducted by the BAS facility in
Central Asia in rural enterprises. The positive
results have encouraged the introduction
of a similar rural BAS project in horse herd
management. The programme in Kazakhstan
is funded by the Japanese government.

45
Support programmes
and facilities
More than two-thirds of the
TC funding committed in this
region in 2006 backed small and
medium-sized enterprises (SMEs)
with investment support and
advisory services. Assignments
helping infrastructure and energy
efficiency investments accounted
for much of the remainder.
Micro and small enterprise lending
Thousands of micro and small
enterprises (MSEs) have already
benefited from loans provided
by the EBRD’s partner banks,
microfinance banks and other
financial institutions throughout
the region. In 2006 the EBRD
sought to extend the regional
availability of financing, to recruit
more partner institutions and
to pioneer new forms of lending
to rural businesses and farms.
The Kazakhstan Small Business
Programme has, to date, provided
over 150,000 loans. With TC

funding from Japan and the
United States, it is expanding its
lending activities with existing and
new partner institutions to new
rural and agricultural clients over
a two-year period. This will focus
initially on southern Kazakhstan
before being extended to eastern
and central/northern parts of
the country.

Financial sector development
A key objective in this region
is to support the development
of sound banking principles,
including high-quality services for
the corporate and retail sectors,
good corporate governance and
transparency. A strong banking
sector has an important role to
play in boosting the private sector.

The EBRD’s microfinance
activities are well established
in most Russian regions.
The expansion of the RSBF to
southern Russia has highlighted
the acute need for economic and
social development in the north
Caucasus, which is still extremely
poor and suffers from continued
armed conflict and lack of
investment. In 2006, with finance
from the European Union, the
Bank conducted a feasibility
study on extending its reach
to the north Caucasus region.
The European Union has also
set aside €3 million to support
an MSE lending programme in
this region.

In Turkmenistan the European
Union has funded an extension
of the Local Credit Advisors
Programme, which advises
Turkmen Bank about the on lending of EBRD credit lines
to small enterprises. The Russian
Regional Venture Funds in the
Lower Volga region (funded by
USAID) and in north-western
Russia (funded by Finland, Norway
and Sweden) benefited in 2006
from TC funding for project
preparation and due diligence
for their equity investments
in medium-sized companies.

The Kazakhstan Small Business
Programme has, to date, provided over

150,000 loans

There has been a growing
demand for trade finance to
facilitate the international and
regional distribution of goods.
However, only a limited number
of banks in the region are familiar
with these transactions, and
most do not have the skills or
knowledge necessary to introduce
such financial products. Donor
funding is helping to enhance
the availability of trade financing
instruments. In 2006, training
and advisory assignments
were funded by Italy and the
Netherlands in Russia and
Ukraine respectively. In addition,
TaiwanICDF signed an agreement
to provide US$ 5 million
(€3.8 million) for co-financing
for the Bank’s Trade Facilitation
Programme to support trade in
Azerbaijan, Russia and Ukraine.
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Case study
Improving Russian trams and
cutting transport pollution

The city of Krasnodar lies on the Kuban
river, less than 150 kilometres from both
the Black and Azov seas. Its trams are
at least 20 years old. Many lack basic
comfort and safety features and 15 per
cent are undergoing repair at any one time.
The EBRD is consequently investing €10.4
million in the purchase of 50 new Russian built trams to serve the city’s 800,000 strong population, 90 per cent of whom
use the tram and trolleybus system, which
employs over 3,500 people.
“The new trams use 30 per cent less
electricity and they are much more
comfortable, with much better conditions
for the drivers,” says Anatoly Panin,
the Director of the municipally owned
Krasnodar Public Transport Company for
the last 17 years. The new tram project
aims to encourage people to use public

transport rather than their cars. Russia’s
public transport system as a whole carries
around 37 billion passengers a year, and
there are 72 cities with tram networks –
more than in any other country.
In Krasnodar alone, electric transport
(trams and trolleybuses) have a 62 per cent
market share and, at six roubles (less than
one euro) per journey, Mr Panin considers
them to be a bargain. “Virtually free!”
The company makes €2 million a month
in fares and another million in advertising
on the sides of trams and banners strung
above the streets.
Donor funding totalling €610,000 was
provided by Austria, the European Union and
Germany to assist the Krasnodar transport
company with its pre-loan investment plan,
restructuring and procurement.

