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Less than 50 years old,
the European
Investment Bank (EIB)
has become one of the
most powerful
International Financial
Institutions in the
world. Acting on behalf
of European citizens
and the European
Union Governments
that own it, the EIB
lends about €45 billion
a year of public money
for projects that claim
to help development
and cohesion of the
European Union (EU).
In the 1960’s the EIB
started to finance
projects in Africa and
today about ten
percent of the EIB’s
financing is outside
Europe, in countries
from China to Brazil.
This lending covers a
wide spectrum of
project investments
including in energy,
water, communication,
industry and financial
intermediaries. But in
whose interests are
these projects?
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EXECUTIVE SUMMARY

The EIB is a public institution established within
the Eurpean Union co-operation framework and
has responsibilities in ensuring sustainable
development and positive benefits for people in the
countries where it lends, as originally recognised in
the Treaty for Europe. In Africa, Latin America and
Asia the EIB is supposed to operate in coherence
with EU co-operation frameworks (Cotonou
Agreement and Council regulations). These
frameworks are embedded in EU agreements and
priorities for development agreed with the
respective countries (in so called Country Strategy
Papers). These priorities include poverty alleviation
and social and environmental improvement.

Through analysis of original data, this report
evaluates the EIB’s activities in African, Latin
American and Asian countries. The report draws
on a recent European Parliament study* and on
case studies written by civil society groups from
eight countries in the global south where the EIB
operates; Zambia, Chad, Cameroon, Laos, The
Philippines, Indonesia, Mexico and Brazil.

This report argues that the EIB appears to be in
practice a fundamentally demand- driven
institution responding to the needs of its clients,
readily financing projects where economic returns
are high and guaranteed instead of prioritising
lending for poverty alleviation or environmental
protection. The EIB has for example, rarely
subsidised environmental projects, or invested in
renewable energy. Furthermore, case studies
illustrate how EIB financed projects have often
been damaging to communities and the
environment, for example in investments in
plantations for pulp production in Brazil.

Children in Ghana
© Janneke Bruil.

Inhabitants of the fishing
harbour of Jakarta.
© Janneke Bruil.

In Latin America and Asia the EIB’s mandate is
based on so called ‘mutual interest’. The EIB
appears to interpret this ‘mutual interest’ as
primarily development of an external market and
support for EU companies. In these regions, EIB
loans have targeted well-established and
financially secure sectors or clients, thus tending
not to reach out to the poorest (and financially
risky) countries or small local companies.

In Latin America, more than 90% of EIB loans since
1993 have been given to either subsidiaries of EU-
based companies or to big trans-national
corporations. This report illustrates that these
investments are often directed towards export,
with profit for the EU companies, while support
for creation and improvement of local
infrastructure such as electricity networks and
local transport systems is neglected.

In Africa the EIB manages a significant share of EU
commission budget money for development co-
operation (up to €13.5 billion during last ten years)
and this tendency is increasing with the creation of
the new EIB’s Cotonou Investment Facility,
expected to disburse €2.2 billion of the EU budget
between 2003 and 2008. This report shows how
the first few loans disbursed by the Facility went
predominantly to the private sector, to large
European corporations or large local companies,
including the recent loan for the copper and
titanium mines in Zambia and Mozambique.

In Africa, as in Latin America, the preferred targets
of EIB loans are within the extractive industries
sector. The Chad—Cameroon Oil Pipeline was the
largest project ever funded by the EIB in Africa,
with €144 million, representing four percent of its
total lending in the ACP region countries. In 2006
the EIB is considering financing another risky fossil
fuel project, the West African Gas Pipeline
extending from Nigeria to Ghana. The EIB’s loans
for extractive industry projects described in this
report indicate how the EIB has often failed to
deliver local development benefits in term of jobs
or basic services. This report also found this to be
true in other sectors, such as loans to Volkswagen
in Mexico and water companies in Asia. The EIB’s
significant investment in Private-Public
Partnership water privatisation projects in
Indonesia and the Philippines have had no
benefits to those lacking access to safe water
supplies or to the poor.



This report finds that EIB financed projects in the
global south have often received inadequate
environmental and social assessment resulting in
detrimental impacts on local communities and
the environment. In Africa and Asia, a priority area
of lending for the EIB has been in hydropower
production and large dams, often at the expense
of the environment. The Nam Theun 2 Dam in
Laos, reviewed in this report, was financed in
disregard of its violation of internationally
recognised standards.

The EIB claims that its selection of projects
financed outside the EU is rigorous and that all
projects it finances must comply with EU
environmental policies and standards (for
example on environmental and social assessment)
and take into account local conditions and law.
However, the case studies in this publication show
that in reality EU standards are not met, nor are
best practices followed. There are no mechanisms
in place to properly assess the coherence of the
EIB’s operations with EU policies prior to or post
loan approval. Moreover, there are cases where EU
policies are insufficient or do not apply to non-
member countries. Unlike other International
Financial Institutions like the World Bank or the
Asian Development Bank, the EIB has no internal
safeguard policies, such as a resettlement or
indigenous peoples’ policy, nor an independent
complaints mechanism for affected people for
projects outside Europe.

Despite international calls to meet the
Millennium Development Goals to address the
needs of the poor, the EIB’s support for basic social
needs (such as access to water and sanitation,
health, and education) has been minimal in its
total lending in the global south. In Africa, the EIB
is obliged to adhere to EU strategies for poverty
alleviation and social development — with strong
reference to the MDGs — yet, so far there is little
indication that EIB lending activities have
contributed to this goal.

Furthermore, the EIB remains one of the least
transparent and least accountable institutions
within the EU. This report shows how the EIB denies
vital information to the public (including whether
the EIB is considering financing a project and key
environmental and social impact assessments) and
concludes that EIB clients have primary disclosure
control regarding project information.

The EIB’s accountability to the EU Commission
and Parliament needs urgent attention. Although
the European Commission reviews annually EIB
operations, and the European Parliament is free to
pass resolutions regarding the EIB or to come
forward with its own reports, the EIB is not bound
to comply with Parliament’s recommendations.
For example, although over a year ago the
European Parliament called on the EIB to adhere
to the findings of the World Bank’s Extractive
Industries Review (EIR), the EIB has not
implemented these recommendations.

This report recommends a dramatic shake up of
the EIB in its choice of projects, its relation to
affected people, its accountability to the European
Union, its procedures and processes, and its
monitoring of projects and policies regarding
lending in the global south. The EIB must take full
responsibility for the consequences of its lending
and it must ensure that the projects it finances
deliver benefits to people and the environment.
The full set of recommendations is on page 41.

Brazil.
© Melquiades Spinola/CEPEDES.
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In recent decades, the
European Investment
Bank (EIB) has become
an important player
among international
financial institutions’
(IFls) lending to
countries in the global
south. The EIB is
increasingly involved in
lending operations
outside the European
Union, in particular to
the private sector. Of all
IFl lending in Latin
America from 1997 to
2002, the EIB’s private
sector support ranked
third after the World
Bank and the Inter-
American Development
Bank. It was ranked the
fifth largest IFI private
sector lender in Asia.

6 | IN WHOSE INTEREST?

INTRODUCTION

While activities in the global south are still a
relatively minor part of the overall portfolio of the
EIB — which continues to operate mainly within
the Member States of the European Union (EU) —
they have, nevertheless, resulted in the EIB being
among the main players within the Union’s
external development and economic co-operation
programmes. Accordingly, the European
Parliament and the European Commission are
called upon to exercise their institutional powers
whenever the EIB is acting on behalf of the
European Community and towards the
advancement of the political objectives of the
European Union.

In its Development Policy Statement of 2000, the
European Commission tried to reorient its co-
operation with non-EU countries towards poverty
alleviation. It prioritised the promotion of
equitable access to social services, transport, food
security, sustainable rural development and
institutional capacity-building, particularly in the
area of good governance and the rule of law.’ The
European Investment Bank is supposed to follow
this EU development strategy. Specifically, the EIB
operates in the global south under the EU-ACP
Cotonou Agreement and within the framework of
EU Council Resolutions.

This report® analyses the real poverty alleviation
impact of EIB lending operations in African,
Caribbean, Pacific, Asian and Latin American
countries. It illustrates how European companies
are the main beneficiaries of EIB loans, exposes the
significant social and environmental problems
surrounding EIB’s projects, details various instances
of fundamental policy incoherence and highlights
the serious non-transparency and the systematic
lack of development impact assessments of the
EIB’s lending in the global south.

This report provides an overview of eight projects
funded by the EIB in Zambia, Chad, Cameroon, the
Philippines, Indonesia, Laos, Mexico and Brazil. The
projects cover a variety of sectors, including oil, gas,
mining, water, the car industry, and pulp and paper.
In most of these cases, requests by local and/or
international civil society for pre- and post-
appraisal studies, monitoring reports and project
evaluations were rejected by the EIB on the grounds
of confidentiality requirements. This report

highlights that in general, civil society did not have
—and was actively denied - a voice in any decision-
making procedures concerning these projects, even
though the EIB claims civil society has been among
the main beneficiaries of the projects.

The World Bank’s 2003 Extractive Industries
Review® found that large-scale oil, mining and gas
projects are not likely to contribute to poverty
alleviation in countries that are corrupt, do not
have law enforcement mechanisms in place, and
do not respect human rights. These governance
elements are lacking in many countries in Africa,
Asia and Latin America where the EIB is active in
these sectors. In 2000, the prestigious World
Commission on Dams® already presented similar
findings for large-scale hydro dams,
recommending among its seven strategic
priorities, the principle of “gaining public
acceptance” before any new dam is built. Both
studies recommended obtaining consent from
indigenous and local communities before pushing
ahead with large-scale pipelines, oil extraction,
mines or large dams. This report illustrates how
the EIB actually failed to obtain communities’
consent for such projects.

If the Millennium Development Goals’ are to be
achieved, involving local communities in
development projects and analysing the impacts
of development lending are of critical importance.
This is particularly true for scarce public financial
resources that should be directed to their best
use. Moreover, lending to southern countries’
governments contributes to the creation of debt
and must therefore be carefully evaluated against
its benefits if principles of poverty eradication and
sustainable development are to provide the basis
for EIB’s lending outside Europe.

The EIB has an opportunity to avoid the mistakes
made by its sister organisation, the World Bank,
whose controversial projects and policies in
southern countries around the world have
generated widespread outrage and protest. As the
EIB is setting out to revise its mandates outside
the European Union (its present mandates expire
in 2007), this report highlights critical mistakes to
avoid in the future, and steps the EIB could take to
do things better.



BASIC FACTS ABOUT THE EIB

Created in 1958, the European Investment Bank is
one of the largest existing international financial
institutions. It is owned by the European Union
member states and, with its current annual
lending portfolio of €45 billion, it is responsible for
almost double the amount of financial
investments made by the much better known
World Bank.

The EIB was originally set up to finance the
physical infrastructure linking the national
economies of the EU member states, and to
provide investment in less-developed areas of the
European Union. Its portfolio, mission, and area of
investment has grown substantially since then,
and now the EIB is also a major financier of
development projects around the world, with €3.5
billion or 7% of its overall portfolio lent outside
the EU in 2004.

