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The EBRD operates in an environment that is
increasingly diverse. Whereas the initial challenges
confronting governments throughout the region –
essentially liberalisation, privatisation and macro-
economic stabilisation – were comparable, the methods
chosen and the pace of reforms differed across countries
and over time. The result has been differences in the
distribution of property and income, in the residual role
of the state, in the institutional environment and in
economic performance. 

While, broadly speaking, the foundations of a market
economy have been laid in most countries of the region,
it is the current, second phase of the transition which
will determine how well these markets function. In this
phase, the public and private institutions that support
markets will need to be formed and deepened, market-
based practices shaped and firmly rooted, and the role
of the state in the social and other areas will have to be
clearly defined. Collectively, the way countries go about

these tasks will determine the quality of governance in
the economy and society, the investment climate and the
scope for sustained long-term growth. There will be an
even wider range of choices and outcomes than in the
first phase of the transition, increasing the challenge for
the EBRD to adapt its strategies flexibly to a variety of
operational environments.

Trends in the transition process

Transition indicators 

One broad (albeit crude) measure of overall progress
over the past four years is the average of the transition
indicators for the region as a whole. The EBRD’s
transition indicators (see table), taken on average for the
region, have shown steady progress in each year, though
at a slowing pace.

In 1997, 15 countries made significant steps forward
in market-oriented reform, four registered movements
away from market principles as captured in these
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This section draws upon the
EBRD’s work in analysing the

issues confronting the economies
of the region, particularly

information published in the
Bank’s Transition Report 1997

Transition in the EBRD’s countries of operations, 19971 

Enterprises Markets and trade Financial institutions Legal reform
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Private Banking Securities Extensiveness
sector share of Trade reform markets & effectiveness

GDP in %, mid-1997 & foreign & interest & non-bank of legal
(rough EBRD Large-scale Small-scale Governance & Price exchange Competition rate financial rules on

Countries estimate) privatisation privatisation restructuring liberalisation system policy liberalisation institutions investment
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

Albania 75 2 4 2 3 4 2 2 2 –                   2

Armenia 55 3 3 2 3 4 2 2 +                   1 3

Azerbaijan 40 2 3 2 3 2 +                   1 2 1 1

Belarus 20 1 2 1 3 1 2 1 2 2

Bulgaria 50 3 3 2 +                   3 4 2 3 –                   2 3

Croatia 55 3 4 +                   3 –                   3 4 2 3 –                   2 +                   4

Czech Republic 75 4 4 +                   3 3 4 +                   3 3 3 4

Estonia 70 4 4 +                   3 3 4 3 –                   3 +                   3 4

FYR Macedonia 50 3 4 2 3 4 1 3 1 2

Georgia 55 3 +                   4 2 3 4 2 2 +                   1 2

Hungary 75 4 4 +                   3 3 +                   4 +                   3 4 3 +                   4

Kazakhstan 55 3 3 +                   2 3 4 2 2 +                   2 2

Kyrgyzstan 60 3 4 2 3 4 2 3 –                   2 2

Latvia 60 3 4 3 –                   3 4 3 –                   3 2 +                   3

Lithuania 70 3 4 3 –                   3 4 2 +                   3 2 +                   3

Moldova 45 3 3 2 3 4 2 2 2 2

Poland 65 3 +                   4 +                   3 3 4 +                   3 3 3 +                   4

Romania 60 3 –                   3 2 3 4 2 3 –                   2 3

Russian Federation 70 3 +                   4 2 3 4 2 +                   2 +                   3 3

Slovak Republic 75 4 4 +                   3 –                   3 4 3 3 –                   2 +                   3

Slovenia 50 3 +                   4 +                   3 –                   3 4 +                   2 3 3 3

Tajikistan 20 2 2 1 3 –                   2 1 1 1 na

Turkmenistan 25 2 2 2 –                   2 1 1 1 1 na

Ukraine 50 2 +                   3 +                   2 3 3 2 2 2 2

Uzbekistan 45 3 –                   3 2 3 –                   2 –                   2 2 –                   2 2
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