In Russia the EBRD
has invested

€10m
to improve district
heating and energy
efficiency in the
city of Ufa
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TurnAround Management
programme
The TAM programme has worked
on 296 projects in the region.
In 2006 it implemented 43
projects. The main donors have
been Canada, the European
Union, Finland, Ireland, Japan
and Sweden. Donors contributed
almost €1.5 million to the
programme in Kazakhstan,
Russia and Ukraine in 2006.
With the support of Japan, the
programme has implemented
environmental projects in Russia.
These include Novokom’s woodprocessing plant in Vladivostok,
where TAM involvement
has positively altered the
management’s attitude to energy
conservation, waste management
and quality control issues.

Business Advisory Services
programme
The BAS programme in
Kazakhstan has been funded
by the Japan-Europe Cooperation
Fund (JECF) and the Swiss State
Secretariat for Economic Affairs
(Seco). To date it has provided
practical business advice to
Kazakh SMEs through 412
projects. Total turnover of the
assisted enterprises, which
together have more than 46,000
employees, amounts to over
€1 billion. During 2006 the
BAS programme extended its
operations into more remote
regions of the country.
The programme has been active
in Russia since January 2000,
undertaking 364 projects in four
main regions of the country by
the end of 2006 – 101 projects in
Kaliningrad, 142 in St Petersburg
and north-western Russia, 121
in Vladivostok and the Far East
region (including Khabarovsk and
Sakhalin) and 34 in Samara. The
enterprises that have received
BAS assistance employ over
30,000 workers and have an
aggregate turnover of almost
€786 million. Japan, Finland,
Luxembourg, Norway and
Sweden have been the main
BAS supporters.

“ We are looking forward to
working with Russia and the
international community on
global challenges such as
climate change and poverty
reduction, and taking part
in the EBRD’s Sustainable
Energy Initiative will be a vital
part of this new approach.
The SEI has tremendous
potential to make a lasting
impact on the region.”
Bill Kilby
Department for International
Development, United Kingdom
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“ Finland has actively
participated in technical
assistance and partnership
funds, including the ETC
Fund, supporting projects
where help is most needed
while encouraging countries
in transition to take
responsibility for their
own development.”
Petri Salo
Ministry of Foreign Affairs, Finland

Other sectors
Municipal and environmental
infrastructure
The EBRD’s infrastructure
operations aim to help local
authorities improve the efficiency
and quality of local services.
With donor support, they promote
sound management and
investment practices within
a market-oriented regulatory
framework.
In Russia the EBRD has invested
€10 million to improve district
heating and energy efficiency
in the city of Ufa, replacing old
heating sub-stations with modern
automated control and regulation
systems. Ufa is also benefiting
from a Norwegian-funded
assignment to provide long-term
engineering design and
procurement advice to the city.

Other assignments supporting
district heating projects in Irkutsk
and the Ukrainian cities of Harkiv
and Yalta were funded by Finland,
Japan and Denmark in 2006.
In the water supply and waste water sectors, the European
Union, Finland and France have
financed preparatory work for
investments in Ukraine and the
Russian regions. Urban transport
in Russia has also benefited
from EU funding (see case study
on page 46).
In addition, to facilitate urban
transport projects in the Siberian
and Far East Russian region,
Japan approved a €1 million
framework to support local
governments and public transport
companies committed to
improving local services.

Japan approved a

€1m

framework to support local governments
and public transport companies committed
to improving local services
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Case study
Improving working conditions for migrant
labour in Russia’s construction industry
Launched in 2006, a technical cooperation
(TC) project is developing a code of conduct
for the Russian construction industry to
prevent labour exploitation and to promote
good labour practices. Funded by the UK
Department for International Development,
the project is being managed by the EBRD
in collaboration with the International
Labour Organization (ILO).

the consultants assessed existing labour
practices and employer, trade union and
government attitudes towards migrant
workers in the construction industry
across several regions of Russia.