The EIB governing bodies include:

Board of Governors — composed of Ministers from
25 EU member states who guide general EIB
development and mandate its activities.

Board of Directors — composed of 26 Directors (one
per member country and one representing the
European Commission) and a number of alternate
(substitute) directors and advisors. The mandate of
the Board includes ensuring the EIB’s adherence to
European Treaties, its Statute, and coherence of
directives given by the Board of Governors. Hence,
it has a crucial legal role in approving projects.
Unlike the equivalent decision making bodies in
other IFls, however, this Board is non-resident, part
time and meets only ten times a year.

Management Committee — this is the EIB’s full-
time executive body and oversees day-to-day
business under the authority of the President,
currently Philippe Maystadt. The President and
eight Vice-Presidents have an immensely powerful
role within the EIB, as they recommend decisions
to Directors, including the approval and appraisal
of projects and policy areas.

| THE EIB OUTSIDE EUROPE:
© LEGAL AND POLICY FRAMEWORKS

Article 21 of the EIB’s Statute states that
“Applications made through a Member State shall
be submitted to the EU Commission for an opinion™
before the EIB Board approves a loan. This article
limits the role of the EU Commission to voice its
opinion only on individual projects — known also as
the “inter-service consultation™. Other co-
operation between the EIB and the Commission
appears to be characterised by highly informal
conduct via Memoranda of Understanding and
rather loose co-ordination at policy level, with
institutional responsibilities left open to
interpretation by the EIB and the Community.”

While generally the European Parliament has no
formal institutional powers to hold the EIB
accountable on projects and policies, members of
the EIB’s Management Committee are
occasionally invited to attend meetings of various
parliamentary committees — namely the
Committee on Economic and Monetary Affairs
(EMAC) and the Development Committee. EMAC
has been authorised for the past five years to
draw up a report — pursuant to Rule 163 of the
Parliament’s Rules of Procedure —on the European
Investment Bank.

EIB lending is spread throughout various sectors
including energy, agriculture, water, transport, and
industry projects, with a client base increasingly
from the private sector. The EIB often co-finances
projects with other international financial
institutions, such as the World Bank or the
European Bank for Reconstruction and
Development (EBRD). In recent years, the EIB has
funded large projects outside the European Union
with major negative economic, environmental,
social and political impacts, some of which are
described in this publication.

THE LEGAL FRAMEWORK

Since its creation under the Treaty of Rome in 1958
the EIB’s operations have expanded to include
investments in many regions outside the European
Union. The EIB’s investments in Africa began in the
early 1960s and investment in Latin America and
Asia began in 1993. All though the EIB has, by
virtue of its Statute®, always had the right to
initiate lending operations outside the European
Union, its recent globally expanding activities are
the result of political decisions by the European
Union’s Council, responsible for the mandates
entrusted to the EIB as indicated in table 1.

EIB reform social posters
exhibition in Luxembourg 2005.
© CEE Bankwatch Network.
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THE EIB OUTSIDE EUROPE:

LEGAL AND POLICY FRAMEWORKS

These mandated activities are based on the co-
operation frameworks established between the
EU and the non-EU-member states. In African,
Caribbean and Pacific Countries (ACP), the EIB
lends under the framework of the EU-ACP
conventions (previously called Yaoundé and Lomé,
now Cotonou convention). In Asia and Latin
America, or ALA countries, it operates under
mandates from the European Council, which are
embedded in the EU co-operation policy with
those countries. In the Republic of South Africa,
which became an associate member of the EU-
ACP Conventions in 1998, the EIB lends under a
specific bilateral agreement. These frameworks
are embedded in the EU policies for development
co-operation, which find practical application in
the so-called Country Strategy Papers (CSPs)
jointly prepared by the Commission and the
borrower countries.

The Constitution for Europe Treaty of 1958 states
that the European Investment Bank shall
contribute to “the implementation of development
co-operation policy, which may relate to multi-
annual co-operation programmes with developing
countries or programmes with a thematic
approach”?. However, although development
objectives are, to varying degrees, embedded in
regional co-operation frameworks, the European
Council has thus far failed to regulate a global
development mandate for the EIB.

Since the 1990s, various European Council
decisions® have mandated the EIB to invest a set
amount of its own resources in regions outside
Europe within a set period of time. The first global
mandate was given to the EIB by the Council in
1997 and the current mandate, issued in 2000,
covers EIB operations outside Europe until 2007. In
Asian and Latin American countries, the Council
mandated the EIB to lend up to €4,405 million* of
its own resources. Operations financed in the EIB’s
own portfolio in these regions have additionally
been guaranteed against so called political or
commercial risk* by the European Commission
budget, through the creation of a Loan Guarantee
Fund.”* These guarantees provide financial backing
for EIB investments in Asia and Latin America.

The European Council also entrusted the EIB with
direct management of European Community
budgetary resources on behalf of the EU
Commission. This has been the case for a number
of programmes, especially in African and
Mediterranean countries.

THE POLICY FRAMEWORK

Although the EIB, as a public institution, claims to
be driven by the policy objectives and guidelines
of the European Union, there are no mechanisms
in place to properly assess the coherence of its
operations with EU policies prior to — or post —
loan approval. Moreover, there are many cases
where EU policies are insufficient, such as in
relation to resettlement issues or indigenous
peoples. The EIB has no internal environmental or
social policies with which to fill this gap.

Although the EIB claims that in those cases where
European Union regulations do not provide
adequate policy guidelines it follows World Bank and
other IFI policies, no mechanisms or expertise exist
within the EIB to ensure compliance with these
policies. Furthermore, unlike the World Bank and the
Asian Development Bank, the EIB has no
independent complaints mechanism for people who
are negatively affected by its projects outside Europe.

In its Social Statement 2004, the EIB stated that
‘issues of discriminatory practice (including
gender-related), indigenous peoples, involuntary
resettlement and disputed territories are
addressed by the EIB with reference to the
standards and practices advocated in the
safeguard policies of the World Bank as well as
those of the Asian Development Bank (AsDB) and
the African Development Bank (AfDB).” By failing
to have its own procedures, independent
expertise, and in-house capacity to thoroughly
assess projects, the potential negative impact of
its lending on development is increased.

EIB financed projects claim to ‘... comply with EU
environmental policies and standards, take into
account local conditions and law, comply with the
EU’s Directive on Environmental Impact
Assessment; apply ‘best available techniques’,
apply good environmental management practices
during project implementation and operation;
adhere to international good environmental
practice. Furthermore, the European
Commission annually reviews compliance of EIB
operations outside Europe under the Council
mandates with EU policies and guidelines.”
However, the case studies in this publication
clearly show that in reality EU standards are not
met, nor are best practices followed.



The EIB’s Environmental Statement (2004) says
that ‘it does not fund projects that have a
significant negative environmental or social
impact and takes social issues into account in its
project financing’** However, there are no
evaluation mechanisms in place to properly
anticipate environmental and social impacts: the
main assessment indicator that the EIB uses for
agreeing to fund a project is the Economic Rate of
Return (ERR) of the investment.

Moreover, general documentation regarding
environmental impact assessments, social
assessments, poverty reduction assessments, or
other instruments identified in the EIB’s ‘Social
Statement’ has not been disclosed to local or
international NGOs, or affected people. The EIB
Operations Evaluation Department carries out
evaluations of project performance only for a
sample of the projects financed and does not
disclose disaggregated information. Although the
EIB is required by its mandate* to take social issues
into account in its project financing, only the recent
March 2005 ‘Development Impact Assessment
Framework of the Investment Facility” sets out
important development principles for EIB lending in
Africa.® Unfortunately the implementation of these
new guidelines is still to be seen.

Despite the fact that the EIB is a public institution
of the European Union, it remains one of the least
transparent institutions established within the EU
framework. On a project level the EIB denies vital
information to the public (including whether it is
considering financing a project, environmental
and social assessments, and its opinion on
measures to mitigate environmental damage and
social impacts). The fact that EIB’s private or public
borrowers are to decide if information about a
project can be disclosed to the public, highlights
how the EIB prioritises its clients’ interests over
affected people’s interests. This approach also
undermines citizen’s basic ‘right to know’. Without
timely access to information on EIB financed
projects, it is impossible for affected communities
and interested NGOs to be properly consulted.
This lack of transparency and consequential lack
of public participation in EIB-financed projects has
resulted in the EIB lagging far behind other
financial institutions and compromising on the
rights of people affected by its projects.

The people that will be impacted
by the Nam Theun dam.
© Sebastian Godinot.

In 2005, the EIB undertook a revision process of its
information policy with its first ever public
consultation. There is also a debate as to whether
the EIB is going to be covered by the Aarhus
Convention on access to environmental
information, public participation and justice. The
final results of both processes are yet to be seen.
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The EIB operates in
African, Caribbean and
Pacific (ACP) countries
under the EU strategy
described in the
Cotonou framework.*
This framework’s
primary aim is to
eradicate poverty and
promote sustainable
development. The EIB
is legally obliged to
respect these goals
when lending to these
countries. With this in
mind, the EIB has been
mandated by the EU to
manage the large
budget of the
European Development
Fund (EDF) of up to
€13.5 billion in 2004 -
see annex table 2. This
Fund is the financial co-
operation instrument
under the EU-ACP
Agreement. The EIB
administers it either
directly, or by way of
risk-capital operations
(concessionary loans
with special conditions)
and interest subsidies.”

10 | IN WHOSE INTEREST?

AFRICA: PRIORITY SUPPORT FOR OIL,

MINING AND GAS

In thirty out of the seventy-five ACP countries that
the EIB has operated in over the last ten years, the
EIB has not funded any of the defined priority
sectors for lending. In many cases, local priorities
established by the European Union and the
borrower country jointly focused on institutional
capacity building and social cohesion. However, the
EIB’s interest in the ACP countries was mainly
devoted to developing commercial industries - such
as the extraction of fossil fuels.

European Union priorities and EIB lending
in Zambia*

The EIB’s role in Zambia is a perfect example of
the incoherence between EIB activities and EU co-
operation policy in an ACP country. In Zambia,
transport and institutional development/capacity
building have been identified as EU development
co-operation priorities for the period 2001-2007%".
This has been formalised in the Country Strategy
Paper for the country. But instead of directing
resources to meet these EU priorities, since 2000,
the majority (around €63 million) of EIB resources
have been directed towards the extractive
industries sector.

EIB activities in the country have focused on the
construction and rehabilitation of energy facilities
(establishing an oil refinery/pipeline and the
rehabilitation of hydropower facilities), copper
mining development (see Zambia case study), and
the modernisation of agricultural processing plants
for maize and cotton. None of the loan contracts
have, so far, addressed the transport and
infrastructure development or have helped
institutional development.

The European Commission has provided €1.1 billion
in the form of ‘development assistance’ to Zambia
since 1975 and although the EIB is meant to
contribute to the implementation of this
assistance, the lack of coherence is obvious.

