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The following document was prepared by Dr. Walter Hook and Deike Peters of the In-
stitute for Transportation and Development Policy, Dr. Wojciech Suchorzewski, Professor of the
Warsaw Technical University, and Madga Stoczkeiwicz of the Polish Ecological Club and
transport co-ordinator for the CEE Bankwatch Network, with final editing by Daniel Lerch. It
was prepared under the supervision of Norbert Gorissen and Christiane Jasper of the Umwelt-
bundesamt, and Ulrich Kremser on behalf of the Helsinki Commission. Its preliminary conclu-
sions were discussed by the Transport Working Group of the Helsinki Commission, first at a
workshop in Berlin hosted by the Umweltbundesamt and then in Stockholm hosted by the
Swedish Environmental Protection Agency. Some research which formed the background of
this report was made possible by a grant from the Rockefeller Brothers Fund. The first two
sections represent the opinions of the authors alone, and do not necessarily reflect the views of
their institutions, or the sponsoring institutions. The suggested guidelines in the final section,
however, are an effort to represent the consensus opinion of the participants in the Stockholm
workshop.

For information on the functioning of the European Investment Bank, we are indebted to
the openness of Vice President Rudolf de Korte to meeting with NGOs. For information on the
EIB’ s transport program we are indebted to Mr. Luigi Marcon of the Projects Division, and aso
benefited from discussions with Peter Carter. For information on the World Bank, our debts are
too numerous to list, but extensive discussions with Slobodan Mitric, Ken Gwilliam, Colin
Gannon, John Flora, Krisztina Kiss, and Peter Parker were particularly helpful. From the EBRD,
discussions with William Kennedy and Philip Cornwell were critical. Sections on the function-
ing of the European Union rely heavily on comments from Detlev Boeing and Jonathan Scheele
of the DG7 (Transport). Sections on PHARE rely heavily on the comments of Mr. Dropinsky of
DGI1A. Frazier Goodwin of the European Federation for Transport and Environment and Anne
Dom of the European Environmental Agency were an enormous help. The review of decision-
making in Poland benefited enormously from the input of Mr. Tadeusz Wojcicki of the Instytut
Badawczy Drog i Mostow, Jan Friedberg, now with the Ministry of Transport, Prof. Andrzej
Rudnicki of Krakow University of Technology, Prof. Slawomir Gzell of Warsaw University of
Technology, and Dr. Andrzel Kassenberg of the Institute for Sustainable Development. For the
review of decision-making in Latvia we owe special thanks to Marianna Heisere, Alda Nikode-
musa and Marts Vadmanis. Others too numerous to name also deserve a mention. The views
reflected in the first two sections, however, remain the views of the authors alone. What is
accurate about this document is thanks entirely to them. What remains inaccurate is entirely the
fault of the authors.
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Transport Sector Investment Decision-M aking
in the Baltic Sea Region

Executive Summary

Current transport infrastructure investment decision-making by both national govern-
ments and International Financial Institutions (IFIs) in the Baltic Sea region remains poorly
integrated with environmental goals such as those aimed at protecting the Baltic Sea. This
document reviews the transportation investment decision-making process at the IFIs and by
national governments, and makes suggestions as to how this process can better integrate envi-
ronmental protection goals.

TASK I: Review of the Existing Infrastructure Decision-M aking Process at the |FIsin the
Baltic Sea Region

Overview of IFl Lendingin theBaltic Area

The major International Financia Institutions (IFIs) and funding agencies currently in-
volved in the financing of transportation infrastructure in the Baltic Sea Countries include: the
European Investment Bank (EIB), the World Bank, the European Bank for Reconstruction and
Development (EBRD), the Nordic Investment Bank (NIB), the Japanese Export-Import Bank,
and the PHARE program of the European Community. A new funding mechanism, ISPA, the
Pre-Accession facility of the European Community, will also be set up by the year 2000, replac-
ing PHARE in the countries of Centra and Eastern Europe which are planning to join the
European Union.

In terms of the scale of their lending, the EIB is by far the most important of the IFIs, ac-
counting for 92% of al IFl transport sector lending in the Baltic countries. Differences between
the IFIs relfect, to a certain extent, the geo-political concerns of the countries which dominate
them. The vast mgjority of total lending is targeted to the Northern and Western Baltic coun-
tries. Sweden and Denmark together account for over 50% of total IFI transport sector lending.

Total IFI transport loans to the Baltic Region as a whole have been reasonably equitably
distributed between modes. In the CEE Baltic Countries, however, IFl lending has been dispro-
portionately targeted to the road sector. Grant funds from the PHARE program have aso
disproportionately benefited the road sector. Overdl, financial support for new roads, road
rehabilitation and bypass roads has been forthcoming, particularly on international corridors but
also on nationa highways. In the rail sector, however, athough some track rehabilitation has
been done on international corridors and some rail operation modernisation has been financed,
an enormous backlog in unmet maintenance and rehabilitation needs remains — particularly in
Poland. Urban public transit and commuter rail have, with very few exceptions, received no
financia support from the IFls or PHARE.

This situation is in part responding to, but also in part contributing to, a dramatic shift in
traffic in the region from public transit and rail to private motor vehicle and truck. A result of
this shift is the sharp increase of severa kinds of emissions in the CEE countries which pose a
potential threat to the Baltic Sea — particularly NOx, but also lead. The growing trend towards
road-sector financing at the expense of other modes, particularly in the CEE countries, is in part




the result of a decision-making process which is poorly balanced between modes, and is largely
isolated from medium and long term environmental concerns.

Differencesin the Mandates of the | FIsand Differencesin Leveraging Policy Change

Some of the differences in the lending activities of the IFls are areflection of their differ-
ent mandates. The World Bank was established as a development bank, and its current areas of
concentration are poverty alleviation, environmental sustainability and economic restructuring to
enable economic growth. These sometimes contradictory objectives are trandated into lending
portfolios and projects via country-specific strategies and sector policies. All of its lending is
targeted to the public sector. The EBRD’s mandate is specifically focused on promoting grow-
ing private sector activity in the CEE region. The EIB’s mandate is to further European eco-
nomic integration and to promote the interests of the European Union, broadly defined.

Lending at interest rates below commercial rates gives the IFIs the possibility of requir-
ing certain policy changes or institutional changes as a condition of aloan. All of the IFIs use
conditions written into the loan contract as away of leveraging policy changes. Conditions that
borrowing country rail companies or public transit companies must reach certain cost recovery
targets are a standard part of IFI loan conditions. Many World Bank highway |oans were used to
encourage the development of better road maintenance systems, contracting out of road services,
etc. Itisdifficult for outsiders to know about these conditions, as the actual 1oan agreements are
not available to the public. Nonetheless, interviews with borrowers indicate some differences
between the IFls.

The EIB claims that transport policies and institutional structures within the borrowing
countries are a matter for the borrowing country. While all agree that EIB loan conditionality is
the weakest by far among the IFls, interviews with borrowing country government officials do
indicate that EIB loans are also used to leverage certain policy changes. Rail sector loans to the
Hungarian Ministry of Transport from the EIB reportedly included a condition that 1000 kilo-
metres of rail lines be removed from the National Railroad’s (MAV) public service obligation,
allowing the rail operator MAV to close the lines. Other requirements in loan agreements were
raised during negotiations. Without a transport policy, but with the capacity to demand or
require policy or institutional changes through loan conditions, the prerogative of EIB staff to
make up their own policy is considerable.

The EBRD is somewhere between the World Bank and the EIB in terms of its use of
loans to leverage policy changes. Their loans to the rail sector generaly include provisions
requiring the implementation of a restructuring plan developed in co-operation with the borrow-
ing government or railway, and often include cost recovery targets as well. These restructuring
plans often involve cutting service to areas with low traffic density, laying off workers and
increasing fares. Some reforms are critical to rail system financial sustainability but may have
adverse implications for ridership and emissions in the short term at least. Nonetheless, the
EIB’s lending conditionality is weaker in the rail and transit sector than the World Bank’s,
enabling them to make far more rail sector loans than the World Bank. They can also, under
certain conditions, loan to sub-national governments without a national government guarantee,
which made possible one of its public transit loans. Generally, the policy changes pursued by
the use of loan conditionality at the EBRD are based on its Transport Operations Policy. Al-
though it states: “The document does not attempt to prescribe transport policies for the Bank’s
countries of operations,” EBRD lending is nonetheless used to encourage national government
policies which it supports.



The World Bank’s lending conditionality tends to be the strictest. While this condition-
aity is applied in a manner similar to the EBRD, the result has been no lending at al to rail or
public transit in the corridor.

Both the EBRD and the World Bank tend to require cost recovery ratiosin rail and transit
loans, which over time reduce the level of subsidy to these sectors. At the same time, however,
loans to the road sector rarely include similar conditionality aimed at reducing road sector
subsidies. EBRD lending to private concession highways in fact has been used to encourage
greater government subsidies to the sector.