Their draft report summarised their findings
and discussed the introduction of an industry
code of conduct to promote good labour
standards. This was considered in November
While linked to an existing ILO initiative to
2006 by a workshop of representatives from
combat human trafficking and forced labour the Federal Service on Employment, the
in the Kyrgyz Republic, Russia, Tajikistan
Federal Migration Service, the Ministry of
and Uzbekistan, the TC project specifically
Health, trade unions, business associations
targets the construction industry. This is due (general construction and road construction),
to the large numbers of migrant workers
the association of recruitment agencies, the
employed in that sector, many of whom
EBRD and the ILO.
come from early transition countries and
may be particularly vulnerable to abuse.
All were generally supportive of the
This is a matter of some concern for
concept of an industry code, with lawfinancial institutions, since construction
abiding companies in particular favouring
schemes backed by them are expected
a means to distinguish themselves from
to comply with core labour standards
rogue employers who save on labour costs
and national law.
through exploitation. The project should be
finalised later in 2007 with the publication
Consultants for this project include experts of the final report, endorsed by the ILO, the
from the Analytical Centre of the Russian
EBRD and KSORR. The report will include a
Coordinating Council of Employers’ Unions model code and monitoring system suitable
(KSORR), the Levada Analytical Centre, as
for adoption at industry association or
well as independent advisers. During 2006 enterpise level.

Cupola, Odessa
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“ Canada is a strong donor
supporter of the Women
in Business initiative,
established by the TurnAround
Management programme
in the southern Caucasus.
This initiative has helped
in many ways to encourage
the entrepreneurial spirit and
strengthen women’s economic
empowerment in Armenia,
Azerbaijan and Georgia.”

The TAM programme has worked on

296

projects in the region
In 2006 it implemented

43

projects. The main donors have been
Canada, the European Union, Finland,
Ireland, Japan and Sweden

Cathy Mains
Canadian International Development
Agency (CIDA)

Donors contributed almost

€1.5m

to the TAM programme in Kazakhstan,
Russia and Ukraine in 2006
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Energy
Russia, Kazakhstan and Ukraine
are the EBRD region’s three
largest emitters of carbon
dioxide. The Bank is planning
significant investments to address
energy inefficiencies through its
Sustainable Energy Initiative,
which was launched in 2006.
Spain has funded an assignment
to review the regulatory framework
for investment in wind farms in
Russia. This is closely related
to the EBRD’s strategy for
investments in the renewable
energy sector. The TC assignment
allows the Bank to address the
urgent regulatory and technical
issues faced by the leading
wind power developers in Russia.
The assignment will contribute
to the development of the Bank’s
capacity to finance renewable
energy projects.
There is great potential for
improvement in energy efficiency
in Ukraine. Energy intensity
(the ratio of primary energy
to output) in Ukraine is several
times higher than the average
in the European Union (excluding
those countries that joined in
2004). In addition, the increased
price of gas following Ukraine’s
dispute with Russia in early
2006 affected the financial
performance of business.

The Ukraine Energy Efficiency
Programme promotes investment
in credit lines financing energy
efficiency and renewable energy
projects in the industrial and
residential sectors of the country
(similar to credit lines already
implemented in Bulgaria). Austria
and Sweden are funding the
technical expertise necessary for
the successful implementation
of the programme. Consultants
perform energy auditing services
and identify efficiency measures
to be implemented by industrial
clients.
Legal transition
Effective, efficient and transparent
insolvency procedures are critical
to the long-term commercial
health of a country. With finance
from Switzerland, the EBRD’s
Legal Transition Programme (LTP)
has initiated a project to help
Russia establish a Bankruptcy
Authority to license, train and
discipline practitioners and to set
standards and codes of conduct.
This project will strengthen the
Russian government’s capacity to
regulate insolvency administrators.
LTP consultants and a (Canadianfinanced) insolvency expert are
liaising with the Ministry of
Economic Development in
Russia, along with local financial
institutions, law firms, insolvency
practitioners and academics.

“ The Taiwan Business Fund
has been an active donor
to the Bank’s countries of
operations since 1991. We
are pleased to continue our
support through the Bank’s
Trade Facilitation Programme
in eastern Europe, Central
Asia and Russia.”
Edgar Lin
Taipei China Representative
Office in the United Kingdom
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5

EU member states
and Croatia

Investment climate
While Romania and Bulgaria have made substantial
progress in reforms, increasing political pressures
in the rest of the region have, at times, sidetracked
commitment to the transition agenda. Nevertheless,
the region now benefits from larger and more
sophisticated financial markets. Access to bank
credit and a growing equity market continue to
provide valuable capital for enterprise financing.
Inflow of EU structural and cohesion funds will
also enhance infrastructure networks for the
EU member states.
Transition challenges
The main challenges are to:
y invigorate a new phase of reforms, particularly in

governance, enterprise restructuring, competition
policy and infrastructure
y undertake further reform of public administration

and improve corporate governance practices to
make better use of EU funds and to boost
confidence in the business environment.