During the last ten years the extractive industries
have been some of the sectors most heavily funded
by the European Investment Bank in the ACP
countries , receiving 16% (€772 million) of the total
amount of lending to the region (€4,594 million)
(see Annex, table 3). Most of the projects financed
in the extractive sectors have been large, capital-
intensive projects with a particular emphasis on
mining projects (7% of the total) mainly in Zambia
(see Zambia case study), Mozambique, Mauritania
and Uganda. Within Africa, Mozambique received
the highest amount in loans (€317 million)
followed by Kenya and then Zambia (see Annex,
table 4). The establishment of the new Cotonou
Investment Facility (see box, page 11), may result in
further increases in lending in the sector.

PIE 1: Total ACP lending by sectors (1994 - 2004)*

tourism 1.5%

communication 5% | agriculture 1.5%

water 5%

global loans 32%

A\ mining i
other 11% oil 4% gas 5%

* Source: “The development impact of European Investment Bank
(EIB) lending operations in the Cotonou and ALA framework.”
(Project no.EP/ExPol/B/2004/09/06).

Sectors traditionally beneficial for poverty
alleviation in Africa — such as agriculture and food
processing — received little EIB support in the ACP
region over the last 10 years - 1.5 % and 3%
respectively (see Annex table 3). It is alarming that
projects in these two sectors consisted only of
industrial export-oriented products like sugar,
shrimp aqua-culture, and banana plantations, since
benefits for local people remain unclear.



The new Cotonou Investment Facility

The EIB Investment Facility (IF) was established in
June 2003 with the specific aim of directing more
European investment into the ACP countries. A
special focus was placed on providing support to
the private sector —in particular local small and
medium enterprises (SMEs). Between 2003 and
2008 the IF is expected to disburse €2.2 billion of
EU budget money (raised through the European
Development Fund) and the EIB has been
entrusted to manage this. Additionally, in the same
timeframe, the EIB is to make €1.7 billion available
from its own resources. In 2004 the IF received
nearly 70 % of the almost €500 million that went
for the ACP countries and South Africa.”® The first
few loans disbursed by the Facility went to large
European corporations or large local companies,
including the recent loan for the Kansanshi copper
mine in Zambia (see case study page 14) and a
further €40 million for the Moma Titanium mine
in Mozambique.

The 2003 Extractive Industries Review (EIR)® found
that 20 years of lending by the World Bank to the
extractive industries sectors had produced no
significant outcomes in terms of poverty
alleviation and sustainable development in the
fossil fuel and mineral-rich countries in the global
south. The study recommends that the World
Bank’s support for oil and coal projects be phased
out by 2008 and that conditions for future
financing of extractive industry projects include
among others: respect for human rights, free, prior
informed consent, revenue transparency, and the
establishment of no-go areas in places of high
biodiversity and of spiritual value. In March 2004,
the European Parliament adopted a Resolution
calling on the EIB to respect the findings of the
Extractive Industries Review.”

However, the EIB has not, as yet, implemented
these recommendations, and is in fact currently
considering financing a project in West Africa that
is in clear breach of the EIR. The West African Gas
Pipeline (WAGP) — commencing in Nigeria and
travelling through Benin and Togo to deliver gas to
industrial consumers in Ghana — already is the
subject of controversy in the region.” Project
proponents claim the WAGP will reduce dangerous
gas flaring in Nigeria, but no evidence has been
provided to support this claim. In any event, new
laws in Nigeria prohibit gas flaring altogether and
the Federal High Court in Nigeria ruled in

November 2005 that any continuation of flaring is
illegal. There is generally significant concern that
the project will exacerbate existing conflicts over
oil and gas in the Niger Delta. Furthermore, the gas
delivered through the WAGP to Ghana will be used
to support industries — such as gold mining —that
do not serve the energy needs of the Ghanaian
people nor meet EU guidelines in relation to
sustainable industry. The WAGP has already
breached EIR recommendations on public
consultation, compensation, grievance procedures
and transparency, is incoherent with EU guidelines
in these areas, and crucially, lacks clear benefits for
affected communities.

Lending related to water supply and water
infrastructure sanitation —a sector potentially more
suitable for poverty alleviation —amounted to only
5% of total EIB lending in the ACP region over the
last 10 years® - mainly in Swaziland, Burkina Faso
and Senegal (with drinking water projects receiving
only 1% of total lending. See Annex, table 3).
However, this lending is set to increase in Africa
from 2005 as a result of the new EU-ACP Water
Facility. At the same time, the water facility, along
with the Cotonou Investment Facility, will lead to
EIB loans in the ACP region being almost exclusively
offered to the private sector. As an illustration, in
the first four months of 2004, nearly 80 percent of
EIB lending to the ACP region and South Africa
went to the private sector or the commercially run
public sector — often to support activities in the
power sector and privatised water infrastructure.

Although failures of the Public Private Partnership
model (see chapter 4) have been partially
acknowledged by the EIB®, it has not reformed its
lending in this area. Under the new Investment
Facility, water projects will be primarily directed at
the private sector rather than at government-
owned water utility companies and they will no
longer carry interest subsidies.

Over the last ten years, Global Loans (loans to
financial intermediaries) have accounted for 32 %
of the EIB’s total lending to ACP. No data on the
final beneficiaries of these loans has been provided
by the EIB nor by the financial intermediaries.
Detailed analysis of the final beneficiaries of these
loans is therefore impossible.

Niger Delta 2004.
© Elaine Gilligan.
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AFRICA: PRIORITY SUPPORT FOR OIL,

MINING AND GAS

West Africa has a history of oil development which
has generated ruinous corruption, armed conflict,
human rights violations, and environmental
degradation. Excessive external dependence on
foreign capital, linked to extractive industry
operations, is a key problem that must be addressed
when developing and implementing any financial
support in Africa purportedly for poverty or debt
reduction. Under the Cotonou Agreement, the EIB
has the possibility to lend to the ACP countries, and
be paid back in local currency. That can help to
protect the countries against financial crisis due to
over-dependence on foreign currencies.
Unfortunately, the cases presented below show
that this system has not been favoured by the EIB.

Despite international calls to meet the Millennium
Development Goals, aid for basic social needs (such
as water and sanitation, health, and education) as a
proportion of total bilateral disbursements has
been declining both in Chad, Cameroon and
Zambia. EIB lending shows the same picture. From
1994 to 2004, the EIB allocated a total of €205.7
million to Zambia, over half of which was for the
large scale energy and mining sectors (see Zambia
case study page 14).

The Mkubwa, Kansanshi and Mopani Mines are
clear examples of incoherence with international
best practice, including the OECD Guidelines for
Multinational Enterprises.” In the Chad-Cameroon
Pipeline project, as with mining in Zambia, the EIB
has not set up any independent monitoring bodies
of its own. With a total of €144 million in EIB-
financing, the Chad-Cameroon project was the
single largest project funded by the EIB in the ACP
countries (see Chad-Cameroon case page 16). In
fact, it represents 4% of the total lending of the EIB
in the ACP region during the last ten years. This
case clearly illustrates the failure of the EIB to
ensure coherence of its lending with its aims of
poverty alleviation and sustainable development.
The lack of effective monitoring and assessment
together with the problems of the project
associated with public health, the environment,
and indigenous rights, all require urgent attention
by the EIB.

The EIB claims that environmental assessments of
projects include an analysis of their expected effect
on poverty.” For the Chad-Cameroon Pipeline, the
EIB has not disclosed any information to verify its
statement that an assessment has been carried
out. It is also clear that mining operations in
Zambia have not yielded direct local development
benefits. The evidence outlined in these cases
appears to indicate that neither has achieved
positive development benefits.

Without empirical evidence to the contrary, it can
not be claimed that EIB lending in Zambia, Chad
and Cameroon is contributing to the development
priorities identified by the EU in terms of poverty
alleviation and sustainable development. This
makes a compelling case for the European
Commission and the European Parliament to
exercise more control over EIB operations in these
countries, and to ensure compliance with long-term
sustainable development objectives.



The EIB Renewable Energy Strategy:
The Dubious Inclusion of Large Hydropower Dams

At the 2002 Earth Summit in Johannesburg, the EIB
stated that European Union climate change
objectives would be integrated into its policies and
practices. The EIB later set an objective that by 2010,
fifty percent of its energy lending within the EU will
be directed to renewable energy and energy
efficiency* Although this commitment was only for
Europe and accession countries, it is worth noting
that only one renewable energy project was financed
in Africa over the last ten years: this was for a
geothermal power station with associated electricity
transmission lines and sub-stations in Nairobi.
Although the EIB claims to have financed twenty-four
renewable energy projects outside Europe™ in the last
ten years, this primarily included the building,
expansion, and refurbishment of some very
controversial large dams that are non-compliant with
the World Commission on Dams recommendations
and therefore generally not considered to generate
sustainable ‘renewable’ energy.® Total EIB lending for
large dams in Africa amounted to 8% of ACP lending
over last ten years (see Annex table 3).

Large hydro-dams financed in Africa since the
1960s include the Lesotho Highlands Water Project
(Muela Dam, 1994 and 1998), Zambia’s Kariba
North and Victoria Fall Plant (1998), as well as dams
in Mali (Electro-mechanical equipment for the
Manantali Dam, 1998), Ghana (rehabilitation of
Akosombo Dam, 1990), Tanzania (Kihansi Dam,
1994), and South Africa (Berg Dam, 2004).

In 1998, the EIB gave a loan of over €20 million for the
Zambia Victoria Falls hydroelectric plant. The project
was aimed at regenerating equipment and improving
the quality of the plant. However, an assessment
carried out by the Zambian NGO ‘Citizens for a Better
Environment”” shows how this project now presents
a range of significant environmental problems. Poli-
carbonates (PBCs), contaminated oils, and equipment
replaced through EIB funding, were being disposed of
without any plans for their final destination and
without any process of on-going monitoring by the
EIB or the European Commission. This behaviour is in
violation of the ‘precautionary principle’and the
principles that preventive action should be taken, that
environmental damage should be rectified at its
source and that the polluter should pay, contained in
the European Community Treaty (Article 174). The EIB
promised to abide by this principle in its
Environmental Statement 2004 but in this case has
failed to do so.

Shell oil spill at Rukpoku in Nigeria.
© Elaine Gilligan.
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Left: Children playing in the
Munkulungwe Stream in
Zambia where the water is a
blue/green colour due to
increased copper levels
through contamination by the
EIB financed Bwana Mkubwa
Copper Mine. Above: A channel
discharging effluent from
Mopani Copper Mines at the
Mufurila Plant. Families of
Kankoyo Compound depend
on this contaminated water
for domestic use.

© Woody Simbeye

and Peter Sinkamba.
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Pygmy children in Cameroon.
© Frédeéric Castell.




The Chad-Cameroon Oil
and Pipeline Project, a
1070 km-long pipeline
from southern Chad

to neighbouring
Cameroon’s Atlantic
Coast, represents

the single largest
international investment
in Africa to date.