Differencesin Transparency AmongthelFls

There are major differences between the IFIs in terms of the transparency of their opera-
tions and the ability to access information about their activity. The World Bank is by far the
most transparent, with its loan appraisals, economic, environmental and financial analysis, its
transport policies and country strategies all available to the public before a project is approved
by its board. The EBRD releases only project information documents to the public, but the
Environmental Impact Assessments (EIAS) are released, and its transport policy is public. The
EIB is the least transparent. It has no transport policy or country strategy outlining its policy
priorities, its loan appraisal documents are not even available to borrowing governments, let
alone the public, and in practice it is up to the borrowing government whether or not to release
ElAsto the public.

To some extent the differences between the World Bank on the one hand, and the EBRD
and EIB on the other, are areflection of the fact that the World Bank only lends to governments,
while the EBRD and EIB lend roughly 60% of their funds to the private sector. However, there
is no clear reason why the EIB’s and the EBRD’ s information disclosure policies should differ.

Biasesin Loan Appraisal at thelFls

The EBRD and the World Bank use similar economic and financial criteria, and these
criteria suffer from similar biases. At both, lending to the rail and public transit systems requires
afinancia as well as an economic analysis, while standard road projects are not subjected to a
financia analysis which assesses the impact of the project on the borrowing government’s
finances. For toll road projects, the EBRD claims it performs both a financial analysis and an
economic anaysis, and that the project must meet its minimum standard for both; but in loan
appraisal documents submitted to the EBRD board the economic analysis tends to be absent. It
iswell known that for toll road projects the economic rate of return tends to fall as the financial
rate of return rises, depending on the toll level, so the Board's ability to assess project feasibility
requires both types of analysis. The economic and financial appraisal methodologies used at the
EIB are unknown, but given the fact that they have funded severa projects known to have an
economic rate of return below the cost of capital, their lending eligibility criteria appear to be
looser than at the other IFIs.

While the World Bank has on occasion (i.e., the Warsaw Metro project) required an a-
ternatives analysis, none of the IFIs require an alternatives analysis which considers comparable
economic rate of return (ERR) or financial rate of return (FRR) for other modal or demand
management options for reaching the same mobility and access objectives. Impacts of road
projects on rail lines in the same corridor, impacts on non-motorised road users, and social and
environmental externalities are still not included in economic appraisal, though some work is
being done to eventually incorporate external costs.
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While all of the IFIs require an EIA, these EIAs rarely include projected emissions ef-
fects from generated traffic, and none of them require a Strategic Environmental Impact Assess-
ment (SEA).

Differencesin Approach to International Versus National and Local Traffic

Considerable difference of opinion exists between the IFIs regarding the importance of
international, national and local corridors. The World Bank — and to some extent the EBRD —
generally allows all projects with an economic rate of return above a certain cut-off (20% or so)
to be digible for financing regardless of whether or not they are part of an international ‘corri-
dor.” The EIB is also able to fund any project with a sufficient economic rate of return, but is
“encouraged’ to fund those projects which lie in the corridors identified as priorities at the Pan-
European Transport Conferences (the Trans-European Transport Corridors) or through the
EU-led TINA (Transportation Infrastructure Needs Assessment) process. PHARE and ISPA are
only likely to fund projects which are part of the Corridors or have been identified in the TINA
process as a priority. Because PHARE also funds feasibility studies, however, which are pre-
requisites for IFI funding and are only performed in the Corridors, even loans from the World
Bank and the EBRD are likely to be concentrated in the Corridors. Countries know that projects
identified as part of international corridors are more likely to receive low interest loans and
grants from the IFIs, and are thus anxious to have their investment prioritiesincluded in the TEN
Corridors and its Connectors. This functions as a powerful incentive for national governments
to prioritise international corridors. In the case of Poland, for example, in al recent Polish
national transport policy decisions, plans and programs it is declared that priority is given to the
modernisation and development of transport infrastructure in the Crete corridors and other routes
of international importance.

However, in some instances these projects are not the most viable. Due to the lower den-
sity spatial pattern of CEE countries, there is a tendency for the needs of international traf-
fic/transport and, in particular, long distance transit movements to be overestimated. The most
viable projects are those which serve both short- and long-distance movements. However, if
these projects are not on the list of transport corridors, there is less chances that they will be co-
financed from the EU funds.

Unlikely to be viewed as of international importance are local roads and streets, branch
railway lines, commuter railway lines, and all public transport. Because the EU expects that
roughly 75% of the costs of financing the EU Corridors will be borne by the national govern-
ments, (CEPS, 1998, p. 12) national level investment is likely to be increasingly targeted to
improving those routes carrying international traffic. This is particularly troubling since the
economic importance of these routes in comparison with domestic routes is not known with any
great certainty.

Particularly troubling are the ramifications of this approach for urban public transit sys-
tems. Because urban ring roads or bypass roads are considered part of international traffic
corridors, they are eligible for EU funding, and have received extensive funding from the
PHARE program, the EIB, and the other IFls as well. For bypass roads around small cities, these
are important investments as they re-route polluting and dangerous truck traffic out of small
town centres. However, in middle-size and larger towns, alot of the traffic using these bypasses
islikely to be local, rather than international traffic. In major cities, like Warsaw and Riga, it is
likely that as much as 90% of the traffic on ring roads will be local traffic rather than interna-
tional traffic. As such, these routes directly compete with urban public transit systems for urban
trips. Because urban public transit is, if not ineligible then certainly not encouraged by EU
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funding guidelines, this structure of EU funding is undermining the competitiveness of urban
public transit systems. For this reason, in cases where funding from EU institutions is being
directed at aring road, similar funds should be made available for urban public transit to avoid
this unintended externality.

Differences in Approach to Prioritisation of Maintenance, Rehabilitation/ M oder nisation,
and New Development

In both the road and rail sectors, the IFIs have prioritised maintenance, rehabilitation,
and new construction differently. Until recently, nearly all of World Bank road lending in the
region was targeted to road maintenance, road rehabilitation, and bypass routes around small
towns. Various diagnostic studies of transport systemsin the region indicate that compared with
other investment options, maintenance has the highest benefit/cost ratio, with rehabilitation and
modernisation of existing infrastructure the next highest. This is particularly visible in case of
railways where, for instance, through rehabilitation of tracks and modernisation of traffic control
aradical improvement of operational effectiveness has been achieved.

The EBRD’s focus on private Build-Operate-Transfer highway projects, which in the
CEE Baltic countries tend to be implemented on new highways, has led to their involvement in
more new road construction projects than the World Bank, but they have also financed road
mai ntenance projectsin the region.

The EIB, by contrast, has since the early 1990s focused entirely on new road construc-
tion. This emphasis by the EIB indicates a danger that the focus of the EU on corridors will
encourage investments into new infrastructure construction at the expense of maintenance and
rehabilitation of existing infrastructure. To the extent that new construction projects require
matching funds, they take money away from maintenance activities and other investment proj-
ects, but these matching funds requirements tend to be lower for EU money than from the other
IFls. Itisalso conceivable that if the EU were not financing the new road construction projects,
that national governments would then invest in them out of their own resources and neglect
mai ntenance needs nonethel ess.

Conclusionsof Task |

IFI decision-making practices in the Baltic region as a whole are fairly balanced between
modes. In the CEE countries, however, their activities have been heavily focused on road
projects, and insufficiently focused on rail, commuter rail, and public transit. They have aso
been too heavily focused on new construction at the expense of rehabilitation and maintenance,
and too focused on international corridors relative to national routes of greater economic and
social importance.

It would be inaccurate to say that the cause of these biases in lending lie primarily with
the IFls, asthe IFIs are largely responding to national government priorities. Public transit loans
from the World Bank have been blocked by unwillingness of national government to guarantee
the loans more than by their own lending criteria. Most national governments are more inter-
ested in new, high-profile projects than in more mundane ongoing maintenance needs.

But it would also be inaccurate to say that the IFIs bear no responsibility for the misdi-
rection of some of this lending. Prioritisation of international corridors by the EU has concen-
trated investment into these corridors, in part at the expense not only of other, potentially more
important national corridors, but also at the expense of other urgent transport needs such as
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transit rehabilitation and road maintenance. Over-zealous efforts to reform rapidly rail and

transit systems in need of restructuring has stopped the World Bank from lending any money to
those sectors.

It is also problematic that those new construction projects which are the most environ-
mentally sensitive have tended to receive their funding from the IFI with the weakest environ-
mental due-diligence (the EIB), rather than from the IFI with the strictest environmental review
procedures (the World Bank). The powerful and growing role of EIB financing in the region has
undercut to a certain extent the sincere efforts by the World Bank and the EBRD to improve
environmental due-diligence, and to encourage the prioritisation of road and rail spending on
upgrading and maintenance rather than new construction.
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TASK Il: Review Of Existing Infrastructure Decision-Making Process In Helcom PITF
Member Countries

I ntroduction

An extensive review of the decision-making process in each of the HELCOM PITF
member counties was beyond the scope of this project. Participants at the first HELCOM PITF
transport workshop in Berlin also expressed doubts that a detailed review constituted a desirable
use of HELCOM PITF resources. Since decision-making in all EU member states is already
moving towards convergence due to EU regulations, directives and norms, it was decided that it
was most useful to take a closer look at the present state of decision-making in the transition
countries. Latvia, the lead Eastern country for the BALTIC 21 transport initiative, and Poland,
the largest and most advanced Baltic applicant for EU membership, were selected as the two
case studies. This selection had the additional advantage of being able to compare planning
capacities and the differences in decision-making in asmall and a large country.