Bulgaria and Romania
received substantial donor
support in 2006 during
the lead-up to their full
membership of the European
Union from 1 January 2007.
Croatia, an EU candidate
country since 2005, also
received donor finance to
support its preparations
for EU accession.
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y D
 onor-funded assistance to the EU member states and

Croatia totalled €13 million in 2006.

y P
 ublic sector co-financing provided €1.1 billion towards

EBRD projects.

y A
 total of €9 million in TC grants was provided to improve

access to credit and leasing facilities for small and mediumsized enterprises.

y D
 onor funding contributed to the improvement of municipal

services by supporting the upgrading or construction of
water and waste-water treatment plants.
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€13m

in donor funding was channelled to the new
EU member states and Croatia in 2006
Under the EU/EBRD SME Finance Facility

€9m

was committed to increasing access
to credit and leasing facilities for SMEs

Chart 5.1
TC commitments in EU member states
and Croatia, 2002–06 (€ million)
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Table 5.1
TC commitments in 2006 by country and project category (€’000)
Project

Bulgaria

Croatia

Hungary

Lithuania

Poland

Romania

Slovenia

Regional

Total

–

–

–

–

–

–

–

9,191

9,191

231

300

–

–

82

799

–

–

1,413

–

–

210

–

–

197

–

46

453

Transport and energy

19

300

–

–

–

250

–

–

569

TAM/BAS

60

42

1

13

–

1,299

19

–

1,434

310

642

211

13

82

2,546

19

9,237

13,060

Small business finance
Infrastructure
Capacity building 1

Total		
1

This includes PPP legislation, Bucharest Stock Exchange institutional reform and anti-money-laundering initiatives.
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Donor funding in 2006
In 2006, €13 million in donor
funding was channelled to the
new EU member states (including
Bulgaria and Romania) and
Croatia. Under the EU/EBRD
SME Finance Facility, €9 million
was committed to increasing
access to credit and leasing
facilities for small and mediumsized enterprises.
Donors contributed up to
€1.4 million to municipal
infrastructure investments,
over €450,000 to legal transition
reforms and institutional reforms,
and €500,000 to the transport
sector. Grant funding worth
€1.4 million supported the
TurnAround Management (TAM)
and Business Advisory Services
(BAS) programmes, which provide
technical and management
advice to local businesses.
The principal donors were Austria,
the Baltic Technical Assistance
Fund (BTAF – supported by
Finland, Norway and Sweden),
the Central European Initiative
(CEI – funded by Italy), Denmark,
the European Union, Germany,
Greece, Italy, Luxembourg, Spain
and Switzerland.

Support programmes
and facilities
In 2006 the Bank approved
a €250 million increase in the
EU/EBRD SME Finance Facility.
The facility is extending credit
lines to financial intermediaries
incorporated in Bulgaria,
Romania and Croatia for onlending to small businesses.
This will be supported by a
€24 million contribution by
the European Union.
To help develop municipal and
environmental infrastructure,
donor funding has supported
projects eligible for co-financing
under the EU Instrument
for Structural Policies for
Pre-accession (ISPA). In May
2006 the EBRD, the European
Union and the European
Investment Bank (EIB) signed a
Memorandum of Understanding
on Joint Assistance for Preparing
Projects in European Regions
(JASPERS). This is a technical
assistance initiative to prepare
high-quality projects eligible for
EU structural and cohesion funds
within the member states.
      

“Economic competitiveness
depends heavily on the
capacity of small businesses.
Therefore, strengthening
small and medium-sized
enterprises is vital to ensure
increased competition.
A new micro credit facility
that combines funds from
the EU, the EBRD and the
Romanian government aims
to help these businesses
gain access to loans.”
Ambassador Donato Chiarini
Delegation of the European Commission
in Romania, European Commission
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Case study
Supporting micro and small
businesses in Croatia and Romania

Lithuanian Verba
A Verba is a traditional dried flower
composition dating back over 400
years. It was believed that a hallowed
Verba kept at home could protect the
house against lightning strikes and the
family from disease.

In 2006 state-owned Hrvatska Poštanska
Banka became the first Croatian bank to
join the EU/EBRD SME Finance Facility,
receiving a €10 million loan for on-lending
to small and medium-sized enterprises.
The loan is complemented by a €1.4 million
grant from the European Union for technical
assistance and performance-based fees.
Sub-loans of up to €30,000 will be made
available to local companies with fewer
than 10 employees, while companies with
up to 100 employees will be eligible for
loans of up to €125,000.