Construction of the
project was completed
more than a year ahead
of schedule, but social
and environmental
mitigation measures
continue to suffer
serious delays and
threaten to undermine
the poverty-alleviation
goals of the project.
The World Bank'’s
official project-
monitoring bodies*
and the World Bank’s
Inspection Panel have
documented many of
the project’s problems
and found serious
violations of World
Bank policies —
especially in the area
of environmental
assessment and
public health.

Pygmy children in Cameroon.
© Frédéric Castell.

THE ROLE OF THE EIB AND OTHER FINANCIERS

The World Bank Group’s participation in the
project was the pre-condition for the Exxon Mobil-
led consortium to go ahead with the US$3.7
billion project. Additionally, the EIB provided loans
in 2001 not only to the Chad and Cameroonian
Governments (€35.7 million and €20.3 million
respectively) but also provided an additional €34
million to Chevron and €54 million to Exxon.

THE PROMISE

The World Bank promised that the Chad-
Cameroon project would be based on an
unprecedented framework to transform oil wealth
into benefits for the poor.* The EIB also stated
that the project would alleviate poverty and
promote economic growth in both countries.”

REVENUE MANAGEMENT
AND GOOD GOVERNANCE

According to the U.S. State Department’s Annual
Country Reports on Human Rights and
Transparency International’s annual Corruption
Perception Index, both Chad and Cameroon are
run by dictatorships known for their severe
human rights abuses and pervasive corruption.
This project is nominally expected to generate
US$2 to USS$3 billion in revenue for Chad and
US$550 million for Cameroon over its 28-year
operating period. Things got off to an
embarrassing start when it became public in
January 2001 that Chad had used part of a US$25
million signature bonus from the Oil Consortium
for weapons purchases.

Both Chad and Cameroon have for many years
occupied top positions on Transparency
International’s Corruption Perception Index.* Yet
the banks did not require provisions for
transparent revenue management for Cameroon.
In the case of Chad, the World Bank did require
adoption of a revenue management law as well as
the establishment of an Oversight Committee,
which is responsible for authorising expenditures.”
This system, intended to ensure transparent
revenue management, has now broken down. In
October 2005, the Chadian Government
announced that it will substantially modify the
law to include spending for security expenditures
and will abolish a fund that had been set aside for
future generations in the post-oil era.*

PUBLIC HEALTH

Poor sanitary conditions, a growing migrant work
force, and increasing prostitution have led to the
spread of diseases, including HIV and AIDS. In view
of global concerns about HIV and AIDS in Africa, it
is particularly disturbing that the project did so
little to address the accelerated transmission of
communicable diseases, which is known to occur
as a result of major construction projects.

THE ENVIRONMENT

The current impact of the pipeline on biodiversity
and wildlife suggests that environmental
considerations have not been well managed. The
World Bank’s own monitors warn that greater
access to remote areas created by the project
represents a serious threat to endangered gorillas
and chimpanzees. The sponsors sought to
compensate for the loss of biodiversity along the
pipeline route by establishing two so-called ‘off-
set’areas, the Campo Ma’an and Mbam-Djerem
national parks. But funding for the management
of these parks has not been forthcoming and and
their viability is now open to question.
Furthermore, potential oil spills and the treatment
of effluents at the off-loading terminal threaten
marine life and fishing activities. Coastal
communities have received little information
about how to respond in an emergency situation.
Severe dust pollution is adding to public health
problems, and bad waste management of the oil
and drilling fluids threaten groundwater supplies
in the oil field region.

INDIGENOUS PEOPLES

The EIB has no policies or procedures to protect
indigenous peoples. For Cameroon, the World
Bank’s Operational Policy on Indigenous Peoples
requires that an Indigenous Peoples’ Plan be
undertaken in a participatory manner. However,
the World Bank has not complied with its own
policy and the semi-nomadic Bakola ‘pygmy’
people, whose traditional forest lands are crossed
by the southern portion of the pipeline, were not
adequately consulted. As a result, the Indigenous
Peoples’ Plan does not address the critical
question of land security on which the survival of
the Bakola depends. There is no indication that
the EIB is taking steps to address this problem.



Ll

PUBLIC PARTICIPATION

The World Bank’s Inspection Panel concluded that
‘full and informed consultation is impossible if
those consulted perceive that they could be
penalized for expressing their opposition to, or
honest opinions about, a Bank-financed project’.*”
According to Amnesty International, Chadian
security forces carried out large-scale massacres
of unarmed civilians in the oil-producing region in
the late 1990s at a time of intense project
preparations.” Ever since then, intimidation and
threats against villagers have been common. As
referred to above, genuine consultations are not
possible under such conditions. The EIB, however,
still claims that ‘compensation settlements have
been the subject of extensive local and regional
discussions, including involvement of local and
international NGOs.*

REGIONAL DEVELOPMENT AND NEW OIL

A Regional Development Plan was supposed to
address issues of health, energy, housing, and
water supply in southern Chad. Yet, five years after
project approval, the regional development plan
has still not been completed. As a result,
disruptions created by construction, including a
massive public health crisis, have not been
adequately addressed.

Pygmy dwelling in Cameroon.
© Frédéric Castell.

CONCLUSION

In addition to public pressure on the two
governments to ensure that oil revenues in the
case of Chad, and royalty payments in the case of
Cameroon, reach the poor, urgent measures must
be taken to address the environmental and social

harm already created. The public health situation, Pygmy settlement
H in Cameroon.
the regional development plan for Chad, and the e o

Indigenous Peoples’ Plan for Cameroon, all require
immediate attention, as do the outstanding
compensation issues and environmental problems.
There is no indication that the EIB is addressing
these problems. The EIB simply relies on World
Bank monitoring and assessment, which has
proven to be inadequate. Without urgent
measures, the Chad-Cameroon project will do little
more than write another chapter in the tragic
history of Africa’s plundered resources. In January
2006, the World Bank Group suspended loan
disbursements after the Chadian government
expressed intentions to use the funds generated
by the pipeline for state security purchases. This is
a gross violation of the project agreements and the
spirit of the Cotonou Convention. It remains to be
seen what the EIB will do.

© ced/foe cameroon.



The EIB’s mandate to
operate in Asia and
Latin America (ALA)
dates back to 1993.

So far, 65% of the total
amount allowed by the
mandate under the EU
guarantee has been
allocated to projects in
Latin America while
35% has been allocated
to Asia. In 2004, EIB
lending for projects
located in the ALA
countries totalled
€232.9 million, over
half of which went to
three projects in Latin
America. These projects
were concentrated in
capital-intensive
sectors — a steel factory
in Brazil, a Volkswagen
plant in Mexico,

and a canal bridge

in Panama.

LATIN AMERICA: PUTTING INDUSTRY AND ENERGY
IN THE HANDS OF EUROPEAN COMPANIES

As it stands, the only legal definition of EIB
development objectives under an EU mandate for
Latin America and Asia is that loans shall be
granted ‘in the mutual interest of both the EU and
the borrower country or the country in which the
project is carried out’” The cases presented below,
together with an overview of all EIB lending to
Latin America in the last ten years™, clearly
illustrate that the EIB has interpreted ‘mutual
interest’ as focusing primarily on economic
growth as well as the development of an

external market and an investment ground

for EU companies.

In the absence of a clear definition

by the Council of what ‘mutual interest’ actually
means, the EIB has stated that it is met

when projects®:

> are carried out by subsidiaries of EU companies;

> are carried out by joint ventures bringing
together EU companies and local firms;

> are carried out by private enterprises holding
concessions to invest in and run public services;

> promote the transfer of EU technology;

> promote an enhancement of the objectives of
the EU co-operation agreement.

This approach is not coherent with the EU’s official
lending priorities in the regions established in EU
Council regulations nor is it in the direct interest
of the poor.”

Inhabitant of the Izcalli
District in the center of
Ecatepec municipality — State
of Mexico (Valley of
Cuautitlan-Texcoco) complain
about the deterioration of the
highways caused by the
natural gas network which has
been constructed by the
Mexigas Company.

© Newspaper El Universal
(Mexico) - Photographic
Archives / Photographer: Luis
Garcia Soto

PIE 2: Distribution of loans between the public
and private sectors in Latin America (1994 - 2004)*

public 6%

* Source: “The development impact of European Investment Bank
(EIB) lending operations in the Cotonou and ALA framework.”
(Project no.EP/ExPol/B/2004/09/06).

PIE 3: EIB lending in Latin America by sector
(1994 - 2004)*

transport 3%

infrastructure 3%

agriculture 2%

water 6%

=

telecommunication 17%

|

* Source: “The development impact of European Investment Bank
(EIB) lending operations in the Cotonou and ALA framework.”
(Project no.EP/ExPol/B/2004/09/06).
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Given this approach, it is clear why private sector
clients were the preferred targets of the EIB in
Latin America — as is the case in Africa. More than
90% of the Latin American loans since 1993 have
been extended to subsidiaries of EU-based or big
transnational corporations. Gas de France, Repsol,
British Gas, and Shell received millions of euros
worth of contracts in the oil and gas energy sector.

Local private companies received approximately
2% of the EIB’s lending to individual projects in
Latin America. Over the last ten years, ‘Global
Loans(loans to financial intermediaries) have
accounted for 14,5 % of the EIB’s total lending to
ALA Countries. As in Africa, a lack of data on the
final beneficiaries of these loans makes more
detailed analysis impossible.

The preferred target for loans in Latin America
from the EIB during the last ten years was the
industrial sector (see pie chart page 19). A detailed
analysis of sub-sectoral lending shows that, on
top of the list is, as in Africa, the extractive
industries sector —in particular, gas as a source of
energy and electricity, with 17% of the region’s
total (see Annex table 7). The cases relating to oil,
gas or mining projects presented in this report
indicate how this energy investment is primarily
directed towards the export needs of EU
companies, not the creation and improvement of
local infrastructure such as electricity networks
and local transport systems. In general, energy
projects only received funding if they were directly
aimed at expanding the country’s capacity to
supply industrial goods, supplying energy for the
external market or favouring the export needs of
EU companies.

This was the case in the €35.6 million loan to the
Power Interconnector in Central America (SIEPAC)
given by the EIB in 2003 via the Banco Centro-
Americano de Integracion Econdmica (CABEI),
matching other funds coming from multilateral
banks such as the World Bank and the Inter-
American Development Bank. This project is part
of the controversial Plan Puebla Panama, which is
said to exploit cheap labour and create markets
and a supply of inexpensive goods for North
America under the NAFTA (North American Free
Trade Agreement) and CAFTA (Central American
Free Trade Agreement). In the electricity sector, the
Spanish company Endesa has led several projects
in the region, while only a few local or national
companies have been funded by the EIB.

Even though EIB loans in Asia and Latin America are
supported by a political or commercial guarantee
from the European Union (as described in chapter
1), these loans have primarily targeted well-
established and financially secure sectors or clients
such as big corporations. The projects tend not to
reach out to the poorest and /or financially riskier
countries or small local companies. During the last
ten years, large middle-income countries like Brazil
(30%) and Mexico (6%) were on top of the list for
funding (see table five), out of the thirty-five
countries eligible in the whole ALA region. Poorer
countries such as the Dominican Republic (or
Bangladesh and Sri Lanka in Asia) were at the
lowest end of the scale with a few million euros
each. Other countries, although eligible, did not
receive any funding.”” A development goal was thus
totally absent. It should also be noted that the EIB
does not offer local currency loans in Asia and Latin
America — as it does to the African, Caribbean and
Pacific countries.