Transport Sector Decision-Making in Latvia

The environmental impact assessment (EIA) process that is applied to major transport in-
vestments is quickly becoming synchronised with EU legidation, an a new EIA law with much
improved requirements and public participation procedures was passed by parliament in Decem-
ber 1998. Given the challenges of European harmonisation, staff are insufficient to handle
current administrative demands. Citizens have the right to initiate EIA processes and can also
appeal decisions affecting the environment that ignore civil and legal rights. Latvian citizens are
granted the right to transparent and reliable information on planning issues.

There are presently no mechanisms that formally co-ordinate land use and transport plan-
ning in Latvia, and new developments are not planned according to the level of public transport
access. Traffic congestion is mainly a problem in Riga, which has recently enacted strict parking
regulations in the old city. Riga is also presently developing a new traffic master plan with
PHARE assistance. Accuracy in traffic forecasting is severely diminished due to the fact that
there are no up to date household surveys.

Funding for road transport in Latvia is organised through the State Road Fund, which
mainly gets its revenues from excise fuel taxes and vehicle registration fees. A regularly sched-
uled increase in the excise tax will help revenue for road maintenance, which was severely
neglected between 1991 to 1997. Both the rail and public transport sector are also in severe
financia difficulty, and the Road fund actually also supports both modes.

Small harbour development is seen as an important focus for future investment, and the
potential role of short sea shipping is viewed as significant. Despite EU interests along north-
south axes, major transport flows are still oriented along east-west lines, originating at the ports,
although the collapse of the Russian economy had important impacts on Latvian trade. Latvia
remains committed to its role as a transit country, which is problematic from an environmental
perspective. There is no valuation of the cost that transit truck traffic is imposing on the na-
tional transit routes. Road safety records are worrisome but have recently been addressed by
transport officials. A national policy on bicycling is being devel oped.



Transport Sector Decision-Making in Poland

Poland is one of the few countries in the world that have carried out a Strategic Environ-
mental Assessment of their national transport policy. Project-level EIAs are currently approved
by a National Commission on Environmental Impact Assessment which is under the national
Ministry of Environmental Protection, Natural Resources and Forestry. However, resources at
the Environment Ministry are not sufficient, and no capacity exists to determine conformity of
transport plans or policies with ambient air quality legidation. Currently, there is no national
bicycle plan or policy. There will be a process of defining critical rail routes to make them
eigible for national funding. Citizens now have the right to sue for compliance with environ-
mental laws. National level transport infrastructure master plans are only legally binding when
trandated into local level plans.

How much co-ordination there is between land use and transport depends on the local
master plan. Generally, cities require major devel opers to do accessibility studies before granting
building permits. Cities can control developments by requiring parking controls and limits.

The newest tax laws require that 30% of the value added tax revenues raised on gasoline
go to national road investments. Only a 20% increase in national road maintenance expenditures
could bring the road system into a state of good repair by 2005. Road user revenues are not
earmarked and no Eco taxes are imposed on motorists. There is no reliable data on Polish cost
recovery for railways. Local road user revenues are dightly lower than municipal expenditures
but the data is poor. Road user safety costs accounted for about 4% of total road user revenues
raised. There is no formal, required relationship between taxes and road safety expenditures.
Parking fees in Poland are quite low. Urban decision makers increasingly give attention to
sustainable modes. Trams already frequently operate on exclusive right of ways. Bike networks
have been developed in Krakow. There are also extensive pedestrian areas in Krakow, as well as
smaller ones elsewhere.

The national transportation program developed in 1998 will not be subject to public
hearings. The Warsaw metro region plan, however, was developed in consultation with over 40
public hearings, athough meetings are only mandatory at the gmina (local government) level.
For concession contracts should be open to the public by law, but are difficult to get in practice.
Costs benefit analyses are not used on new construction.

Conclusionsof Task |1

Both Latvia and Polish environmental legislation are rapidly approaching EU standards,
at least in print. Public participation requirements should nominally be up to Western standards
aswell. However, the enforceability of certain procedures and regulations is heavily dependent
on administrative abilities and capabilities, which are frequently lacking. Both understaffing in
environmental expert departments and lack of inter- and intra-agency co-ordination are impor-
tant factors here. Sometimes the intricacies of environmental law-making, such as the shifting of
responsibility for EIAs from the Polish national government to the province (voivodship) ad-
ministrative level, have particular political economy and power ramifications; but these experi-
ences cannot be generalised.

As in most other countries, currently used environmental and cost benefit assessment
procedures are not sophisticated enough to include a full internalisation of social and environ-
mental costs of the transport sector. Latviain particular looks heavily towards transit traffic as a
source of international income without any accounting of the environmental effects of especially
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truck traffic. It is important to note that unless traffic modelling and air pollution monitoring
capabilities in both countries are significantly expanded, few of the more ambitious environ-
mental goals contained in recent environmental legislation can become a readlity due to lack of
enforceability.

There is presently no sufficient co-ordination between land use and transportation plan-
ning. Important opportunities for setting the state for a more sustainable land use and transpor-
tation systems are being missed here, especially by not requiring that new residential and com-
mercial developments be accessible by environmentally sustainable modes. In these cases, the
key question is not so much direct infrastructure investment decision-making as investing into a
solid spatia planning decision-making structure.

It also seems that not enough efforts are being made to keep the public transport infra-
structures in both rural and urban areas sufficiently competitive to keep the countries from
becoming increasingly auto-dependent. Public investment programs rarely have clear priorities
for funding for more sustainable modes of transport. Latvia' s use of state road funds for invest-
ments in the rural bus fleets is an especialy laudable effort in this context. Although underrepre-
sented as an issue in the distributed questionnaire, rail restructuring emerges as a key area of
debate in both countries, as does the potential for water-based transport.

While there is ageneral recognition that a better development of the public transport, rail,
shipping and particularly combined transport sectors is crucial for sustainable transport devel-
opment in the future, it continues to be significantly harder to attract funding for these more
sustainable modes than for the road sector. Insufficient prioritisation of these more ecologically
sustainable modes in national, regional and local transport legislation and planning are only
partly responsible for this, however. Public transport signal prioritisation, express lanes, traffic
calming, pedestrian zones, bicycle paths, and sophisticated parking licensing schemes are all still
significantly under-utilised methods and tools of transportation policy and planning in both
countries.

Just like their EU counterparts and Baltic neighbours, Latvian and Polish officials strug-
gle to make their transport systems more economically viable, more environmentally friendly
and more socialy equitable at the same time. Given the severe financia and administrative
difficulties that these two transition countries face in the re-orientation and the upgrading of their
transport infrastructures, it is obvious that the availability of international funding and the
conditions under which these funds are provided will have a maor impact on the future
sustainability of their transport systems. On the other hand, major decisions to support more
sustainable modes are taken at the national and sub-national levels. Several technical assistance
and/or regional co-operation programs have helped decision-making at the local level, but as
always, more could be done.
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TASK I:  Review of Existing Infrastructure Investment Decision-M aking
Process at the International Financial Institutions (1Fl) in the
Baltic Sea Region

Overview of IFI Lendingin the Baltic Area

The major International Financia Institutions (IFIs) and funding agencies currently in-
volved in the financing of transportation infrastructure in the Baltic Sea Countries are: the
European Investment Bank (EIB), the World Bank, the European Bank for Reconstruction and
Development (EBRD), the Nordic Investment Bank (NIB), the Japanese Export-Import Bank
and the PHARE program of the European Community. A new funding mechanism, ISPA, the
Pre-Accession facility of the European Community, will also be set up for the year 2000 to 2004
(and maybe beyond) for the Central and Eastern European (CEE) countries which are planning
to join the European Union. This report will focus primarily on the EIB, the EBRD and the
World Bank, although some mention will be made of the NIB, PHARE and ISPA aswell. This
section of the report also excludes IFI lending to Russia and the CIS countries, not because there
was no transport-related lending to Russia and Belarus by the IFIs, but rather because this
lending was not concentrated in the Baltic Sea region and thus seemed of marginal relevance to
Baltic Sea concerns. Finally, the data presented here covers the years 1992 to 1998, primarily
due to the availability of data and their relevance for present environmental concerns.

In terms of the scale of lending, the EIB is by far the most important IFI in the Baltic Sea
region, accounting for 92% of al IFl transport sector lending in the Baltic countries (Graph ).
While this is in part because only the EIB extends loans to the Northern and Western Baltic
countries, the EIB aso dominates in the CEE countries — where the EBRD and the World Bank
are active — with 58% of total regional transport lending, compared to the World Bank’s 31%
and the EBRD’s 11% (Graph I1).