Opportunity Micro-Credit Romania (OMRO),
based in Targu Mures, will be the first
microfinance institution to receive funding
under the new Romania Micro Credit Facility
(see page 57). OMRO’s €2.8 million loan
will enable it to build on its existing portfolio
of micro-business clients. Typical sub-loans
to micro and small enterprises will be under
€10,000 and will target businesses
employing nine people or fewer.
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Micro and small enterprise lending
The EU/EBRD SME Finance
Facility has been supporting
micro, small and medium-sized
enterprises (MSMEs) since
1999. The facility is a well
established provider of funds
to MSMEs through commercial
banks, leasing companies and
equity funds. With a focus on
institutional reform, the SME
facility has played a key role in the
development of SME finance at
participating financial institutions.
Since its inception, the facility
has successfully provided credit
lines to 34 local banks and 32
leasing companies managing
more than 60,000 transactions
worth €1.4 billion and with an
average sub-loan of €23,100.
To boost microfinance investment
in Romania, the EBRD, the
European Union and the
Romanian government
established in 2006 the
€88 million Romania Micro
Credit Facility to provide loans
to local banks and microfinance
institutions to on-lend to micro
and small enterprises, including
for start-up funding.

The new facility will be financed
with €40 million from the EBRD,
€30 million from the commercial
syndication market, €13.6 million
from the EU Phare Programme and
€4.4 million from the Romanian
government. The European Union
and Romanian government will
provide €2.5 million in technical
assistance funding. The facility
will promote JEREMIE (Joint
European Resources for Micro
to Medium Enterprises), an EU
initiative to improve the supply
of risk capital to SMEs in the EU.
TurnAround Management and
Business Advisory Services
programmes
Since 1993, the TAM and BAS
programmes have been playing
an important role in enhancing
enterprise competitiveness.
In 2006 technical cooperation
funding worth €1.4 million
helped implement programmes
in Bulgaria, Croatia, Hungary,
Lithuania and Romania.
Luxembourg contributed over
€160,000 to the start-up
of four new TAM projects in
Romania and Bulgaria, while

a new BAS programme was
initiated in Romania with Austrian
support. Greek funding has
implemented a TAM project
in Croatia, and other TAM
initiatives in Lithuania and
Hungary have been financed
by the BTAF and Luxembourg.
In late 2005 the BAS programme
phased out its operations in
Slovenia, having completed
203 projects over four years
assisting enterprises with
an aggregate turnover of
over €1.8 billion and 22,000
employees. The programme
is continuing in Bulgaria and
Croatia, having undertaken
244 projects in the former since
2001 and 262 (funded mainly
by the CEI) since 2000 in the
latter. The assisted enterprises
have achieved an aggregate
turnover of more than €1.5 billion
with 38,000 employees.
TAM and BAS have both been
extremely successful in developing
the expertise of enterprises and
in helping them to meet the
challenges of market economies.

In 2006 technical cooperation funding worth

€1.4m

helped implement TAM and BAS programmes in
Bulgaria, Croatia, Hungary, Lithuania and Romania
Luxembourg contributed over

€160,000

to the start-up of four new TAM projects
in Romania and Bulgaria
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Other sectors
Energy
Promoting energy efficiency and
the privatisation of state-owned
enterprises in the energy sector
is a key priority for the EBRD.
In 2006 the Black Sea Trade
and Development Bank provided
€18 million in co-financing for the
restructuring of the Maritza Power
Plant in Bulgaria. Restructuring
of the Belchatow Power Plant in
Poland was co-financed by the
EIB (with €221 million) and the
Nordic Investment Bank
(€150 million).
Municipal and environmental
infrastructure
During 2006 the EBRD continued
to support the commercialisation
of infrastructure by supporting
private sector involvement and
using grant financing provided
by the European Union, the EIB,
the Swiss government and (for
the first time) the EU Cohesion
Fund for the EU member states.
Technical assistance for
infrastructure projects reached
€2 million in 2006.