The EIB and the Inter-American Development
Bank: Working Together in Latin America

In December 2004 the EIB signed a Memorandum
of Understanding with the Inter-American
Development Bank (IDB) regarding co-operation in
Latin America and the Caribbean. The main focus
of the Agreement is on private sector
development carried out by EU companies.
Through this memorandum, the EIB plans to
extend its lending for ‘projects of exceptional
interest’ beyond the ALA mandate ceiling. The
memorandum is very clear about the EIB’s
motivation: ‘[The EIB] is driven by its aim to better
support European Foreign Direct Investment in
projects of mutual interest in Latin America and
the Caribbean as well as infrastructure projects of
regional integration’*® Sustainable development or
poverty alleviation does not appear to be central
to this agreement between the two banks.

In 1998, the EIB gave a €55 million loan to
Transportadora Brasileira Gasoduto, a consortium
formed by the Brazilian company Petrobras with
Enron and Shell. With that loan, the EIB, along
with the IDB, co-financed a controversial gas
project: the Bolivia-Brazil pipeline. The 3000 km
pipeline —the largest private sector investment
ever in Latin America — crosses several important
ecosystems, including the Gran Chaco, a recently
designated protected area of primary dry tropical
forest in Bolivia; the Pantanal, the world’s largest
wetland; and the Mata Atlantica Rainforest of
south-eastern Brazil. Over the years, conflicts over
compensation and a lack of effective oversight of
the implementation of environmental and social
safeguard measures have characterised the
development of this project. This transboundary
pipeline is indicative for the kind of regional
projects the EIB and the IDB are likely to carry out
together under the new Memorandum.

In the water and energy sectors, EU Companies
appeared preferential beneficiaries for the
management of state utilities. In Argentina for
example, all EIB’s loans went to the French Suez
and Vivendi Groups, either directly or via their
subsidiaries (€57 million for water supply to the
city of Cordoba and the Province of Misiones, and
€70 million for wastewater and sewage for the city
of Buenos Aires). Although financing the water

sector might in theory bring benefits to local
communities, experiences in Asia with public-
private partnerships for water privatisation
projects showed a different picture. It resulted in
an increase in inequality due to tariff increases and
the failure to produce an efficient service which
offers the poor access to safe drinking water (see
Indonesia and Philippines cases page 32-36).

Infrastructure and agriculture projects have been
financed with very limited resources with only one
project of reconstruction after Hurricane Mitch
(€35 million) and the highly controversial Veracel
tree plantation for pulp production in Brazil. The
EIB and the European Commission®” considered
this latter project —awarded in 2001 to Veracel —
an example of ‘sustainable development’. While
the social and environmental problems linked to
this case are numerous (as reported below), it
must be noted from the outset that the ability of
plantations to reduce greenhouse gas emissions
has not been proven, while in most cases around
the world “large-scale plantations (consisting of
either fast-growth trees such as eucalyptus and
pines or of other species such as oil palm)
generate most negative impacts, both in social
and environmental terms”*. If the EIB aims to
operate coherent with its environmental goals of
“supporting investment that directly protects and
improves the environment” and “[encouraging]
investment that mitigates adverse environmental
impacts and maximises potential positive ones””
it should refrain from investing in the contentious
pulp production sector.

The EIB has also heavily promoted the industrial
sector in Latin America, with many projects by the
giant German Volkswagen Group being funded for
car-assembly in Mexico, Argentina and Brazil.
Funding for the Volkswagen plant in Mexico has
resulted in the violation of Mexican, and
internationally recognised, workers’ rights that the
EIB claims to respect in its 2004 Social Assessment
document. Moreover, the project failed to bring
true local economic development, as can be seen
in the Mexico Volkswagen case study (see page
24).This case illustrates well how EIB-sponsored
European companies in Latin America (and all over
the world) often fail to meet the requirements of
environmental and social standards, as they
certainly would have to if they were operating

in Europe.

Eucalyptus plantation
in Brazil.

© Melquiades
Spinola/CEPEDES
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European Investment Bank lending in Mexico:
in whose interest?*

Despite the fact that Small and Medium
Enterprises (SMEs) represent approximately 98%
of Mexican companies and that they are
considered privileged partners in the strategy for
co-operation between the European Commission
(EC) and Mexico®, the EIB has not granted any
‘Global Loans (loans to financial intermediaries)’,
nor mobilised other types of technical assistance
mechanisms, to promote the activities of Mexican
SMEs. Since 1995, four projects have received
altogether five loans worth a total of €210.2
million from the EIB in Mexico: ‘Vidrio Saint-
Gobain’, ‘Mexi-gas’ (two loans), ‘Vetrotex America’,
and ‘Volkswagen’ projects.

All beneficiaries of EIB loans have been within the
private sector and either European, or mixed
European/Mexican companies: ‘Volkswagen de
México’ is the Mexican subsidiary company of the
German Volkswagen Group; ‘Vidrio Saint-Gobain de
México’and ‘Vetrotex América’ are 80% owned by
the French group Saint-Gobain; and the Consortium
‘Mexi-gas’is dominated by Gaz de France.

During the last ten years, loan operations by the
EIB in Mexico can be characterised by a significant
lack of diversification. Loans have been
concentrated in industry — shared between the
automobile sector, the glass sector, and the energy
sector. Neither other branches of industry
(including the agricultural, breeding or fishing
sectors) nor projects that promote renewable
sources of energy have ever been considered
despite these being priority action areas for the
European Community in its co-operation strategy
for the country.

In Mexico, EIB lending supported projects with
little socio-economic or environmental benefits
for the Mexican population. In three of the
projects, the EIB loan supported investments
oriented towards increasing exports for European
companies and at aiding their penetration of the
Latin American markets and/or taking advantage
of the North American Free Trade Agreement
(NAFTA) between Mexico, the United States and
Canada, which is in force since 1 January 1994.
The prioritisation of European companies’
interests is repeated in the case of the “Mexi-gas”
project, which promotes the activities of a
European group in the natural gas distribution
sector, whose deregulation and privatisation has
been extremely controversial in Mexico. EIB loans
have been concentrated in well-consolidated
sectors, in the hands of companies dominated by
European capital. These sectors and beneficiaries
are characterised by their capacity to attract
alternative sources of capital and do not need the
guarantee of the European Community budget.

Financial co-operation can only be in the Mexican
people’s ‘interest’ if the banks re-orient their
investments towards the promotion of Mexican
Small and Medium Enterprise (SME) activities,
ensure the generation of employment only under
conditions of respect for labour rights, and fund
only those development projects that have been
previously agreed upon by the communities,
according to their own needs.




Of the four projects financed in Mexico (see box E—
previous page) the EIB claims that the gas project, =
‘Mexi-gas’, considers the protection of the
environment as part of its objectives. As
illustrated by the case study, this project heavily
sponsored gas consumption, rather than
promoting any demand-side management for
energy sources. Gas is a natural resource of
limited quantity, produces harmful CO, when
burnt and its extraction has a limited impact on
poverty alleviation (as has been demonstrated by
the Extractive Industries Review, see page 11).
Therefore, the choice for gas cannot be considered
sustainable in the longer term. The EIB has also
failed to comply with its agreement with the
European Commission® that requires an
Environmental Impact Assessment for all projects
likely to have a significant effect on the
environment. As such, the claim that the EIB
always respects EU environmental law in its
projects is, therefore, clearly unsubstantiated.

A Guatemalan indigenous
mother with her daughter.
© Janneke Bruil.
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Independent Workers Unions
begin a strike in the
Volkswagen plant in Puebla,
State of Puebla, Mexico.
August 18, 2001.

© Newspaper El Universal
(Mexico) - Photographic
Archives / Photographer:
Rodolfo Perez.
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Left: Inhabitant of the Izcalli
District in the center of
Ecatepec municipality — State
of Mexico (Valley of
Cuautitlan-Texcoco) complain
about the deterioration of the
highways caused by the
natural gas network which has
been constructed by the
Mexigas Company. Above:
Inhabitants of residential zone
of Coacalco - State of Mexico
(Valley of Cuautitlan-Texcoco)
oppose to the construction of
the natural gas network. The
opponents demonstrate the
bad quality of the asphalt
which covers the network.

© Newspaper El Universal
(Mexico) - Photographic
Archives / Photographer: Luis
Garcia Soto
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IN THE HANDS OF EUROPEAN COMPANIES

In June 2005, a massive
new pulp mill started
operations near
Eunapolis in the state
of Bahia in Brazil. Built
with financing from
the EIB, the Nordic
Investment Bank and
Brazil’s development
bank, BNDES, the
900,000 tonnes a year
Veracel pulp mill is the
largest single line pulp
mill in the world. The
total cost of the
project, including
plantations and
infrastructure, was
US$1.25 billion.*” The
EIB has approved two
loans to Veracel: US$30
million in 2001 for
plantations, forestry
equipment, and
building and upgrading
roads;** and US$80
million in 2003 for the
pulp mill construction.”

Veracel is a joint
venture between the
world’s largest paper
producer, Stora Enso
(Finland-Sweden), and
the world’s largest
producer of bleached
eucalyptus pulp,
Aracruz (Brazil). Pulp
from the mill is to be
exported, mainly to
Europe, the USA

and Asia.

© onehemisphere



The Veracel project led to
a series of lucrative
contracts for European
companies (or their
subsidiaries), including
Jaakko Poyry (Finland),
Andritz (Austria), Eka
Chemicals (Sweden),
Degussa (Germany), Aker
Kvaerner (Norway), Metso
Corporation (Finland),
Partek Forest (Finland)
and Norsul (part of
Norway’s Lorentzen
Group which owns 28 per
cent of shares in Aracruz).

The EIB’s process for
approving the pulp mill
loan was not
transparent. At a
meeting with EIB staff
in Brussels in 2003,
Marcelo Calazans from
the Brazilian NGO FASE
asked to see the
documents that the EIB
produced during its
evaluation of the Veracel
project. EIB staff replied
that none of its
documents about
Veracel were available to
the public. They also
declined to release the
date when the EIB Board
would meet to discuss
the Veracel loan.”®

While the benefits to
European corporations
are clear, the benefits
for local people in
Bahia are not.

All images: Brazil.
© Melquiades Spinola/CEPEDES.