Differences between the IFIs reflect, to a certain extent, the geo-political concerns of the
countries which dominate them. The World Bank and the EBRD are controlled by Boards of
Directors appointed by member states, and voting at the board level is proportional to the level
of paid-in capital. Members which do not pay-in capital but are primarily borrowers also have
representatives on the Board, generally shared between several countries. The World Bank has
thus long been a U.S.-dominated institution, though the level of this domination has been
gradually weakening over the years; it currently controls roughly 18% of the votes and histori-
cally also controls the Presidency. U.S. influence is also strong at the EBRD, but |ess dominant.
Most Executive Directors are appointed by, and controlled by, Ministries of Finance or Depart-
ments of Treasury.
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The EIB has a Board of Governors, consisting mostly of the Ministers of Finance or
Ministers of Economic Affairs from the donor countries, i.e. the European Union member
countries. In turn, these appoint the members of the Board of Directors. The Board of Directors
is composed of 25 Directors and 13 Alternates; 24 and 12 respectively are appointed by the
Member States, and one director and one alternate are appointed by the European Commission
(EC). Most of the Directors are Directors of state development banks. Currently, the EC
Directorate General for Economic and Financial Affairs (DG2) holds the EC-appointed Director-
ship, and the DG16 (Regional Policy and Cohesion) holds the Alternate position. This means
that the DG7 (Transport) currently has no direct control over the EIB’ s transport sector lending.

The vast majority of total lending is targeted to the Northern and Western Baltic coun-
tries (Graph I11). Sweden and Denmark together account for over 50% of total IFl transport
sector lending. This is largely because of the substantial EIB role in the enormously expensive
combined rail and road bridge and tunnel that is being constructed between Sweden and Den-
mark, the road bridge between Denmark and continental Europe, and related projects. On a per
capita basis, Denmark and Sweden still come out to be the largest recipients of transport sector
IFI lending, while Germany receives the least per capita (Graph IV).
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In absolute terms, total IFI transport loans to the Baltic Region have gone more heavily
to road projects than to rail projects or other alternatives (Graph V). As a sharc of total loans,
roads received 36%, rail and public transit together rcceived 20% and the road-rail bridge
between Denmark and Sweden received 15%. If we consider the road/rail link half road and half
rail, and if we consider only roads, rail, and public transit loans, roads received 61% compared to
39% for rails and public transit. Compared to modal split for both passengers and freight in the
region, however, this ratio seems reasonable. Regionally, roughly 83% of total passenger
kilometres travelled are by car, while 17% are by public transit or rail regionally (Petersen, et al.,
1998, p.17-19). For freight, roughly 72% of total ton-kilometres are travelled by road and 28%
by rail, all other modes excluded. Thus, for the region as a whole, IFI lending from 1992 to
1998 has been targeted more towards the rail sector than could be justified by rail’s relative
share of cither passenger or freight traffic.

Broken down by sub-region, however, the picture looks quite different. The Northern
and Western Baltic countries received 1FI (in this case, only the EIB) lending for rail in an even
greater share than can be justified by rail’s mode share in the sub-region (Graph VI). Of total
transport sector lending in the north-western Baltic countries, 27% went to roads, 18% to rail,
and 19% to the road-rail bridge between Sweden and Denmark. Air traffic, which has consider-
able environmental consequences, received 16%, while oil exploration in the North Sea received
9%, and motor vehicle manufacturing received 7%. In the North-western Baltic countries, from
an environmental perspective, EIB lending for airporls, oil exploration, and motor vchicle
manufacturing are of greater concern than the level of road sector lending per sc, though the fact
that the road lending is primarily for new construction related to the new land connection
between Sweden and Denmark is worthy of investigation for its regional modal shift ramifica-
tions.

If just road and rail are considered, 57% went to roads and 43% to rail, while the road
sector carries 85% of passenger kilometres and 83% of freight kilometres, compared to rail
which only carrics 15% of passenger kilometres and 19% of freight kilometres. In the Northern
and Western Baltic countries, then, if just road and rail are considered, the EIB’s lending has
favoured rail.

In the CEE Baltic countries, however, IFI lending has been much more heavily targeted
to the road sector (Graph VII). Roughly 60% of total IFI transport lending in the CEE Baltic
countries went to roads, compared to 20% for rail and 5% for public transit. If all other modes
and investments are excluded, rail and public transit received only 29% of (otal IFI lending in
the CEE Baltic countries, compared to 71% for the road sector. At the same time, however, 34%
of total passenger kilometres travelled are accounted for by the rail and public transit sectors,
compared o 66% lor the road sector. The biased nature of this lending against rail is even more
apparent in the freight scctor, where currently 59% of the freight by ton is moved by rail, com-
pared to only 41% by the road sector. In the CEE Baltic countries, then, there is preliminary
evidence that the nature of IFT lending has enhanced rather than discouraged the shift from rail
and public transit towards greater use of private motor vehicles.

Taken overall, then, 1FI lending in the Northern and Western Baltic countries has tended
to encourage more sustainable modes, though investments into airports, motor vehicle manufac-
turing and oil should be mentioned, while in the CEE Baltic countries the IFIs have encouraged
a process of potentially environmentally destabilising motorisation.
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These regional figures, however, mask a considerable amount of national variation
(Graph VIII). Denmark’s borrowing has been more heavily focused on roads, Sweden and
Finland on rails, while German borrowing has been concentrated on airports. Latvia has bor-
rowed much more for rail, while Lithuania and Poland have borrowed much more for roads.
These significant differences at the national level indicate that at |east to some degree the direc-
tion of IFI lending is driven by the requests of the borrowers rather than as a result of any biases
in the nature of IFl decision-making favouring less sustainable modes.

The activities of the IFIs have also varied in terms of the moda concentration of their
lending. EIB lending — EIB being by far the largest lender — closely reflects total IFI lending in
the region, and is quite evenly distributed between modes, and more heavily focused on rail
lending than can be accounted for by rail’s mode share (Graph IX). In the CEE Baltic countries,
however, EIB lending has been more heavily focused on roads, despite the predominance of rail
and public transit use in the region, with 60% of total EIB transport lending being focused on
roads between 1992 and 1998 (Graph X).

Total World Bank transport lending in the region has been even more heavily focused on
roads, with 77% of their lending going to that mode (Graph XI). The last mgjor rail loan by the
World Bank in the region was made to Poland in 1990. Only a modest $3 million loan went to
Estonia for public transit. The EBRD, by contrast, (Graph XII) has dedicated a much greater
share of itstotal lending to rail and public transit in the region than have the other two develop-
ment banks, and only 28% of its transport lending has gone to roads.

While the World Bank’s lending has been by far the most heavily dominated by road
lending in the region of any of the development banks, over 95% of this road lending has gone to
maintenance and upgrading of existing infrastructure and bypasses for small towns (Graph XIII).
Both EBRD road loans in the region and EIB road loans in the region have been heavily focused
on new construction. The environmental ramifications of new road construction are much more
serious than for maintenance and upgrading of existing infrastructure.

While the modal breakdown of IFI transport sector lending is an important indicator of
their level of commitment to sustainability, to a great extent the IFIs work together and the
division of lending activity between the banks has as much to do with a division of labour as any
fundamental policy differences between the IFIs. There are, however, important differences in
the priorities and objectives of the different IFIs which have a significant influence over the
pattern of their lending. These differences are the subject of the following section.

Finally, there are mgjor differences between the IFIs in terms of the transparency of their
operations and the ability to access information about their activity. These differences have had
adirect effect on the ability of this paper to draw general conclusions about the various institu-
tions. While this issue is taken up in the following section, Figure 1 quickly shows differences
in the relative level of transparency between the three IFIs, with the World Bank being by far the
most transparent, the EBRD somewhat less so, and the EIB the least transparent.



GRAPH VIII

NATIONAL VARIATIONS IN BORROWING FROM IFls

DENMARK’S BORROWING BY MODE

AR
0
aL 2%
6%
RAIL ROAD
18% 33%
RD/RAIL
41%

SWEDEN'S BORROWING BY MODE

AR ROADS
1% 19%
RD/RAIL
1%
RAIL
43%

FINLAND'S BORROWING BY MODE

SHIPPING
4%

ROAD
38%

RAIL
58%

GERMANY’S BORROWING BY MODE

ROADS P.TRANSIT
4%

PCRTS 5%
6% aL
5%

MV MFG
2%

AR
48%

ASPHALT
3%

LATVIA’S BORROWING BY MODE

PCRTS ROADS
24% 16%

RAIL
60%

LITHUANIA’S BORROWING BY MODE

PCRTS

0
AR 12%

™%

RQOADS
RAIL 54%
2%

POLAND'S BORROWING BY MODE

PCRTS
8%

AR
3%
P.TRANSIT
6%
RAIL

18% RQOADS
65%

ESTONIA’S BORROWING BY MODE

RQADS

8%
AR

36% RAIL
26%

P.TRANSIT
2%
SHIPPING
28%




GRAPH IX

TOTAL EIB TRANSPORT LENDING IN BALTIC SEA COUNTRIES

AIR

ASPHALT 15%
1%

ROADS

MV MEG 32%

6%
OIL
7%
SHIPPING
2%

P. TRANSIT

1% RAIL
20%

RD/RAIL
16%

GRAPH X

TOTAL EIB TRANSPORT LENDING IN CEE BALTIC SEA COUNTRIES

AIR
8%

SHIPPING
4%

P. TRANSIT
4%

RAIL

24% ROADS

60%



GRAPH Xl

TOTAL WORLD BANK LENDING IN BALTIC SEA COUNTRIES

AIR
SHIPPING 6%
9% ROADS
28%

P. TRANSIT
20%

RAIL
37%

GRAPH XII

TOTAL EBRD TRANSPORT LENDING IN BALTIC SEA COUNTRIES

PORTS

P. TRANSIT
1%

76%

10



T

GRAPH XIli

SHARE OF IFI ROAD LOANS DEDICATED TO MAINTENANCE
IN BALTIC SEA COUNTRIES

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

W.BANK EBRD EIB

EMAINT
BCONST.