Denmark is supporting a €46.8
million water supply and wastewater investment programme
benefiting around 260,000
residents in the city of Rousse
and surrounding municipalities in
northern Bulgaria. The European
Union is expected to provide
€35.1 million in ISPA grants,
and the EBRD has provided an
€8 million loan.
In Croatia, the EBRD-Italy Private
Sector Development Fund for the
Western Balkans is supporting the
implementation of a waste-water
treatment project in Karlovac
with ISPA grant co-financing of
€22.5 million.
In Poland, Spanish funding has
supported the implementation of
a district heating project in Krakov,
while in Gdańsk the EBRD and
the EU Cohesion Fund are cofinancing the modernisation of
the water supply and waste-water
infrastructure systems (see case
study on page 59).

In 2006, the Black Sea Trade and
Development Bank provided

€18m

in co-financing for the restructuring
of the Maritza Power Plant in Bulgaria
Technical assistance for infrastructure
projects reached

€2m

Transport
In Croatia, German and Italian
finance is supporting the
development of the railway
system and the port of Dubrovnik,
while the EBRD and the EIB are
co-financing the completion and
upgrading of the Zagreb-Rijeka
motorway (with loans of
€50 million and €210 million
respectively). The EIB has also
provided €200 million in cofinancing for motorway building
in Hungary. In Romania, the CEI
has supported the implementation
of an urban transport project in
Brasov. Spain has developed a
parking strategy for the capital,
Bucharest, and Switzerland has
funded a public transport
programme in Iaisi. German
funding is helping to strengthen
Romania’s railway passenger
management system.
Legal and institutional reform
In 2006, Spain financed a legal
transition project to enhance
legislation on public-private
partnerships in Hungary, and
Austrian funding improved
derivatives-trading skills at the
Bucharest stock exchange in
Romania. Meanwhile, Switzerland
financed anti-money-laundering
seminars in the region.
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Case study
Innovative support for infrastructure
in Gdańsk, Poland
Slovenian painted beehive
front board

With 400,000 inhabitants, Gdańsk is the
biggest city in northern Poland. Its growing
population means it needs to upgrade and
expand its waste-water treatment facilities.
Together with the EU Cohesion Fund, the
EBRD is co-financing the modernisation
of the city’s water supply and waste-water
infrastructure in compliance with EU
directives. While the Bank is lending
€12 million to the newly formed Gdańsk
Water Infrastructure Company (GIWK),
the EU Cohesion Fund is covering
75 per cent of the total project costs
of €133 million.
This innovative arrangement, involving a
private sector operator and a newly created
asset holding company, is of particular
relevance to water companies in other new
EU member states where restructuring of
the water sector is still ongoing. Considering
that almost all water investment in the

accession countries will be funded from
EU grant sources over the coming years, this
project will also provide a model on how to
extend the benefits of grant financing to a
public sector entity in investments where
there is also a private operator. Such an
investment will also have a positive
environmental impact on the Baltic Sea by
reducing the levels of pollutants (including
phosphorus and nitrogen) discharged into
the Baltic Sea from the city area, improving
the quality of the bathing water, and achieving
full security of water supply for consumers.
The EBRD’s ability to provide loans without
a sovereign or municipal guarantee will
allow city authorities to use their borrowing
capacity to finance other urgent investments
in the near future. It will also facilitate
private sector involvement, improve efficiency
and reduce risk, demonstrating how publicprivate partnerships can co-exist with EU
grant funding.

The tradition of painting front boards
of beehives dates from the first half
of the 18th century to the end of the
19th century. Over 3,000 original
boards are in museums and private
collections, the oldest dated 1758.
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Annex 1:
Donor agreements
and replenishments
in 2006