IMPACTS ON LAND RIGHTS AND LIVELIHOODS

Veracel’s vast area of plantations exacerbates the
problem of land concentration, in a country where
large numbers of rural people either have no land
or too little land from which to earn a livelihood.
Veracel owns 147,000 hectares of land, of which
70,000 hectares is plantations. In addition, Veracel
has contracts with farmers to grow eucalyptus on
an area covering a total of 23,000 hectares.”
Veracel bought much of this land from large
landowners, many of them cattle ranchers.
Nonetheless, more than 800 people had to leave
their homes to make way for Veracel’s operations.”
José Koopmans, a priest and human rights activist
in the south of Bahia, states that at least one-
eighth of the land that Veracel bought was
previously used for small-scale agriculture. In 2003,
researchers from SwedWatch, a Swedish NGO,
interviewed farmers living near Veracel’s
plantations. They said that the water level in
creeks, ponds and lakes was significantly lower
than before Veracel started planting. In some
cases, watercourses had completely disappeared.
Fishing and irrigation of agricultural farmland
became impossible.”

After agreeing to the loan for the construction of
the pulp mill, the EIB announced that Veracel’s
pulp mill ‘is expected to create significant
economic benefits for the region, including
employment’® In fact, Veracel’s pulp mill will
employ only 400 people.”

Unemployment is the main problem caused by the
four pulp and paper mills in the southern part of
Bahia, according to Melquiades Spinola, of the
Centre of Studies and Research for the
Development of the Extreme South (CEPEDES), a
Bahia-based NGO. Pulp mills and plantations
provide very few jobs, but they remove very large
numbers of people from the land, causing
unemployment. While vast sums of money are
invested in pulp mills, ‘there are 12,000 families of
(landless) peasants living in camps along the
roadsides,’ says Spinola.”®

IMPACTS ON THE ENVIRONMENT

The EIB claims that Veracel’s operations ‘will help
to reverse tropical rain forest destruction, to reduce
the pressure for logging on natural forests and to
maintain biodiversity.”” The EIB appears to have
forgotten Veracel's record. In February 1993, the
Brazilian authorities temporarily suspended its
operations after local NGOs and the Union of
Forestry Workers documented how the company
was clearing the Atlantic Forest (Mata Atlantica) to
make way for its tree plantations.”

Veracel acknowledges that it cleared 64 hectares of
forest in 1993. ‘That was the only time in Veracel’s
history when it acted against good environmental
practice,’ according to Veracel's Vitor da Costa.” But
in 2003, researchers from SwedWatch
photographed an area where Veracel had again
cleared forest to make way for a timber standing
area. In December 2003, officials from the federal
environmental bureau IBAMA pointed out that a
large area of Mata Atlantica had been logged. The
area was being planted with eucalyptus for
Veracel, under the company’s farmer contract
planting scheme.*®

Veracel runs a forest conservation area called
Veracruz Station which covers 6,000 hectares of
the land that Veracel bought for its plantation
operations in the south of Bahia state. In fact,
Veracel would be in breach of Brazilian law if it did
anything other than protect this area of forest.

In April 2004, about 2,000 families from Brazil’s
Landless Workers Movement (MST - Movimento
dos Trabalhadores Rurais Sem Terra) occupied 25
hectares of land and cut down four hectares of
Veracel's eucalyptus trees. ‘Nobody eats eucalyptus,’
they shouted as they occupied the land and started
planting corn, manioc and beans."

After five days, the MST decided to avoid what
would probably have been a violent confrontation
with the state police and left the land, accepting
promises from the federal government that land
reform would be accelerated in the region. Six
months later another protest against Veracel took
place. This time, 300 indigenous Pataxé blocked
the BR-101 highway for 19 hours to protest against
the fact that Veracel had planted eucalyptus on
their traditional lands.

Despite the problems, Veracel has plans to
expand.'” If the mill expands, the area of
plantations will also need to expand. Problems of
land rights will only be exacerbated.



Over the last ten years
the EIB, acting under
the first two mandates
given by the EU for the
ALA region (Asia and
Latin America) has
financed nine projects
in the water sector
(water supply and
sanitation, sewerage
systems and large
dams). This has run to a
total of €335 million,
of which €240 million
was loaned for five
water projects in Asia
(in China, Madagascar,
Laos, Indonesia and
the Philippines) and
€95 million for the
above- mentioned
projects in Latin
America (Argentina
and Paraguay).

Although, relative to
the energy sector, the
water sector in Asia
was not heavily funded
(only with 14% of the
loans between 1994
and 2004), it is
important to point out
that the EU (via the use
of the guarantee on EIB
loans) has mainly
promoted water
privatisation projects in
this region. These
projects were carried
out in the Philippines
and Indonesia.**
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ASIA: PROMOTING WATER PRIVATISATION

AND LARGE DAMS

PIE 4: Distribution of loans between the public
and private sectors in Asia (1994 - 2004)*

* Source: “The development impact of European Investment Bank
(EIB) lending operations in the Cotonou and ALA framework.”
(Project no.EP/ExPol/B/2004/09/06).

PIE 5: EIB lending in Asia by sector (1994 - 2004)*

telecommunication 4%

transport 11%

global loans 14%

* Source: “The development impact of European Investment Bank
(EIB) lending operations in the Cotonou and ALA framework.”
(Project no.EP/ExPol/B/2004/09/06).

While in principle funding in the water sector
could be considered sustainable, the
implementation of EIB-financed water projects
raises some significant concerns. As in the Latin
American region'®”, all approved water projects in
Asia were in the form of Public-Private
Partnerships (PPP), where the national
government gives the private sector the duty to
supply water and build the infrastructures for an
agreed timeframe'®, with the EIB lending to the
private investor. In Indonesia and the Philippines,
EIB financed water projects have had problems in
meeting project objectives. They have had
difficulties ensuring sustainability, controlling
macro-economic impacts, implementing tariff-
agreed contract provisions and increases,
providing access to water services (especially for
the poor who can not normally pay high tariffs for
basic water services), and complementing
investments due to a lack of public sector capacity.
In these countries, Public-Private Partnerships have
brought no improvements in delivering a safe
water supply for the poor, while increasing the
debt burden and putting the states into legal
litigation processes.

The EU Council recently ruled, by a legal clause'”,
that local government authorities bear legal and
economic responsibility of the projects in case
they become financially unsustainable. Therefore,
in PPP water projects financed by the EIB, foreign
companies no longer have legal responsibilities in
relation to delivering water.

In Indonesia, contracts for water privatisation in
Jakarta were signed without public tender, and
before any regulations on water privatisation were
in place. In the Philippines, as in Indonesia,
regulations that were put in place afterwards
were clearly pushed through for the expediency of
foreign partner interests. Furthermore,
transparency, accountability and public
participation — critical elements in safeguarding
the public interest — have not only been
compromised, but have been grossly lacking from
the moment of the water privatisation projects’
inception to date.



The experience with Maynilad in the Philippines
should serve a warning to the EIB. The series of
legal claims made by companies against the
Philippines Government in relation to this case is
cause for worry, particularly as the project is
supposed to contribute to meeting the water-
related Millennium Development Goals - of
halving the number of people without access to
safe and affordable water by 2015. The series of
legal claims made by the companies against the
Philippines government in this case is disturbing
when one looks at the companies’ own lack of
accountability.

As well as the projects financed in the water and
sanitation sector in Asia, large dams like Nam
Theun 2 (see case study page37), the latest dam
project funded by the EIB globally (and today the
largest hydropower project in Laos) can hardly be
considered sustainable. Yet they are labelled by
the EIB as renewable energy projects. In attempts
to defend its assertion that large dam projects are
environmentally sustainable and generate
renewable energy, the EIB stated that, ‘any large
dam project the EIB might be asked to finance
would be assessed in the light of the
recommendations of the World Commission on
Dams'® and the Camdessus Report’.** However, as
we will see below, the EIB fell short of this
commitment by relying solely on World Bank
assessments of the Nam Theun 2 Dam.

The negative social and environmental impacts of
large dams have been repeatedly recognised, most
notably by the 2000 World Commission on Dams
(WCD) Report, and today compliance with the
WCD recommendations is deemed a necessary
prerequisite for renewable energy projects to be
included in the EU’s Emission Trading System.*
However, as we have already seen in Africa, in
spite of these global standards, the EIB leans
towards including all energy derived from large
dams in the category of renewable energy,
notwithstanding their grave environmental
impact and without assessments being made.
This has been the experience in the case with
Laos'Nam Theun 2 Dam.

Although the EIB states in its 2004 Environmental
Statement that ‘it finances projects that maximize
the benefits for the environment’, and aims
towards a ‘a more pro-active approach to
environmental project identification and financing
in niche sectors with high value-added, such as
contaminated site remediation, biodiversity
protection and new environmental technologies’
it financed no project in Asia, nor in Latin America
or Africa, in the last ten years, which explicitly set
out to promote the natural environment and
protect biodiversity.

The Carbon Funds and the Climate
Change initiatives

In 2005, under the European Union Emissions
Trading Scheme, the ‘World Bank-EIB Carbon Fund
for Europe’ and the ‘European Bank for
Reconstruction and Development-EIB Multilateral
Carbon Credit Fund’ were created. The EIB has
additionally signed projects under its new
‘Climate Change Finance Facility’ (a fund of €500
million) and the ‘Climate Change Technical
Assistance Facility’ (a fund of €10 million). Many
civil society groups fear that projects financed
under these schemes will include dubious projects
such as plantations in tropical areas, or large
hydropower projects with high social and
environmental impacts, or natural gas extraction
and transmission projects. It must be noted that
in Asia, over last ten years, the gas sector has
already been heavily funded by the EIB (with over
€400 million for gas production and transmission
networks in Pakistan, Thailand, and Indonesia).

A chief of the indigenous
Wana people in Sulawesi,
Indonesia smokes a cigarette
in his house.
© Janneke Bruil.
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Left and above: A rally of anti
water privatisation in Jakarta,
Indonesia. Activists of Friends
of the Earth Indonesia with
urban poor bring 1000
petitions to the Constitutional
Court asking the cancellation
of the new Water Law

© WALHI/FOE Indonesia.



B

IN WHOSE INTEREST? | 33



ASIA: PROMOTING WATER
PRIVATISATION AND LARGE DAMS

WATER IN THE
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the Metropolitan Waterworks

and Sewerage System (MWSS),
the government water agency
that was privatized. The picket

= ! ! LESSONS FROM A FAILED PRIVATIZATION EXPERIENCE was held in March 22, 2005, to

protest the unjust rate
increases of the concessionaires,

EEDOM FROM DEBT COALITION, THE PHILIPPINES Maynilad and Manila Water
. © Bubut Palattao.

BY BUBUT D. PALLATA

“CASE ST




In 1998, the EIB provided a
€50 million loan to
Maynilad Water Services
Inc.—a partnership
between global giant Suez
from France, and the local
Benpres Holdings. The
loan was given to
implement the
privatization of Metro
Manila’s water
distribution system and
intended for the extension
and improvement of the
water supply and
sanitation services in
western Metro Manila.

At the same time, the
Philippine Government
prioritised debt servicing
above ensuring an
effective public water
system for the people of
Manila. The state water
agency, The Metropolitan
Waterworks and
Sewerage System (MWSS),
failed to invest in a water
supply and distribution
system that would
provide safe, adequate
and affordable potable
water to its citizens. Water
losses from leakage and
pilferage were staggering.
Assignificant portion of
the twelve million served
by this water network
remained unconnected to
the piped network system.
The Metropolitan
Waterworks and
Sewerage System was also
struggling under huge
debt it owed to IFls. The
private sector —commonly
perceived to be more
efficient and less prone to
political manoeuvrings by
Government; was seen as
the remedy to this crisis.