1 For a full explanation of the classification system see the EBRD’s Transition Report 1997. The ratings should be read as qualitative indicators rather than as quantitively precise estimates. 
Category 1 generally indicates little progress. Most advanced industrial economies would qualify for the 4+ rating for almost all the transition indicators. The table assesses the status rather than 
the pace of change. For instance, Slovenia’s score of 4+ on small-scale privatisation, despite the absence of a comprehensive privatisation programme, reflects the fact that small-scale activity in
Slovenia was largely private before transition began. 
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Banking reform moves forward

indicators, and in six there was only limited change.
Progress over the year was particularly notable in
Bulgaria, where reform had previously stalled, and, from
low overall levels, in Azerbaijan and Turkmenistan.
Hungary, which is already well advanced in establishing
a market economy, has also seen further notable
progress across several transition dimensions, as have
Georgia and Romania, which are less advanced overall.
In Belarus the EBRD’s classification system registered
setbacks in market reforms in the areas of corporate
governance and restructuring and in the trade and
foreign exchange system. Setbacks were registered in
the areas of foreign trade and banking reform in
Uzbekistan, in corporate governance in the Slovak
Republic, and in price liberalisation in Tajikistan.

The change in the average scores for each
component of the transition – depicted in the chart on
average annual EBRD transition indicators by
dimension – shows that during 1997 the strongest
progress has been made in large- and small-scale
privatisation and banking reform. There are some
interesting trends over the course of the transition. 

Areas in which the transition has involved primarily
liberalisation – such as the elimination of government-
imposed restrictions on prices, foreign trade, and the
market for foreign exchange – saw rapid progress early

in the transition before reaching a plateau more
recently. Areas in which the transition has entailed
primarily redistribution of assets – for example, large-
and small-scale privatisation – have sustained the
strongest momentum over the period measured by the
transition indicators. 

Areas in which the transition has required deep
structural reform – such as the restructuring of enter-
prises, the overhaul of the banking system, the break-up
of monopolies, and the establishment of securities
markets and non-bank financial institutions – have
made slower but not insubstantial progress. The overall
achievements in banking reform are particularly
notable. However, the average score for enterprise
restructuring shows a slight decrease in 1997 caused 
by recent backtracking in this area in Belarus 
and Uzbekistan. 

Private sector share

The private sector share in economic activity has con-
tinued to grow rapidly. By the middle of 1997, the share
of the private sector in GDP had reached or exceeded
the 50 per cent mark in 19 of the EBRD’s 26 countries
of operations. Among the advanced countries, several
have already met or exceeded the private sector share in
some of the OECD countries. The Czech Republic,
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1 The larger number of declines than in previous years reflects the new grading system, which adds pluses and minuses to the 1-4 scale. For aggregation
purposes these are calculated as +/- 0.33. In some cases, declines in the average score will reflect an actual regression in policies, as in Belarus, the
Slovak Republic, Tajikistan and Uzbekistan. In other cases, they reflect the recognition that some countries have been on the borderline of certain
classifications, though the finer distinctions were not used in the initial categorisations. 

2 The decline in this dimension from 1996 to 1997 reflects the finer distinctions associated with the introduction of pluses and minuses rather than a
reversal of previous progress made in this dimension. 
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Estonia, Hungary and the Slovak Republic are quickly
reaching a ceiling of private sector growth through the
continued privatisation of formerly state-owned property.
As a result, any further expansion of their private sector
shares will have to come from the formation of new
firms or higher growth rates in private enterprises rather
than in privatising remaining state sector entities.

The largest rises in private sector share were among
those countries that showed particular resolve in
reforms over the past year, including Azerbaijan (from
25 to 40 per cent) and Kazakhstan (from 40 to 55 per
cent). This has been the result of initiatives in both
large- and small-scale privatisation in both countries.
Relatively large increases were also recorded in
Armenia, Georgia, Kyrgyzstan and the Russian
Federation, in each case linked to continued progress in
large-scale privatisation. In Ukraine, the increase in the
share of the private sector is the result of the near
completion of small-scale privatisation and further
progress in mass privatisation.