Donor
Austria

Fund or project
Ukraine Energy Efficiency Programme
Western Balkans Fund 1
BAS Technical Assistance Cooperation Fund
Austrian Technical Assistance Cooperation Fund
British Petroleum (BP) EBRD/BP Exploration and Development
Canada
EBRD-CIDA Canada Fund
Early Transition Countries Fund 2
Western Balkans Fund 1
Client banks
Financial Sector Technical Assistance Fund for the Georgia SME Credit Line Project
Czech Republic
Western Balkans Fund 1
European Union
Co-investment funding – water resources
EU-EBRD Pro-Biodiversity Business
TurnAround Management Programme (FYR Macedonia)
TurnAround Management and Business Advisory Services programmes (Montenegro)
TurnAround Management Programme (Serbia)
Energy efficiency investments in Ukraine and Moldova
Enguri hydro power plant upgrade (phase II, unit 4)
Romania Micro Credit Facility
Municipal Investment Support Programme (MISP II)
Ukraine Micro Lending Programme – Regional Expansion
Small and medium-sized businesses (EU)
Russian Regional Bank Institution programme
Preparatory Action Cooperation Fund
European Community – Municipal Finance Facility
Finland
Northern Dimension Environmental Partnership Support 3
Finnish Ministry of Trade and Industry Technical Cooperation Fund
Western Balkans Fund 1
Finnish Technical Assistance Cooperation Fund
Germany
Germany II Technical Cooperation Fund
Greece
Hellenic Republic Technical Cooperation Fund
Ireland
Ireland Technical Cooperation Fund
Early Transition Countries Fund 2
Western Balkans Fund 1
Italy
Albania Water Project
Japan
The Japan-Europe Cooperation Fund
Luxembourg
Project Preparation Committee Officer
Western Balkans Fund 1
Luxembourg Technical Cooperation Fund
Netherlands
Dutch Environment Cooperation Fund for Central and Eastern Europe
Early Transition Countries Fund 2
EBRD/Netherlands Grain Warehouse Fund for Ukraine
Netherlands Technical Assistance Cooperation Fund for Central and Eastern Europe
Norway
Norway Technical Cooperation Fund
Early Transition Countries Fund 2
Western Balkans Fund 1
Northern Dimension Environmental Partnership Support Fund 3
Poland
Western Balkans Fund 1
Slovak Republic
Western Balkans Fund 1
Slovenia
Western Balkans Fund 1
Spain
Early Transition Countries Fund 2
Spain Technical Cooperation Fund
Western Balkans Fund 1
Sweden
Poti municipal water project
Kutaisi municipal water project
Russia Survey
Municipal Environmental Fund for ETC countries
Technical Cooperation Fund
Sustainable Municipal Technical Cooperation Fund
Early Transition Countries Fund 2
Swedish Technical Cooperation Fund – Phase II
Western Balkans Fund 1
Switzerland
District heating project (Romania)
Taipei China
Technical Cooperation Fund
United Kingdom
Western Balkans Fund 1
United States
Millennium Challenge Corporation – Poti municipal water project
US Advisors Fund
Kazakhstan Small Business Programme (USAID)
Total		
1
2
3

€’000
1,000
2,000
1,200
1,000
863
5,300
645
500
7.6
500
7,000
600
700
1,200
4,000
9,500
1,567
2,500
1,025
1,000
1,500
1,333
2,000
2,100
6,000
820
500
1,500
400
1,000
250
250
750
860
777
77
500
200
100
7,000
500
500
400
1,000
500
243
500
500
500
3,000
3,000
1,500
1,536
2,868
100
3,238
897
2,212
1,000
1,087
500
7,000
1,139
4,451
4,343
58
40
112,637

Western Balkans Fund – Austria, Canada, Czech Republic, Finland, Ireland, Luxembourg, the Netherlands, Norway, Poland, Slovak Republic, Slovenia, Spain, Sweden and the United Kingdom.
Early Transition Countries Fund – Canada, Finland, Ireland, Japan, Luxembourg, the Netherlands, Norway, Spain, Sweden, Switzerland, Taipei China and the United Kingdom.
Northern Dimension Environmental Partnership – Belgium, Canada, Denmark, the European Union, Finland, France, Germany, the Netherlands, Norway, Russia, Sweden and the United Kingdom.
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Annex 2:
TC commitments
in 2006, by donor

Donor
European Union
Early Transition Countries Fund 1
Italy
Japan
United States
Russia Small Business Fund 2
Canada
Austria
Sweden
Finland
Switzerland
France
Norway
Netherlands
United Kingdom
Spain
Mongolian Cooperation Fund 3
Luxembourg
NW Russia Regional Venture Fund 4
Denmark
Germany
Ireland
Taipei China
Greece
Global Environment Facility 5
Baltic Technical Assistance Fund 6
Total		
1
2
3
4
5
6

€
20,696,126
15,492,360
5,737,264
5,212,293
3,264,592
3,037,667
2,836,858
2,687,007
1,996,513
1,471,686
1,436,131
1,288,760
1,250,000
1,200,000
1,103,130
1,073,110
839,561
816,719
683,475
499,855
400,000
256,829
248,087
202,300
18,788
13,885
73,762,997