FIGURE |

DIFFERENCES BETWEEN IFI'S REGARDING
INFORMATION DISCLOSURE

WORLD

BANK  EBRD EIB

EIA YES | YES i NO
SECTOR PAPERS | YES | YES | e
LOAN APPRAISAL | YES | | NO | No
ECONOMIC APPRAISAL | YyEs | No T No
FINANCIAL APPRAISAL | yes No T No
COUNTRY STRATEGY | yes T S No
PROJECT SUMMARY | YES | YES | NO
PRESS RELEASE | YES | YES | YES
LOAN AGREEMENT No T P No
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Excursus: Tailpipe and Fuel Emission Standards and Enfor cement in Poland

Tailpipe emissions are monitored on new, newly imported, and in-use vehicles to varying degrees of effectiveness.
New vehiclesimported or domestically manufactured in numbers greater than three are subject to ‘type approval’
and ‘verification of production conformity.” All other vehicles are subject to emissions test before registration.

Tailpipe emission standards for new vehicles follow ECE Regulations, which are leni3nt on vehicles fuelled with
leaded gasoline and more stringent on other vehicles. There are as yet no Polish requirements that specific classes of
vehicles operate on unleaded fuel only, congtituting alarge loophole in the tail pipe emissions regulation.

In Use monitoring for vehicles subject to type classification is required after the first three years, then after two
years, and then every year thereafter, while all other vehicles are legally to be subjected to annual emissions
inspection. Laws have been in place since 1993.

Poland now has 2500 type-approved inspection stations with proper smoke-meters and exhaust gas analysers. In-Use
emissions regulations are the same as 92/55/EEC, except that HC limits are also set, which encourages the
installation of catalytic converters onto non-type vehicles.

In fact, however, these measures are not fully working. As of 1995, 40% of the vehicle fleet did not conform to the
CO tailpipe emission standards, and 20% do not conform to smoke regulations. It is estimated that improving the
efficiency of the I/M system would reduce CO, HC, smoke and particulate emissions by 10%- 20%.

60% of NOx emissions in Poland comes from diesel-fuel vehicles.
Poland also has CAFE standards set by the Ministry of Industry and Commerce on both cars and trucks.

Poland also has fuel standards on both gasoline and diesel. Fuel taxes are adjusted to encourage the use of cleaner
fuel, in the form of discounts for cleaner fuel, rather than additional taxes on dirtier fuels.

----- Ambient Air and Noise Standards and Enfor cement

Poland has Ambient Air Quality and Noise Standards astight or tighter than EU standards (i.e. on NOx, ground
level ozone, particulate, and noise).

Currently, of the 98 ambient air quality emissions stations, only 3 are in urban areas and are focused on transport
problems: oneisin downtown Warsaw, one in downtown Krakow, and | don’t know where the other oneis. In
practice, then, thereis minimal collection of real time ambient air emissions from the transport sector. There are
some studies estimating ambient air quality based on models estimated from the total motor vehicle traffic and the
vehicle mix in the vehicle fleet.

The one monitoring station in Warsaw does not indicate any violations of ambient air norms, because it isin awide
boulevard and one which is subject to a high level of wind from the Wistula. The monitoring station on Al.
Krasinskiego in Krakow indicates that CO emission standards are continuously exceeded, and NOx emissions
standards are frequently exceeded.

In theory, if thereisaviolation, it must be made public, and a plan for addressing the violation must be made by the
local government. In practice, if thereisaviolation, the local government will claim that the only mitigating
measure would be to build a bypass or a subway, and that they do not have the money for this.
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Conclusionsof Task |1

Both Latvia and Polish environmental legislation are rapidly approaching EU standards,
at least in print. Public participation requirements should nominally be up to Western standards
aswell. However, the enforceability of certain procedures and regulations is heavily dependent
on administrative abilities and capabilities, which are frequently lacking. Both understaffing in
environmental expert departments and lack of inter- and intra-agency co-ordination are impor-
tant factors here. Sometimes the intricacies of environmental law making such as the shifting of
responsibility for EIAs from the Polish voivodship to the lowest qualified administrative level
have particular political economy and power ramifications, but these experiences cannot be
generalised.

As in most other countries, currently used environmental and cost benefit assessment
procedures are not sophisticated enough to include a full internalisation of social and environ-
mental costs of the transport sector. Latviain particular looks heavily towards transit traffic as a
source of international income without any accounting of the environmental effects of especially
truck traffic. It is important to note that unless traffic modelling and air pollution monitoring
capabilities in both countries are significantly expanded, few of the more ambitious environ-
mental goals contained in recent environmental legislation can become a reality due to lack of
enforceability.

There is presently no sufficient co-ordination between land use and transportation plan-
ning. Important opportunities for setting the state for a more sustainable land use and transpor-
tation systems are being missed here, especially by not requiring that new residential and com-
mercial developments be accessible by environmentally sustainable modes. In these cases, the
key question is not so much direct infrastructure investment decision-making as investing into a
solid spatia planning decision-making structure.

It also seems that not enough efforts are being made to keep the public transport infra-
structures in both rural and urban areas sufficiently competitive to keep the countries from
becoming increasingly auto-dependent. Public investment programs rarely have clear priorities
for funding for more sustainable modes of transport. Latvia's use of state road funds for invest-
ments in the rural bus fleets is an especialy laudable effort in this context. Although underrepre-
sented as an issue in the distributed questionnaire, rail restructuring emerges as a key area of
debate in both countries, as does the potential for water-based transport.

While there is ageneral recognition that a better devel opment of the public transport, rail,
shipping and particularly combined transport sectors is crucial for sustainable transport devel-
opment in the future, it continues to be significantly harder to attract funding for these more
sustainable modes than for the road sector. Insufficient prioritisation of these more ecologically
sustainable modes in national, regional and local transport legislation and planning are only
partly responsible for this, however. Public transport signal prioritisation, express lanes, traffic
calming, pedestrian zones, bicycle paths, and sophisticated parking licensing schemes are all still
significantly under-utilised methods and tools of transportation policy and planning in both
countries.

Just like their EU counterparts and Baltic neighbours, Latvian and Polish officials strug-
gle to make their transport systems more economically viable, more environmentally friendly
and more socialy equitable at the same time. Given the severe financia and administrative
difficulties that these two transition countries face in the re-orientation and the upgrading of their
transport infrastructures, it is obvious that the availability of international funding and the
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conditions under which these funds are provided will have a maor impact on the future
sustainability of their transport systems. On the other hand, major decisions to support more
sustainable modes are taken at the national and sub-national levels. Several technical assistance
and/or regional co-operation programs have helped decision-making at the local level, but as
always, more could be done.
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TASK I11: Suggested Guidelinesfor Environmentally Sustainable Transpor -
tation Investment Decision-Making in the Baltic Sea Region

I ntroduction

As a key outcome of this project, the following guidelines for better integrating environ-
mental sustainability goals into the transportation infrastructure investment decision-making
process are suggested. These guidelines were presented in draft form at a workshop held in
Stockholm on 3-4 March 1999, where they where extensively reviewed and discussed by
HELCOM member states, the European Commission, and the international financial institutions.
The suggested guidelines were then fully revised to reflect the views expressed at the workshop.

Preamble

At the 7" Ministerial Session of the Council of the Baltic Sea States in Nyborg on
22-23 June 1998, the Agenda 21 for the Baltic Sea Region - Baltic 21 was adopted: “The essen-
tial objective of Baltic Sea Region co-operation is the constant improvement of the living and
working conditions of their peoples within the framework of sustainable development, sustain-
able management of natural resources, and protection of the environment. Sustainable develop-
ment includes three mutually interdependent dimensions - economic, social and environmental.”
For transport, a particular goal was adopted:

“The goa with regard to sustainable transportation in the Baltic Sea re-
gion consists of two components:

= To minimise the negative environmental effects, the consumption
of non-renewable resources and the use of land for transportation
purposes to protect human health and the environment, in particu-
lar the sensitive ecosystems of the region;

= To retain transport’s ability to serve the economic and social de-
velopment of the Baltic Searegion.”

One principal outcome of Baltic 21 was the Action Programme, with the first transport
sector action asking to “carry out a project on developing guidelines, criteria and recommenda-
tions for infrastructure investments in a sustainabl e transport system.”

At its 17" session on 13 March 1996, the Helsinki Commission (Baltic Marine Environ-
ment Protection Commission) adopted HELCOM RECOMMENDATION 17/1 “Reduction of
Emissions from Transport Sector Affecting the Baltic Sea.” This recommendation asks govern-
ments and contracting parties of the convention that,

» environmental protection should be made an integral part of al activities in the transport
sector

» the “Polluter-Pays Principle’ as mentioned in the 1992 Helsinki Convention should be
implemented in the transport sector
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» the introduction of best available technology (BAT) for vehicles and fuels in al transport
modes should be facilitated

Furthermore, this “recommends also that international financia institutions, donors and
other external sources of funding should include measures to support sustainable transport when
considering financial packages for infra structural investments.”