Privatisation

The broad-based privatisation of large-scale enterprises
has continued to advance at a strong pace in most of the
region. A wave of mass privatisation programmes – the
largely cashless and simultaneous transfer of a substan-
tial number of enterprises to new owners through the
distribution of vouchers – has been completed in a
number of countries, including: the Czech Republic,
Georgia, Kazakhstan, Latvia, Lithuania, Moldova, the
Russian Federation and the Slovak Republic. These
countries are now focusing on the sale of remaining
state enterprises or state shares in privatised enterprises
through a variety of cash-based methods. Estonia and
Hungary have continued to make progress in the direct
sales of targeted enterprises, focusing increasingly on
public utilities and infrastructure.

Mass privatisation was resumed in 1997 in a number
of countries, including Bulgaria and Romania, which
are also undertaking the direct sales of large enter-
prises. In Azerbaijan, Croatia and Poland, mass privati-
sation plans are finally being implemented following
long periods of delay. Limited programmes have even
been approved in countries at the earliest stages of
transition – such as Tajikistan and Turkmenistan.
Delays and setbacks of very different origins have

slowed mass privatisation in Albania, Kyrgyzstan and
Uzbekistan. Belarus continues to postpone any broad-
based privatisation effort.

The wide-ranging programme of large-scale privati-
sation among the transition economies has produced an
equally wide array of outcomes on almost all dimensions
of the process, including: the share of state-owned
enterprises subject to privatisation, the extent of
residual stakeholding by the state, the concentration or
dispersion of ownership in newly privatised firms, the
pattern of distribution to insiders versus outsiders, the
access to and participation of foreigners in the process,
and the design of intermediary institutions. It is this
variation that is likely to lead to future divergence in
the institutional structure and development of transition
economies, given the critical importance of the pattern
of ownership in defining economic systems. Yet it is still
too early in this process to specify systematically the
implications of these differences across privatisation
programmes for the course of transition.1 

Governance and financial discipline

Over the past year, it has become apparent that the
initial patterns of corporate governance will not neces-
sarily remain stable over time. In Poland, the pursuit of
multiple privatisation tracks has weakened the preva-
lence of insider ownership as stakes in key enterprises
have been sold to strategic investors through direct
sales and international tenders. 

In Russia, large banks and financial and industrial
groups (FIGs), in some cases backed by foreign
investors, have become the major players in the cash
sales of state shares in large enterprises and in the
secondary market for equity stakes in the increasingly
active securities markets. This has led to several 
high-profile efforts to weaken the control of insiders 
in these enterprises, through the defence of minority
shareholder rights. 

In the Czech Republic, the planned privatisation 
of state shares in the major banks and the conversion of
investment funds into holding and mutual funds com-
panies may have a substantial impact on the initial
pattern of corporate governance that resulted from
voucher privatisation. In addition, the perception among
foreign investors of declining risk in this region opens
up the possibility that foreign strategic investors may
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mass privatisation

1 See the Transition Report 1997, chapters 4 and 5, for a further discussion
of this issue. 
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play a greater role in the new stages of privatisation in
countries such as Bulgaria, Latvia, Lithuania, Moldova
and Romania.

Budgetary subsidies – once the key source of
“softness” in budget constraints – have been substan-
tially reduced throughout the CIS, in some cases at an
extraordinary pace. However, the reduction of budgetary
subsidies has, in many cases, been accompanied by an
increase in off-budget subsidies and other cushions
weakening financial discipline. 

Tax arrears have increased significantly in a number
of countries. By the end of 1996, the stock of tax arrears
had reached 10.2 per cent of GDP in Moldova and
13.4 per cent of GDP in Bulgaria. In the Russian
Federation, high tax arrears have combined with an
increasing reliance on barter. The stock of tax arrears
(including those to off-budget funds) reached 10 per
cent of GDP by the end of 1996.2 Barter has climbed to
alarming proportions in Russia; it is estimated that up to
70 per cent of total industrial sales were conducted
through barter in the first quarter of 1997. Ukraine has
a similar pattern of high tax arrears and barter. In
several CIS countries, arrears on energy bills have also
been a substantial problem.