Early Transition Countries Fund – Canada, Finland, Ireland, Japan, Luxembourg, the Netherlands, Norway, Spain, Sweden, Switzerland, Taipei China and the United Kingdom.
Russia Small Business Fund – G7 countries and Switzerland.
Mongolian Cooperation Fund – Japan, Luxembourg, the Netherlands and Taipei China.
NW Russia Regional Venture Fund – Finland, Norway and Sweden.
Global Environment Facility – multi-donor.
Baltic Technical Assistance Fund – Finland, Norway and Sweden.
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Abbreviations

BAS
BTAF
CDM
CEI
CFF
CIDA
CIS
DEG
DFID
DIF
DLF
EAR
EBRD, the Bank
EIB
ETC
EU
FMO
IFC
IFI
ILO
ISPA
JASPERS
JECF
JEREMIE
KAFC
KfW
KIDSF
KSORR
MCC
MCF
MCFF
MEI
MSEs
MSMEs
NDEP
OMRO
PPC
PPP
REBIS
RSBF
RVF
Seco
SEI
Sida
SMEs
TaiwanICDF
TAM
TC
TCFP
TFP
USTDA

Business Advisory Services
Baltic Technical Assistance Fund
Clean Development Mechanism
Central European Initiative
Cafesjian Family Foundation
Canadian International Development Agency
Commonwealth of Independent States
Deutsche Entwicklungs Gesellschaft
Department for International Development
Direct Investment Facility
Direct Lending Facility
European Agency for Reconstruction
European Bank for Reconstruction and Development
European Investment Bank
Early transition countries
European Union
Netherlands Development Finance Company
International Finance Corporation
International financial institution
International Labour Organization
Instrument for Structural Policies for Pre-accession
Joint Assistance for Preparing Projects in European Regions
Japan-Europe Cooperation Fund
Joint European Resources for Micro to Medium Enterprises
Kyrgyz Agricultural Finance Corporation
Kreditanstalt für Wiederaufbau
Kozloduy International Decommissioning Support Fund
Analytical Centre of the Russian Coordinating Council of Employers’ Unions
US Millennium Challenge Corporation
Mongolian Cooperation Fund
Medium-sized Co-Financing Facility
municipal and environmental infrastructure
micro and small enterprises
micro, small and medium-sized enterprises
Northern Dimension Environmental Partnership
Opportunity Micro-Credit Romania
Project Preparation Committee
public-private partnership
Regional Balkans Infrastructure Study
Russia Small Business Fund
Regional Venture Fund
Swiss State Secretariat for Economic Affairs
Sustainable Energy Initiative
Swedish International Development Cooperation Agency
small and medium-sized enterprises
International Cooperation Development Fund of Taipei China
TurnAround Management
technical cooperation
Technical Cooperation Funds Programme
Trade Facilitation Programme
United States Trade and Development Agency
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Glossary of terms

Micro, small and
medium-sized enterprises
A micro enterprise is defined
as a company with 20 or fewer
employees; a small enterprise
is a company with 100 or fewer
employees; and a medium-sized
enterprise is one with 250 or
fewer employees.
The EBRD’s countries
of operations
Albania, Armenia, Azerbaijan,
Belarus, Bosnia and
Herzegovina, Bulgaria, Croatia,
Czech Republic, Estonia,
Former Yugoslav Republic of
Macedonia, Georgia, Hungary,
Kazakhstan, Kyrgyz Republic,
Latvia, Lithuania, Moldova,
Mongolia, Montenegro, Poland,
Romania, Russia, Serbia,
Slovak Republic, Slovenia,
Tajikistan, Turkmenistan,
Ukraine, Uzbekistan.

Country groupings
Commonwealth of
Independent States
Armenia, Azerbaijan, Belarus,
Georgia, Kazakhstan, Kyrgyz
Republic, Moldova, Russia,
Tajikistan, Turkmenistan,
Ukraine, Uzbekistan.
Early transition countries
Armenia, Azerbaijan, Georgia,
Kyrgyz Republic, Moldova,
Mongolia, Tajikistan,
Uzbekistan.
EU candidate countries
Croatia. While FYR Macedonia
became an EU candidate
country at the end of 2005,
for the purposes of this report
it is included in the Western
Balkans.

EU member states
Bulgaria, Czech Republic,
Estonia, Hungary, Latvia,
Lithuania, Poland, Romania,
Slovak Republic, Slovenia.
G7
Canada, France, Germany,
Italy, Japan, United Kingdom,
United States.
G8
G7 countries, Russia.
Western Balkans
Albania, Bosnia and
Herzegovina, FYR Macedonia,
Montenegro and Serbia.
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