A RISK FREE BUSINESS
— SUBSIDISING PRIVATE SECTOR INTEREST

In 1997, Maynilad Water Services Inc. and Manila
Water Company (owned by the transnational United
Utilities and a leading local firm Ayala Corporation)
gained concessions for the West and East Zones of
Manila. Although the companies’ bids were low they
were accepted by The Metropolitan Waterworks and
Sewerage System and its consultant, the World
Bank’s International Finance Corporation. The bids
also failed to include accurate information, and failed
to include an effective assessment of the financial
viability of the proposed business plan. The EIB then
approved a €50 million loan to Maynilad for this
privatization venture.

The privatization took the form of a 25-year
concession contract: private companies —the
concessionaires —would manage and use existing
facilities to provide water and wastewater services
to Metro Manila residents, in exchange for
revenues from users’ fees. The Metropolitan
Waterworks and Sewerage System retained its role
as provider of raw water and took on the task of
being the regulator of the concessionaries. As
stipulated in the Concession Agreement, the
companies committed to achieve a range of
performance targets. These included lowering
water rates; uninterrupted water supply to
connected consumers by the year 2000; compliance
with World Health Organization’s water and
effluents standards by the year 2000; virtually
universal water supply by 2006; and the reduction
of water losses (or non-revenue water) from 56% to
32% in the first 10 years.

Water tariffs drastically fell after privatization but
after only two years, Maynilad Water Services Inc.
and Manila Water Company started introducing
tariff increases. In 2001, Maynilad Water Services
Inc. announced that its water services would be
reduced unless the Government allowed the
company to increase its tariff through new
mechanisms not stipulated in its contract. It also
unilaterally stopped paying its concession fees to
the Government. The Arroyo administration
subsequently allowed an amendment of the
Concession Agreement to accommodate Maynilad
Water Services Inc. demands, raising rates by more
than 60%. The collection of additional charges was
set under two conditions; firstly that the company
would do so only until December 2003 and

secondly that it would then resume payment of its
fees. However, the additional charges were not a
temporary measure for all and some Manila
citizens were overcharged by roughly US$178
million during the first quarter of 2004."

In 2003, Maynilad Water Services Inc. filed for an
early contract termination arguing that the
Government had made the viability of the company
too difficult and demanding US$303 million
compensation from the Government. The
Government filed a countermotion citing the
company’s failure to comply with provisions of the
Concession Agreement, particularly the non-
payment of concession fees. The dispute was
settled through an International Arbitration Panel,
which demanded the contract be upheld and
ordered Maynilad Water Services Inc. to pay its
PhP7 billion (US$127 million in November 2003) in
overdue concession fees. A week later, the company
dodged the arbitral award by filing for corporate
rehabilitation' and securing a local court order
stopping all creditors, including the state water
agency, Metropolitan Waterworks and Sewerage
System, from collecting it’s debts. Although the
Government could have drawn on Maynilad’s Water
Services Inc. US$120 million performance bond —
monetary payments specifically provided for in the
contract to protect consumers against contract
violations or the concessionaire’s failure to fulfil
performance obligations —the Government did not.

Since 2003, Maynilad’s Water Services Inc. corporate
rehabilitation plan has undergone several revisions
with the latest being approved by the court in May
2005. This paved the way for a 51.6% rate hike from
the current average, or a more than 500% rise from
its 1997 original bid. Maynilad’s Water Services Inc.
new rate increase translates to an additional
monthly revenue of P3 billion (US$168 million at
the current exchange rate) despite lowered
performance targets. These include the staggered
payment of due and demandable concession fees,
an additional two-year delay in water supply and
sanitation targets, and a lowering of water pressure
targets. The company’s refusal to pay concession
fees, now amounting to more than PhP10 billion
(approximately US$179 million), has already driven
the government to incur new loans (about US$430
million between 2001 and 2004) to avoid
defaulting on maturing obligations of the
Metropolitan Waterworks and Sewerage System.
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The Nam Theun 2 (NT2)
Hydroelectric Project
under construction on
the Nakai Plateau, in
Khammouane province,
is the largest and most
controversial
hydroelectric project in
Laos. The US$1.25
billion dam, with a
generation capacity of
1,070 megawatts, is a
trans-basin diversion
project. The project is
building a 48-metre
high dam on the Nam
Theun River (a tributary
of the Mekong River),
and reservoir water will
be released from the
project’s power station
into another Mekong
tributary, the Xe Bang
Fai River. The dam is
expected to begin
operating in 2009,
whereupon more than
90% of its electricity
output will be exported
to Thailand, making
Nam Theun 2 the
largest cross-border
power project in Asia.

Left and above: Laos.
© Sebastian Godinot.
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This report illustrates
the detrimental impact
of EIB practices in the
global south through
regional analyses and
eight case studies.
They expose a deep
negligence towards
affected people’s rights
and environmental
considerations, as well
as systematic
shortcomings in project
appraisal and a lack of
proper monitoring

and evaluation.
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Two women of the village of
Bimbagu in Northern Ghana.
© Janneke Bruil.

CONCLUSION

Although the EIB is obliged to support EU
development strategy, in reality EIB lending to
Africa, Latin America and Asia over the last ten
years has not. Many of the loans went to large-
scale, non-sustainable oil, gas, mining, dam and
industrial projects — sectors that may be
economically viable for the EIB but mainly benefit
subsidiaries of EU companies, not local people or
the environment. This report found no evidence of
the EIB following the dictates of EU sectoral
priorities or EU Development Policy, particular its
poverty focus.

Although the EIB states in its 2004 Environmental
Statement that ‘it finances projects that
maximize the benefits for the environment’ no
project was financed in Latin America, Asia or
Africa in the last ten years which explicitly set out
to promote and conserve the natural environment
and biodiversity protection.

Although the EIB is often presented as the
“development bank of the EU” in practice it
remains distant from key EU policy objectives
regarding poverty alleviation and social
development embedded in the EU’s Country
Strategy Papers. These papers are the main
planning instruments for EU aid programming
and disbursement to countries outside Europe.

Even though the Treaty establishing a Constitution
for Europe suggested that EIB lending operations
be subordinated under the goals of EU
development co-operation policy, the EIB has yet
to be given (apart from in relation to the ACP
countries) a formal institutional mandate for
development co-operation in all the regions
outside the European Union. The definition of
clear criteria for EIB lending thus becomes all the
more urgent.

Lack of participation and meaningful consultation
with affected people and civil society about
shaping, receiving compensation from, and
consenting to the project, is of significant concern.
All the cases analysed in this report show a lack of
civil society participation in decision making. This
is in violation of international best practice
embedded in the EU Directives and is incoherent
with many other IFI standards. In the cases of the
Nam Theun 2 Dam in Laos, the water privatisation
projects in the Philippines and Indonesia, the
Chad-Cameroon pipeline, and the gas pipeline in
Bolivia-Brazil, the EIB did not apply any

transparency regulations. Local communities and
indigenous people were informed and consulted
late, if at all, about possible impacts and they did
not have any role in decision making. When
information was provided, it was often not done
in an appropriate manner or language. The EIB
often directs interested public to clients’ web sites
instead of publishing a version of the
environmental assessment locally for public
comments, as it is required by the EU policy on
environmental impact assessment. In cases where
EIB was the sole financier, no information during
the whole project cycle was made available to
affected people, local NGOs, international NGOs, or
the European Parliament.

Moreover, given that in the African, Caribbean and
Pacific region the EIB has increasingly used
European Union budgetary funds, the sharp shift
in EIB lending towards the private sector is
extremely worrying. The case studies from
Indonesia and the Philippines have shown that
private investors frequently fail to meet the rights
of the poor to a clean and safe water supply, and
instead, bring tariff increases. Importantly, the EIB
generally favours European corporations over local
companies.

Finally, one of the main findings when assessing
EIB operations outside Europe is the operational
freedom it enjoys at the local level, especially in
the application of the provisions of the EU Council
mandates and the EU Commission monitoring. The
EIB’s lack of a development strategy facilitates a
client centred approach, rather than one driven by
principles of sustainable development. As we have
seen, project appraisal practices end up focussing
on economic, financial and technical aspects,
rather than social or environmental ones. This risk
is aggravated by the fact that the EIB does not
have its own internal safeguard and sectoral
development policies and strategies (as the World
Bank and other Multilateral Development Banks
do) to guide its lending activities.

As the EIB is setting out to revise its mandate for
investments outside Europe, the European Council
and the European Commission must act urgently
and in co-ordination to ensure people and the
environment are the EIB’s central beneficiaries.



WHILE LENDING OUTSIDE THE EUROPEAN UNION
THE EIB SHOULD:

1. Take full responsibility for the impacts of its
lending, including cleaning up the legacy its
current and past projects have created and
ensuring that no future projects damage local
people and the environment;

2. Obtain the consent of local communities and
indigenous peoples before proceeding with any
new project and establish clear and transparent
procedures on public consultations with affected
people and civil society, in accordance with
international best practices;

3. Respect principles of human rights, food
security, labour rights and indigenous peoples’
rights in accordance with relevant international
laws and conventions while ensuring that all
projects adhere to best practice international
environmental standards and procedures. The EIB
should also set up proper monitoring and
evaluation mechanisms to ensure that companies
receiving EIB support comply with relevant host,
home and EU laws and policies, including
international human rights, labour and
environmental obligations;

4. Ensure that all future projects financed
contribute to meeting the Millennium
Development Goals of the UN™® while prohibiting
support for projects that are inherently incoherent
with poverty alleviation and sustainability
including:

> Projects that involve significant conversion or
degradation of critical natural habitats, support
the destructive exploitation of natural
resources; or involve the production of
substances that are banned or scheduled to be
phased out of production;

> Large dams that do not comply with the
World Commission on Dams’ criteria;

> Extractive industry projects and nuclear
power plants;

> Large scale industrial tree plantations

RECOMMENDATIONS

5. Proactively disseminate all relevant

information™ regarding projects in a timely

manner, in appropriate languages and in a

method understandable for affected |
communities; *

6. Adopt best practice safeguard policies,

including on indigenous peoples, resettlement, '.
environment and human rights, through a

consultative mechanism with international civil

society and affected people;

7. Adopt an independent accountability

and compliance mechanism, which provides
equal access for citizens in all regions where
the EIB operates;

8. Adopt a development strategy through

a consultative mechanism with international
civil society and affected people in all regions
of operation.

Additionally, as the EIB operates within the
framework of the European Union development
aid and co-operation agreements, the European
Commission should annually assess the coherence
of the EIB’s lending operations outside the EU
with the principles mentioned above. The
Commission should demand suspension of EIB
activities when these activities are incoherent
with EU mandates and policies on development
aid. The EIB should be fully accountable to the
European Parliament and the people in
countries of operation.