Banking reform

The wave of high-profile banking crises in several
transition economies over the past few years has had a
powerful demonstration effect throughout the region.
After an initial period of rapid and virtually unregulated
expansion, a widespread recognition has emerged
among countries at all stages of transition of the need to
consolidate and strengthen the banking sector. 

Virtually every country in the region has initiated, 
or has announced plans to begin, a programme of bank
restructuring. In addition, impressive progress has been
made in enhancing the supervisory capacities of central
banks, tightening prudential regulations, and increasing
capital requirements to prevent the re-emergence of
systemic problems in this sector. However, improved
supervision is, by its very nature, a long-term task in
which the development of effective human skills is as
important as enhanced regulatory structures.

Notwithstanding the recent progress, the banking
system in most of the transition economies remains
fundamentally underdeveloped. Most banks in the
region are still weak and undercapitalised. If inter-
nationally accepted rules on loan loss provisions and
write-offs were properly applied, it is estimated that
none of the countries of the Baltics or the CIS – with 
the exception of Russia – would have an entire banking
sector even approaching the size of a medium-scale
Western bank. 

The basic legal and institutional infrastructure in
support of banking is seriously deficient. The develop-
ment and enforcement of collateral and bankruptcy laws
has been slow. Internationally accepted accounting
standards and modern portfolio and management
information systems have not been widely introduced.
Most importantly, banks in much of the region have not
yet developed the skills necessary for the provision of
the basic functions of financial intermediation. The
quality of banking continues to be an area in which the
EBRD can make important contributions to the transi-
tion process and to strengthening the resilience of the
transition economies to future financial crises.

Trends in macroeconomic developments

Economic growth and stabilisation

In 1997 economic growth resumed in the region as
a whole after seven years of continuous decline.
Compared with 1996, average growth slowed somewhat
in eastern Europe but accelerated in the Baltics, while
economic contraction finally came to an end in the CIS.
This turnaround is largely due to the improving perfor-
mance of Russia, which in 1997 registered its first year
of positive growth. It is hoped that Ukraine will show
positive growth in 1998. 

Nine economies in the region, out of 26, are now
growing at rates of 5 per cent or more, and 14 at rates
exceeding 3 per cent. Growth in many of the advanced
economies is currently driven by domestic demand and
especially by private consumption, whereas exports
were the driving force when growth first resumed. Strong
investment is an important factor in the growth of
demand in Poland, the Slovak Republic and Slovenia.
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Economic growth resumes 
in the region as a whole 

2 The stock of arrears continued to increase in the first quarter of 1997, but
then decreased in the second quarter due to several one-time payments to
clear outstanding arrears by a small number of the largest enterprises. 

3115 AR97 Review (E)  2/4/98 11:46 am  Page 15



Nevertheless, the growth performance has been
uneven across countries, with some experiencing serious
setbacks. GDP growth in four CIS countries has so far
failed to resume, and three countries of south-eastern
Europe that had previously moved out of recession –
Albania, Bulgaria and Romania – are now experiencing
economic contraction. In the Czech Republic, fiscal and
monetary austerity in response to growing external
imbalances slowed growth considerably in 1997.

By 1997, GDP for the region was of the order of 
US$ 1,000 billion, reflecting around US$ 2,500 per
capita for a population of 400 million people. This
represents in dollar terms an increase of around 50 per
cent since 1994, the majority of which was brought
about by substantial real appreciation of the exchange
rate. In terms of purchasing power parity (PPP), income
per capita is likely to be well in excess of US$ 2,500 as,
notwithstanding the real appreciation, exchange rates
are still low relative to PPP and there is substantial
unmeasured output. Nevertheless, there are still large
fractions of the population living on per capita incomes
of only a few dollars per day.

Inflation performance in the region as a whole has
continued to improve. Nine countries in the region now
have annual inflation at less than 10 per cent, and 
19 countries at less than 20 per cent. However, as in the
case of GDP growth, there have been setbacks in both
eastern Europe and the CIS. In Albania and Bulgaria, 
a sharp increase in inflation has followed financial
sector crises (though performance improved towards the
end of 1997), while in Armenia, Romania and Tajikistan
higher inflation has resulted from expansionary fiscal
and monetary policies.