“The Ministers of Transport and Environment of UNECE met on 12-14 November 1997
in Vienna. At this Regional Conference on Transport and Environment, the Vienna Declaration
was adopted. This declaration, generally asking for “promoting measures to reach volumes and
patterns of transport that are compatible with sustainable development,” inter alia considered
supporting measures and solutions aimed at “Reducing and limiting the environmental impact of
transport infrastructure and developing criteria and guidelines on intermodal and integrated
infrastructure planning which take proper account of environmental, spatial, economic and social
aspects;” (paralll 5. of the declaration).

Recalling these different international political resolutions, the following guidelines are
suggested to both IFIs and HELCOM member state decision-makers regarding transport infra-
structure investment.

Changesin Project Appraisal: General

1. Environmental, health, and safety goals should be directly included in the transporta-
tion planning and infrastructure investment decision-making process, following
HELCOM Rec. 17.1 which states that “ Environmental protection should be made an
integral part of all activitiesin thetransport sector.”

Currently, transportation plans and investments are made primarily based on economic and
political criteria, and are subsequently assessed with regard to their effects on human health
and safety and their impact on the environment. At this point in the decision-making proc-
ess, however, significant changes in approach to meeting the same access and mobility goals
are impossible. Rather, environmental, safety and health goals should be built in to the ini-
tial planning and investment decision-making process.

2. Because of the specific environmental concerns related to the protection of the Baltic
Sea, all major transportation plans and investments at the regional, national, and mu-
nicipal level should be subjected to a Strategic Environmental Assessment (SEA) by
governments. When making loans in the sector, international financial institutions
(IFls) should encourage the completion of an SEA and take account of the results in
their decison-making. This SEA must include, but is not limited to, assessing short,
medium, and long-term impacts on the Baltic Sea. Plans and investments should be
modified if necessary to ensure their conformity with HELCOM emissions reduction
and other environmental goals (in particular, noise), as well as safety and health regu-
lations.

The current project-specific environmental impact assessment (EIA) process used in most
countries, while critical, is insufficient to assess the environmental implications of long-term
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modal shifts resulting from major transport infrastructure investment. Investing in many
roads across the country, while ignoring even maintenance needs on existing rail lines may
lead to a deterioration of rail traffic and rapid increase in truck and passenger car traffic, with
considerable environmental consequences that are not picked up in the project specific EIA.
Furthermore, the cumulative effects of many individual projects on human health, animal
habitats, bio-diversity, air quality, and noise may be greater than the sum of the individual
projects. In order to capture these more systemic environmental affects, major transportation
plans at the Regional, National, and Metropolitan level need to be evaluated for their likely
impact on compliance national environmental laws and targets, and international environ-
mental agreements.

. Governments and |Fls should require that major transportation infrastructure plans
and investments should be subjected to an alternatives analysis where the costs and
benefits, or cost effectiveness, of two or three alternatives for reaching the same access,
safety, health, and environmental protection goal are compared. These alternatives
must include investments into alternative modes, and traffic demand management
measures. “ Least Cost Planning” should be explored as a possible method.

Currently, expansion of transportation infrastructure capacity is assumed to be the best way
to reach transport-related goals, which are focused on facilitating the movement of vehicles.
In fact, however, “making more efficient use of existing transport capacity,” (Helcom 17.1,
Attachment |, point #1) through upgrading existing facilities, giving priority to trams, and
buses, parking restrictions in congested areas, and a host of other traffic demand manage-
ment (TDM) measures may achieve the same economic objectives at a fraction of the cost.
Furthermore, such alternatives will better achieve environmental, safety, and health goals.
Serious consideration and evaluation of such alternatives tend to be ignored in traditional
transport planning. For example, the Singapore Area Licensing Scheme had an economic rate
of return (ERR) of over 1200%, compared to new road construction projects in Singapore
which had ERRs in the more standard 20% range. Modern urban traffic management sys-
tems have ERRs exceeding 100%. Maintenance and rehabilitation projects in the Baltics
regularly have Economic Rates of Return three times higher than new construction projects.
Regionally, lack of such an analysis has led to a tendency to over-invest in new infrastructure
at the expense of basic maintenance and rehabilitation, and TDM measures. Investments can
hardly be said to “increase transportation efficiency” (Helcom 17.1. Attachment I) if the
project compromises the realisation of other projects which could achieve the same objective
at afraction of the cost.

Least cost planning is an evolving method for incorporating the comparison of the cost of
achieving various transport-related goals through different means into the transportation
planning and investment decision-making process. Least cost planning normally quantifies
al the socia and environmental costs of making a trip, (including the passenger’s travel
time), by different means. Least cost planning then encourages the selection of solutions that
minimise these costs.

. Governments and | Fls should adopt the ‘precautionary principle’, avoiding plans and
projects which constitute serious potential risks to the environment, public health, and
safety, or adopting necessary mitigation measures, even if such actions cannot be justi-
fied on the basis of cost-benefit analysis alone.

Because of the difficulties of quantifying the economic costs of environmental, health, and
safety externalities, cost-benefit analysis, even where such external costs is included, is in-
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sufficiently reliable as a guide to public policy when potential serious long term risks to pub-
lic health, safety, and the environment are at stake.

. IFls should develop sustainable transportation policies that govern their transport
sector lending. 1FIs should furthermore strive to co-ordinate their policies and actions
in thetransport sector amongst each other.

Transportation policies at the IFls provide guidance to staff and borrowers about its lending
and policy priorities, providing some measure of accountability for its activity in the sector.
IFls frequently use their lending to leverage policy changes in the borrowing country. The
lack of a coherent policy does not preclude IFIs using loans to leverage policy changes; it
only means that the way in which this leveraging is being used is not transparent, and hence,
not accountable.

. Countries, with the assistance of |1Fls, should develop the capacity necessary to perform
high quality, state-of-the-art SEAs.

These SEAs should include but not be restricted to state-of-the-art traffic demand modelling,
emissions modelling, and geographical information systems (GIS) mapping of ecologically
senditive areas. Lack of such capacity should not, however, constitute a valid justification
for the non-performance of an SEA. The accuracy of estimates of the likely environmental,
public health, and safety effects of magjor transportation plans and investments will depend
on the quality of the underlying traffic and emissions modelling. Traditiona traffic and
emissions modelling, particularly at the international level, remains hampered by a lack of
data, lack of standardisation of data collection methods, and uneven levels of technical so-
phistication. Traffic models have certain well-known problems which, unless corrected us-
ing state of the art techniques, are likely to bias long-term emissions projections. SEAs and
least cost planning do not require, but will be greatly strengthened by improving the technical
capacity of governments to accurately estimate future traffic and its likely externalities.

. All international institutions should avoid funding multiple roads, airports, and ports
where a single facility could serve the same need, by basing the investment decision as
much as possible on objective economic and ecological criteria, and by encouraging re-
gional co-operation.

In some cases, airports, ports, and roads compete for some of the same international traffic,
and upgrading al of them may not be necessary. Unless investment prioritisation is
grounded in reasonably objective traffic data, economic analysis, and ecological concerns,
the possibility for oversupplying transport infrastructure capacity exists, with potentially
negative ecological consequences for the Baltic Sea. However, other factors that may come
into play are nationa strategic or service level considerations (e.g. speed, reliability, secu-
rity).

. IFI loans should be given in compliance with IFI policies and, where appropriate, the
access communautaire. The latter applies particularly to lending outside the European
Union (EU) where no alter native enfor cement mechanism exists.

There are occasions where national government actions related to |Fl-sponsored projects are
inconsistent with the directives of the European Union or the policies of the IFIs. In such
instances, the IFls should use their leverage to ensure compliance with these policies and the
acquis communautaire.
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Changesin Economic and Financial Appraisal

0.

10.

11.

IFI use of loan conditionality should be balanced between modes, and should never
encourage a relative increase in government subsidies for less environmentally sustain-
able modes. IFIs and governments should harmonise their methodologies for per-
forming economic and financial appraisal to ensure that the methodologies are consis-
tent and compar able between modes.

IFI loans are used to leverage policy changes. Because loan conditionality is negotiated on a
project-by-project basis, the overall effects on the transport system as a whole are often ig-
nored. Typicaly, loan conditionality on public transit and rail systems requires increasing
the cost recovery ratio of those systems, leading to a reduction of government subsidies to
the sector. Taken in isolation, this leveraging may be important to encouraging efficiency
and needed restructuring in the sector, and may shield railroads and transit authorities from
financially damaging government controls on fare price increases. Such leveraging, how-
ever, needs to be accompanied by similar pressure in the road sector aimed at internalising
the full social cost of road use if it is not to shift government subsidies towards less ecologi-
cally sustainable modes, and encouraging an unsustainable mode shift towards increased
motor vehicle and truck use. Transport sector loan conditionality should never encourage a
shift in government subsidies towards less ecol ogically sustainable modes.

National governments and |Fls should not fund for any transportation infrastructure
project with an ERR of less than the cost of capital unless a clear short or long term
environmental benefit or poverty reduction benefit can be quantified. Further, the
project should be demonstrated as an effective method of reaching this environmental
or poverty alleviation goal. The criteria for such decision should be included in the
SEA and developed and agreed upon in consultation with governments, experts and
NGOs.