Prospects for 1998 are for a reversal of the downward
trend in the growth rate in eastern Europe and positive
growth for the CIS as a whole, with the more solid return
of growth in Russia. However, these forecasts are
subject to some uncertainty because of the deterioration
of external accounts, which has been one of the more
striking macroeconomic developments over the past two
years. Two-thirds of all transition economies recorded
current account deficits in excess of 5 per cent of GDP
in 1996, and in half the deficit exceeded 7 per cent.
Preliminary information for 1997 suggests a slowdown
in the deterioration but no significant reversal of that
trend. These external imbalances make growth in some
countries of the region vulnerable to developments and
perceptions in the international capital markets. 

Excluding financial channels of transmission, the
impact of Asia’s crises on growth in the Bank’s countries
of operations is generally expected to be limited. Direct
trading relations with East Asia represent only a small
share of the region’s trade, less than 5 per cent. More
important may be the impact of Asian currency
devaluations on the competitiveness of exports from the
Bank’s countries of operations into third markets. This
kind of competition between Asian and the region’s
products is significant in a few sectors, including steel,
shipbuilding, textiles and electronic components.
Finally, the Asian crisis is contributing to a downturn in
commodities prices, including hydrocarbons and metals,
which will worsen the terms of trade of some of the
resource-rich economies of the region but benefit those
of the others. 

Capital inflows 

Some transition economies have seen substantial capital
inflows which have financed the rising current account
deficits. Net medium- to long-term financial flows to
transition economies more than doubled from US$ 
16.8 billion in 1991 to US$ 38.9 billion in 1996, and
are estimated to have surpassed US$ 50 billion in 1997
despite Asia’s financial crisis. Moreover, private capital
flows to transition economies have picked up sharply,
from less than US$ 3 billion in 1991 to nearly US$ 
26 billion in 1996. These inflows are a sign of growing
confidence in the region but can bring their own
problems. The real exchange rate appreciation that has
accompanied them has started to squeeze profit margins
in some countries. 

The substantial inflows also bring dangers of asset
price inflation and volatility, as the Czech Republic
experienced in mid-1997 and as the pressure on
Russian foreign exchange reserves showed later in the
year. Particular caution regarding the sustainability of
capital inflows is due in those economies where a rapid
expansion of domestic consumption (both private and
public) lies behind a growing external financing
requirement.

While rising capital flows are in many cases a sign of
confidence, they create obligations which will have to
be serviced. On the whole, the transition countries have
low indebtedness in relation to GNP. However, in some
countries indebtedness is rising very rapidly. For those
countries, including Armenia, Georgia, Kyrgyzstan,
Moldova and Tajikistan, the growth of foreign indebt-
edness in relation to exports will have to be handled
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carefully if future problems of debt service are to be
kept under manageable control.

Asia’s financial crisis has had a significant impact on
the availability and price of foreign capital throughout
the emerging markets. There have been two main
channels of transmission to eastern Europe and the CIS,
a temporary reduction in the liquidity of international
financial markets on the one hand and renewed
awareness of risks in emerging markets on the other.
Access to foreign debt funding, which was beginning to
become available to sub-national and non-sovereign
borrowers, has become far more restricted since October
1997. Spreads on traded debt securities issued by
borrowers throughout the region increased markedly

immediately after the crash of the Hong Kong stock
market, as did the pricing of commercial bank lending. 

Some of this reassessment in pricing was a necessary
and healthy correction from the unsustainable low levels
that prevailed in the summer of 1997. After the initial
market correction, international funding sources have
demonstrated that they are well able to differentiate
between risks in individual countries, with bond spreads
for most countries falling again, in some cases to levels
close to the pre-crisis period. 