There are cases where governments and IFIs finance new roads, rail, or metro projects even
though economic analysis indicates that the rate of return is below the cost of capital. One
example from the region would be new highway developments in remote regions which are
justified as a means of bringing economic development to the region. Another example
would be the funding of metro projects that are justified on environmental grounds. In fact,
however, the economic development, poverty alleviation, and environmental benefitsin each
of these cases were assumed and never subjected to a rigorous analysis. In both cases, the
intended benefits were highly suspect. Projects where ERR is below the cost of capital
should only go forward if the intended environmental or poverty reduction benefits can be
quantified using accepted methodologies, and the project is judged to be the most cost effec-
tive method of achieving this poverty reduction or environmental goal.

Cost-benefit analysis used by governments and | FIs should take into consideration not
only the infrastructure changes, but also the costs and benefits of any policy changes
that arean integral part of the project.

IFI transport loan requirements frequently include conditions which can only be met through
significant changes in service levels for rail or public transit, and these changes will signifi-
cantly affect the project’s subsequent costs and benefits. It is likely that in many instances
the additional time costs imposed on passengers from such resultant service cuts is worth
more than the extra revenue generated by the changes.
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12.

13.

14.

When cost-benefit analysis is used, it should include the quantification of full social
costs, consistent with Helcom 17.1 Recommendation #2, which requires the “internali-
sation of external costs (environment, accidents, etc.) into the costs of transport.

Currently, cost-benefit analysis used by governments and IFls does not usually include in the
calculation of project costs a) the costs of additional environmental damage resulting from
the project, b) the cost of additional accidents resulting from the project, c) the cost of the
project on alternative modes in the same corridor, such as impacts on rail, public transit, or
bicyclists of road projects. Cost-benefit analysis also generally assumes that travel time
savings will result from new construction based on the assumption that no new traffic will be
generated. Generated traffic should be included in the calculations.

National gover nments should limit the earmarking of road user feesto levels necessary
to ensure sufficient funds for ongoing maintenance and necessary rehabilitation. Ear-
marking of funds beyond such levels will compromise a goal-oriented investment deci-
sion-making process.

Some governments have earmarked fuel excise taxes to the road sector, undermining the
flexibility of ministries and lower levels of government from attaining transport goals
through multi-modal alternatives. While fully supportive of the principle of fully internalis-
ing the socia costs of transport, the earmarking of any congestion pricing revenues to the
road sector will inhibit the ability of governments to address the congestion problem through
means other than road capacity expansion.

For Build-Operate-Transfer (BOT) highway projects, the ministry of finance or con-
troller, supported by any IFlsinvolved in financing the project, should fully quantify
the financial risk to which the government is exposed by signing the concession agree-
ment, including the implicit moral hazard created by the ‘too big to fail’ problem. A
BOT project should not go forward unless it can be demonstrated that the financial
cost of the project, including the quantified financial risk to the state, is lower than any
alternative method of financing the project. Moreover, a government’s overall bor-
rowing capacity given self-imposed or | MF-imposed constraints should be consider ed.

BOT highway projects have proven to be financialy risky, and have often greatly increased
governments' financial commitment towards the highway sector. In particular, the unquanti-
fied financial risks assumed by the governments are a form of hidden subsidy to the road
sector. Legal financial obligations created by BOT highways can significantly drain public
funds from other possible uses of the funds.

Changesin Current Environmental Assessment Practice

15.

The categorisation of transport infrastructure projects for environmental appraisal by
I Fls should require appropriate environmental impact assessment for any project that
increases the capacity of the existing infrastructure and/or requires taking additional
right of way.

Currently, the thoroughness of the EIA process required by an IFI depends on their categori-
sation of the likely severity of the environmental impacts. Any road projects that increase
capacity or require the expansion of the existing right of way are likely to have significant
traffic generation and construction impacts, and should be categorised accordingly.
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16.

17.

18.

19.

National gover nments should make no exemption of EIA requirements for infrastruc-
ture deemed to be of critical or strategic importance.

Some governments exempt the normal EIA procedures for projects deemed of strategic na-
tional importance, yet there are no clear criteria for determining whether a project is of na-
tional importance. Such legislation creates an enormous loophole in the EIA legidation, im-
plying that national and international environmental concerns are not of critical national im-
portance, and easily subjected to abuse.

|Fl boards should not approve loans until all the design specifications likely to have
significant health and environmental impacts have been identified, and this design has
been subjected to the appropriate level of EIA. In cases where significant environ-
mental damage risk comes to light after the loan has already received board approval,
once the final engineering specifications are known, further tranches of IFlI funds
should not be released until a supplementary, or if necessary a new EIA is performed
and appropriate mitigation measur es accepted.

There have been cases where IFI boards have approved transport |oans before design features
with potentially serious environmental ramifications have been clearly defined by the project
promoter, or where project designs have been changed after receiving Board approval. Such
cases undermine environmental due diligence and the legitimacy of the entire EIA process.

Responsibility for review of transport sector EIAs at both the IFIs and governments
must be in the hands of competent professionals independent of the project promoter,
with access to all relevant project information and sufficient capacity and resour ces to
perform a competent evaluation of the methodological validity of the EIA. The agency
responsible for oversight of EIA should establish accepted norms for determining the
validity of transport sector EIAs.

Some governments have put the primary responsibility for the evaluation of EIAs with the
same agency promoting the project, undermining the independence of the review. Some
have provided insufficient funds to the agencies responsible for reviewing EIAs to develop
sufficient technical capacity to evaluate whether an EIA clearly demonstrates compliance
with al relevant local, national, and international legidlation, agreements, and directives.
Some have shifted responsibility for EIA oversight to levels of government without the ca-
pacity to test for sufficient environmental due diligence. Some agencies responsible for
monitoring the EIAs are given insufficient data from the project promoter to test the validity
of the conclusions of the EIA. A typical problem in the transport sector is that the environ-
mental effects of a new road project are predetermined based on the assumptions made in the
traffic modelling. The capacity for traffic modelling and al relevant data tends to rest en-
tirely with the project promoter, generally ministries of transport. Some IFls also lack suffi-
cient staff with expertise in assessing the validity of EIA methodology to perform the neces-
sary environmental due diligence.

In order to ensure the continued effectiveness and adequacy of EIAS, governments
should set up independent monitoring proceduresthat check whether assessments were
carried out in accordance with existing legal requirements.

Given the considerable political and economic pressures often associated with the construc-
tion of large-scale transport infrastructures, independent requirements for the monitoring of
EIA procedures are important for ensuring the lawful compliance with existing requirements.

97



Financing M ore Sustainable Transport Projects

20.

21.

Asthe environmental consequences of unsustainable urban transportation systems are
international in scope, as demonstrated by the current threat to the Baltic Sea, national
governments, and regional and international institutions like the EU and the I FIs have
aresponsibility to ensurethat environmentally sustainable urban transportation modes
are adequately funded. |Flsshould develop mechanismsto lend directly to municipali-
tieswithout gover nment guar antees.

Currently, there is a backlog of unmet basic maintenance and rehabilitation needs in many of
the transport systems in the region. The problem is particularly acute for urban commuter
rail, public transit, national and local rail corridors, and secondary roads in the Baltic Coun-
tries currently outside the EU. Ageing bus fleets are often a significant source of air pollu-
tion. Unfortunately, national governments in some countries have not provided municipali-
ties with sufficient resources and technical support to maintain their public transportation
and commuter rail systems. National funding guidelines sometimes discourage municipal
investments into infrastructure supporting pedestrians and bicyclists, public transit and
commuter rail systems, or traffic demand management measures. The earmarking of na-
tional transportation funds for use on the road systems would be one example.

IFls and the EU institutions have also established lending guidelines which have effectively
precluded the use of international funding for urban public transit, commuter rail, and main-
tenance and rehabilitation needs on roads and rail systems not in international corridors.

IFI Transport sector loans should be used to lever age traffic demand management and
traffic calming measures, and investment into mor e sustainable modes. Such measures
are particularly important for ring roads in major metropolitan areas, and for toll
roadswhere extensivetrafficislikely to be diverted to local streets.

The IFIs have also use conditionality in positive ways which should be more utilised. Some
public transit loans have included conditions for increasing parking charges in downtowns,
and infrastructure to prevent parking on the sidewalk, thus leveraging traffic demand man-
agement measures. European Bank for Reconstruction and Development (EBRD) loans for
public transit have also been used to get bike lanes built on major arterials. This sort of lev-
erage could be utilised more.

Loans for ring roads in major metropolitan areas have been under-utilised in this regard.
While many IFI loans in the Baltic Sea region are for bypass roads around small towns,
sometimes the IFIs fund ring roads around major cities. Such roads carry a mgjority of local
traffic, and this local traffic competes not only with international traffic for scarce road
space, it also competes with urban public transit trips. If such loans do not require traffic
demand management in the city, or land development controls along the new ring road, the
purpose of the ring road, diverting through-traffic out of city centres, is likely to be ineffec-
tive, and is likely to encourage a process of urban sprawl. Toll roads, particularly BOTSs, also
tend to divert traffic on to local streets, with adverse local environmental and noise impacts
on residents. Such problems could be avoided by traffic calming parallel roads.