Greater caution may depress the overall level of
international funding for short-term money market and
stock market investments in 1998. However, capital
with a long-term commitment, such as foreign direct
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Impact of Asia’s financial crisis

Foreign direct investment

(net inflows recorded in the balance of payments) 
Cumulative 

Cumulative FDI-inflows FDI-inflows 
1996 1997 FDI-inflows 1989-97 per capita 

1995 (revised) (estimate) 1989-97 per capita in 1997
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

(in US$ millions) (in US$)
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Albania 70 90 33 331 103 10
Bulgaria 82 100 430 885 103 52
Croatia 81 349 500 1,115 233 105
Czech Republic 2,720 1,264 1,000 8,120 789 97
Estonia 199 111 200 936 644 138
FYR Macedonia 13 12 16 65 31 8
Hungary 4,410 1,986 2,100 15,360 1,506 206
Latvia 165 230 400 1,044 418 160
Lithuania1 72 152 250 535 144 67
Poland 1,134 2,741 4,500 9,898 256 116
Romania 404 415 921 2,312 102 41
Slovak Republic 134 177 80 703 130 15
Slovenia 170 180 340 1,083 543 170
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Eastern Europe and 

the Baltic states 9,654 7,807 10,770 42,357 368 93

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Armenia 19 22 26 70 19 7
Azerbaijan 284 661 1,006 1,993 262 132
Belarus 7 75 125 292 29 12
Georgia 6 25 65 104 19 12
Kazakhstan 859 1,100 1,300 4,367 252 75
Kyrgyzstan 61 31 50 197 43 11
Moldova 73 56 71 232 54 17
Russia 2,021 2,040 3,600 9,443 64 24
Tajikistan 13 13 20 75 13 3
Turkmenistan 233 129 102 646 137 22
Ukraine 300 500 760 2,030 33 8
Uzbekistan –24 50 60 216 9 3
–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
The Commonwealth 

of Independent States 3,852 4,702 6,825 19,305 68 24

–––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––
Total 13,506 12,509 17,595 61,662 154 44
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––

1 Figures for Lithuania for 1995 and 1996 cover equity capital and reinvested earnings, but not inter-company debt transactions. 
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investment, equity funds and project finance, is unlikely
to be severely affected by market sentiment following
the Asian crisis. Despite delays in certain key privati-
sations in Russia that have been linked to tightness in
international financial markets, 1997 was a record year
for FDI in the region and by most accounts interest and
commitment remain high (see table).

Nevertheless, capital flows and, in some cases,
currencies remain vulnerable to the weakness of current
accounts in some countries. The economies in transition
will need to renew efforts to keep their external
balances under control, particularly through prudent
fiscal management, and learn the lessons on exchange
rate and debt management that the Asian crisis
provides. For the EBRD, the crisis highlights once more
the importance of its role in building sound financial
sectors – whose weakness lies at the heart of the
problems in Asia – and in catalysing foreign direct
investment into the region.

Accession to the European Union

Accession to the European Union is a natural
complement to the transition process for all applicant
countries, whatever their stage of transition. The
EBRD’s medium-term strategy 1998-2001, approved
by the Bank’s Board of Directors in September 1997,
recognised this complementarity and confirmed that in
promoting transition the Bank’s operations would
support the enlargement process and help the applicant
countries to prepare for accession. 

Preparations for the enlargement of the EU will
be particularly significant for the region, as a larger
membership will increase trade and investment
opportunities both for the Bank’s countries of operations
– particularly those applying for membership – and for
the existing members of the EU. These issues were
discussed in 1997 by the EBRD and the European
Commission in relation to the Commission’s pre-
accession strategy (Agenda 2000).

An understanding has been reached on enhanced
cooperation, including with other IFIs (EIB and the
World Bank), to prepare the countries to face the chal-
lenge of EU accession, in particular in the areas where
substantial investment is needed, such as environment,
municipal infrastructure, agribusiness, transport and
energy, as well as SME support. In this respect,
substantive preparatory work was carried out in the
second half of 1997 on the 1998 co-financing pipeline
and on a special SME Facility, to be launched in 1998.
In 1997, the joint EU/EBRD projects, including Phare
and Tacis funding for technical cooperation, amounted
to ECU 240 million.
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The EU accession negotiations will
start in March 1998 with a group

of six countries: Cyprus, the Czech
Republic, Estonia, Hungary, Poland
and Slovenia. The other countries

that have applied to join the EU
are Bulgaria, Latvia, Lithuania,

Romania and the Slovak Republic.
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