Public Participation in Policy Making and Planning

22.

Following the recommendations of the Arhus Convention and the UNECE, all national,
provincial, regional, municipal and local transport and land use plans should be sub-
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23.

24,

ject to a public hearing for review and comment at a time when significant alternative
modal approaches can still be discussed. IFI involvement in a major transportation
project should be used to leverage gover nmentsinto ensuring that transportation plans
and projects are developed in a process of early and full public participation.

Often, major plans are only presented for public review at very local levels of government
where fundamentally different approaches to meeting the same access needs cannot be ex-
plored. Public information about planned projects must not only summarise the results, but
the data used and methodology should be available to the public. Often biases in the model-
ling or data collection predetermine project selection, and citizens groups need to be able to
challenge these biases. IFI funding on some projects has gone ahead even when neither the
project nor its EIA has been subject to public review.

IFI decision-making criteria, internal policies, loan appraisal reports, and project
gpecific information should be a matter of public record at least 120 days for public
sector loans and 30 days for private sector loans before the board meeting where the
loan is approved to ensure a full and adequate public review process.

The disclosure of information to the public varies greatly among the IFIs, and the reasons for
the differences are not clear or not convincing. These differences have led to cases where
projects with the most serious environmental problems are handled by the IFI with the weak-
est disclosure policy and the weakest environmental review process, undermining environ-
mental due diligence.

Concession contracts signed with private agencies for Build-Operate-Transfer High-
way proj ects should be made available to the public by the gover nment.

In some cases, BOT concession agreements have not been made available to the public. This
IS necessary to ensure transparency in the selection of contractors, to facilitate the public’s
ability to assess the degree to which their tax revenues are being put at risk, and to make sure
that the concession company has not been given veto power over important areas of public

policy.

BOT highway schemes have often ended up costing taxpayers far more money than they
were led to believe, based on explicit or implicit government guarantees in the concession
contracts. Some concession contracts also give the concessionaire veto power over rail line
improvements in the same corridor. Such atransfer of public authority to a private operator
should at least be a matter of public debate.
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Annex |: Questionnairefor Member Statesof HEL COM

The Transportation Infrastructure I nvestment Decision-M aking Process

The Decision-M aking Process for Major Transport I nvestments

1.

Are decisions about whether to accept an EIA made by the ministry or department of trans-
port, or the ministry or department of environment?

Does the Department/Ministry of Environment and/or the Department/Ministry of Health
have the right to stop major investment projects or veto magjor investment plans if the EIA is
deemed to be in violation of environmental and public health laws or codes?

Does the Department/Ministry of Environment and/or the Department/Ministry of Health
have personnel and staff with time, budget and skill sufficient to determine whether major
transport projects violate national environmental laws and public health laws?

Is cost-benefit analysis required on all major new transportation capital projects? If not,
what are the criteria determining when it is required?

Does cost-benefit analysis require the quantification of: @ environmental externalities, b)
accidents and noise externalities, c) congestion externalities, d) costs and benefits to non-
motorised road users, €) generated traffic, f) economic impacts on parallel modes that might
be adversely affected by the project?

Is an ‘aternatives analysis' require on all major investment projects? Does each aternative
require a full cost-benefit analysis, and are there rules encouraging the adoption of the alter-
native with the least cost? (i.e. is there any utilisation of ‘least-cost planning’ techniques?)

Does any government body (comptroller, Ministry/Department of Finance, etc.) perform a
financial analysis of the likely fiscal impacts of major transport projects? Does any govern-
ment body perform a full financial risk assessment of concession highway contracts, and are
the results of this analysis open to the public?

Is national infrastructure funding restricted to use on a ‘national transportation system’?
What are the ratios of local and provincial government matching grants by mode, and how do
they differ for ‘nationa’ projects, ‘provincia’ projects, and local projects? Are there any
public transit or commuter rail projects which are defined as part of the ‘national transporta-
tion system’? Are there any intercity bike routes considered part of a‘national transportation
system'’ ?

Do citizens groups have the right of court action to uphold compliance of environmental
laws?

Are there any mechanisms or institutions for co-ordinating transportation planning decisions
at the regional and municipal level for projects and/or programs of region- or municipality-
wide significance? Are the plans developed by the regional planning bodies enforceable or
merely normative?
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Integrating Transport and Land Use Planning

10. Which level of government is responsible for regulating land use development, and are
decisions about land development related to decisions about transport system investments?
Is there a decision-making mechanism for using land use regulations to concentrate new
residential and commercial development in areas well-served by existing public transit serv-
ices?

11. Does the Department/Ministry of Environment or Department/Ministry of Health have any
authority to regulate land development decisions? How?

12.Is there a decision-making mechanism for controlling new residential and commercial
development in areas without public transit access or in locations where road infrastructure is
already heavily congested?

13. How are decisions made about the amount of parking that will be tolerated in an urban area
and its cost? Is there any regulation on the total number of parking spaces available and is
thisrelated to the availability of sufficient road capacity? How is parking regulated, if at all?

14. Do building codes require maximum or minimum levels of parking, and are these codes
related to any city-wide plan?

15. Are the location decisions about publicly-subsidised housing related to public transit avail-
ability?

16. Do transportation demand models include estimates of the impact of induced traffic resulting
from development along new road corridors in their projection of long term road infrastruc-
ture needs?

17. Are there any regional planning bodies or mechanisms where land development decisions
taken outside municipal boundaries but affecting traffic conditions inside the municipality
can be affected by the municipality?

18. Do municipalities develop master plans? Arethey binding? To what extent are they used to
reduce transportation demand through improved access and greater co-location of economic
activity?

19. To what extent are these master plans subjected to public hearings? Are municipality-wide
plans subjected to public hearings or only district-level plans?

Applying the Principle of Internalising the Full Social Costs of Transport

20. What is the ratio of national road user revenues (gasoline taxation, vehicle registration and
licensing fees, tolls) to national road expenditures for ongoing maintenance? How much
would current levels of maintenance spending need to be increased to bring the existing in-
frastructure into a state of good repair?

21. What is the ratio of national road user revenues to road expenditures including maintenance,
depreciation and new capital expenditures?

22. How does this compare to the operating cost-recovery ratio and the total cost-recovery ration
in therail and public transit sectors?
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23. To what extent do provincial, municipal and local road user revenues cover the provincia
and local costs of road maintenance and new construction? Use the largest city as an exam-

ple.

24. Are road user revenues earmarked to roads or can they be used for deficit reduction or other
public needs?

25. To what extent are eco-taxes imposed on road users, and how do they compare to estimated
ecological costs of transport by mode?

26. To what extent are taxes used to cover road safety costs and mitigate against road safety?
27. To what extent are road user fees adjusted to reduce congestion (i.e. congestion pricing)?

28. To what extent do parking fees in urban areas cover the value of the real estate on whichiitis
located?

29. How do national, provincial, municipal and local public capital investmentsto the rail sector,
the public transit sector and the road sector compare on a 1) per passenger basis, and 2) a per
kilometre travelled basis?

30. How do total subsidies to the rail sector, the transit sector and the road sector compare on a
1) per passenger basis, and 2) a per kilometre travelled basis?

Prioritising Ecologically Sustainable M odes (mostly municipal-level questions)

31. To what extent are public transit vehicles given priority access to the road network? Are
there exclusive bus lanes or high-occupancy vehicle lanes? How extensive are they, and how
is exclusive use enforced?

32. To what extent is bicycle and pedestrian use encouraged through the development of bike
networks?

33. To what extent do laws allow traffic caming of streets to create a street environment more
hospitable to non-motorised modes? How extensively istraffic calming used?

34. To what extent do traffic laws alow the creation of traffic-restricted and pedestrian areas?
How extensive are they?

35. To what extent are special licensing schemes used for restricting parking and driving in
certain congested districts?

36. To what extent are traffic signals timed to correspond with the operating schedules of public
transit vehicles?

37. At the national level, how is the particular problem of border crossings addressed? Bottle-
necks resulting from systemic, institutional and logistical hold-ups at national frontiers affect
rail transport, in particular. Are concrete stepsin place to solve these problems?
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Public Participation in the Decision-M aking Process

38.

39.

40.

41.

42.

Are national, provincial, regional, municipal and local transportation plans and major
infrastructure projects subject to public review and comment? Is public review conducted at
a time when significant alternative modal approaches to reaching the same access and mo-
bility objectives can still be seriously entertained? At what time(s) during the project cycleis
public review conducted? How is public review conducted? How isinformation about these
plans disseminated?

Are environmental impact assessments required on transportation plans or only on major
projects? Are they open to the public? At what stage in the planning process are they avail-
ableto the public? How isthisinformation disseminated?

Are concession contracts, once signed with a private highway or other transportation conces-
sion, available to the public? If not, what mechanisms are available for public scrutiny to
avoid financial or environmental malfeasance?

Is data and information about the transportation system funded by government money
available to the public free of charge? For example, is the data required to run a transporta-
tion demand model available to the public free of charge?

Is sufficient data and information on the cost-benefit analysis methodology used on large
scale investment decisions available to the public to independently corroborate the results?
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