An indigenous man takes his canoe down the river, Indonesia.
© Janneke Bruil.
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Woman in the fishing area
of Jakarta, Indonesia.
© Janneke Bruil.

GLOSSARY

ACP: African, Carribean and Pacific countries

ADB: Asian Development Bank

ALA: Asia and Latin America

BOOT: Build, Own, Operate and Transfer

CAFTA: Central American Free Trade Agreement

CEE Bankwatch: Central and Eastern Europe Bankwatch Network
CRBM: Campagna per la Riforma della Banca Mondiale

EC: European Commission

EDF: European Development Fund

Brazil.
© Melquiades
Spinola/CEPEDES

EIA: Environmental Impact Assessment

EIB: European Investment Bank

EIR: the World Bank’s Extractive Industries Review

EMAC: Economic and Monetary Affairs Committee of the European Parliament
EP: European Parliament

EU: European Union

FoEl: Friends of the Earth International

IAG: International Advisory Group

IDB: Interamerican Development Bank

IF: European Investment Bank’s Investment Facility

MDG: Millennium Development Goals

MWSS: Metropolitan Waterworks and Sewerage System in Manila, Philippines
NAFTA: North American Free Trade Agreement

NGO: Non-governmental organisation

NT2: Nam Theun 2 Dam in Laos

OECD: The Organisation for Economic Co-operation and Development

PAM Jaya: Jakarta Public Water Company

PPP: Public-Private Partnership

SIEPAC: Power Interconnector in Central America

SME: Small and Medium-scale Enterprise

UN: United Nations

US: United States

WAGP: West African Gas Pipeline

WALHI: Indonesia Forum for the Environment/ Friends of the Earth Indonesia
WCD: World Commission on Dams

WEED: World Ecology, Economy and Development
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CONVENTIONS AND DECISIONS IN FORCE RELATING TO
EIB ACTIVITIES OUTSIDE THE EUROPEAN UNION

IN MILLION EURO EIB OWN RESOURCES EU BUDGETARY RESOURCES
REGION OR COUNTRY LEGAL BASIS YEAR OWN RISK INTEREST
EXPIRY RESOURCES CAPITAL*** SUBSIDIES***
African Caribbean Pacific (ACP) Cotonou Agreement 2005 1700 2200 Yes**
Overseas Colonial Territories (OCT) Cotonou Agreement 2005 20 20 Yes'*
Republic of South Africa Council Decision 2007 825 No No
Mediterranean Countries Council Decision 2007 6425 Yes Yes
Turkey Council Decision 2007 450 No No
Central and Eastern Europe Council Decision 2007 9280 No No
Russia/WNIS Council decision 2007 600 No No
Asia and Latin America (ALA) Council Decision 2007 2480 No No

EIB OWN RESOURCES LENDING FACILITIES COMPLEMENTING LENDING UNDER MANDATE

Mediterranean Countries Mediterranean 2004 1000 No
Partnership Facilit

FEMIP* 2007 200 20-40

Pre-Accession Countries Pre-Accession Facility 2004 12000 No

Source: compilation by the author.

FUNDS CURRENTLY MANAGED BY THE EIB UNDER
THE COTONOU PARTNERSHIP AGREEMENT

COTONOU PARTNERSHIP AGREEMENT FINANCIAL FINANCING FOR

PROTOCOL (FIRST 5 YEARS) THE OCT**®
MILLION (€) % MILLION (€)

Grant financing from the European 11,300 74.3 155

Development Fund

Investment Facility 2,200 14.5 20

(revolving fund)

Loans from EIB own resources 1,700 11.2 20

Total 15,200 100.0 195

Source: Annual Press Conference 2005 Briefing Note N°10 Luxembourg, 3 February 2005

No
No
No
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BREAKDOWN OF RELEVANT SUB-SECTORS IN EIB
LENDING TO ACP (1994-2004)**

SUB-SECTORS LENDING % OF ACP

(MILLION €) LENDING
Extractive Industries 7225 16%
(Mining) 316,6 7%
(Gas) 230,0 5%
(oil) 175,9 4%
Electricity 392,2 9%
Hydropower/dams 339,0 8%
Thermal 57,3 1%
Telecoms 215 5%
Airports 232,2 5%
Ports 120,4 3%
Roads 50,0 1%
Railways 36% 0,7%
Industry/Food 117,1 3,5%
Industry/metal/processing 169 4,5%
Water supply and sanitation 130,1 4%
Drinking water 39,0 1%
Tourism 56,0 1,5%
Plantations 8,0 0,1%
Agriculture/industrial 43,0 1%
Agriculture 20,0 0,5%

Source: Yearly series of project data drawn from EIB annual reports. Re-categorized by the author

according to the description of the projects given in the Bank’s annual reports

LENDING TO MAIN ACP
COUNTRIES (1994 - 2004)

COUNTRIES AMOUNT % OF ACP
Mozambique 317,1 7%
Kenya 218,9 4.8%
Zambia 196,2 4,3%
Namibia 170,7 3,8%
Mauritius 164,2 3,6%
Dominican Republic 161,9 3,6%
Jamaica 151,0 3,3%
Uganda 147,0 3,2%
Tanzania 147,1 3,2%
Senegal 145,0 3,2%
Ethiopia 145,0 3,2%
Mauritania 112,2 2,5%
Cameroon 99,9 2,2%

From author analysis of project lending annual series 1994 - 2004



LENDING TO LATIN AMERICAN COUNTRIES

AS A PERCENTAGE OF TOTAL ALA

LENDING (1994-2004)

COUNTRIES AMOUNT IN € M NUMBER OF PROJECTS % OF ALA
Brazil 1039,2 22 30%
Argentina 468,7 11 13%
Mexico 210 5 6%
Panama 145 3 4%
Dominican Rep. 115 14 3,2%
Central America 106 8 4%
Peru 77 2 2,1%
Chile 75 1 2%
Caribbean regional 42 4 1,1%
Andean pact 40 1 1%
Guyana 20,5 2 0,5%
Paraguay 17 1 0,4%
Uruguay 10 1 0,2%
TOTAL 2.360,2 70 65,5%

From author analysis of project lending annual series 1994 - 2004

LENDING TO ASIAN COUNTRIES AS A
PERCENTAGE OF TOTAL ALA LENDING

(1994-2004)

COUNTRIES AMOUNT IN € M NUMBER % OF ALA
OF PROJECTS
Philippines: 353,6 8 9.8%
Indonesia: 2936 6 8,2%
Thailand: 160,4 4 4,4%
China: 135,8 3 3,7%
Pakistan 134,6 4 3,7%
Vietnam 55 1 1,5%
India 50 1 14%
Bangladesh 36 1 1%
Sri Lanka 30 1 0,8%
Total 1229,2 29 34,5%

From author analysis of project lending annual series 1994 - 2004

© frédéric castell
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BREAKDOWN TO RELEVANT SUB-SECTORS OF EIB
LENDING TO LATIN AMERICA (1994-2004)**

SUB-SECTORS LENDING (MILLION €) % OF LATIN

AMERICA LENDING
Telecoms 400,4 17%
Extractive Industries 397,7 17%
Industry/car industry 356,0 15%
Industry (others) 321,0 14%
Electricity 152,8 7%
Water supply/wastewater 1442 6%
Transport/roads 72,0 3%
Infrastructure 75,8 3%
Agriculture/forestry 42,7 2%
Thermal 10,0 0,8%

Source: Yearly series of project data drawn from EIB annual reports. Re-categorized by the author
according to the description of the projects given in the Bank’s annual reports

BREAKDOWN TO RELEVANT SUB-SECTORS OF EIB
LENDING TO ASIA (1994-2004)*

SUB-SECTORS LENDING (MILLION €) % OF ASIA LENDING
Extractive Industries/gas 403 33%
Water supply/sewage 144 14%
Extractive Industries/oil 98,6 8%
Industry (other) 93 7%
Transport/airports 76,4 6,5%
Industry/cement 59 5%
Transport /roads 56 4,5%
Hydropower/dams 45 4%
Telecoms 49,6 4%

Source: Yearly series of project data drawn from EIB annual reports. Re-categorized by the author
according to the description of the projects given in the Bank’s annual reports
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GENERAL RESOURCES ON THE EUROPEAN
INVESTMENT BANK

European Investment Bank Projects Database

This site is established by civil society and provides
a list of approved European Investment Bank
projects in Asia, the Pacific, Africa, Latin America,
the Caribbean and the Southern Mediterranean
www.eibprojects.org

European Investment Bank Fact Sheets
(English, French and Spanish)

CEE Bankwatch Network/Friends of the Earth
International, 2003

www.bankwatch.org

CEE Bankwatch web pages on the EIB
http://bankwatch.ecn.cz/project.shtml?w=147578

European Parliament Studies

The Development Impact of European Investment
Bank (EIB) lending operations in the Cotonou and
ALA framework, March 2005, CRBM for the
European Parliament (EP/ExPol/B/2004/09/06).
www.aa.ecn.cz/img_upload/2a47e698cb07569dfd
Oebe077b6aad99/eib_study12 05 _jaro.pdf

Report on the impact of the lending activities of
the European Community in developing countries,
June 2005, Committee on Development,

Gabriele Zimmer
http://bankwatch.ecn.cz/newsroom/documents.sh
tml?x=330478

EIB’s own web site
www.eib.org

USEFUL RESOURCES

CASE STUDY RESOURCES

European Investment Bank (EIB) Lending in
Mexico — In whose interest April 2005, An analysis
of EIB lending activities in Mexico with regard to
European Union Co-operation Priorities, DECA
Equipo Pueblo, A.C. Mimeo, Mexico

Informe sobre la situacion del derecho a la
libertad sindical en México 3 de Marzo de 2004,
Centro de Reflexion y Accion Laboral (CEREAL),
presentado en la Audiencia tematica en el marco
del 119° periodo ordinario de sesiones de la
Comision Interamericana de Derechos Humanos,

Promises of jobs and destruction of work: The
case of Aracruz Cellulose in Brazil 2005, De’Nadai,
Alacir, Winifridus Overbeek, Luiz Alberto Soares
World Rainforest Movement, Uruguay
www.wrm.org.uy

Nam Theun II: No Time for Another Mistake Oct
2004, TERRA
www.terraper.org/watershed/pdf/vol10nol.pdf

Indonesia Water Privatisation: WALHI web pages
www.eng.walhi.or.id/kampanye/air/privatisasi/05
0729_waterpriv_cu/

Water in the Philippines: People’s Resistance and

Alternatives to Privatisation of Water and Power

Services Sept 2004, Freedom from Debt Coalition

www.freedomfromdebtcoalition.org/main/pages/
000360.php

Taking Stock of Water Privatisation in the
Philippines: The Case of the Metropolitan
Waterworks and Sewerage System (MWSS)

2005, Freedom from Debt Coalition
www.freedomfromdebtcoalition.org/pubs/pages/0
00381.php

The Chad-Cameroon Oil & Pipeline Project: A Call
for Accountability June 2002, Association
Tchadienne pour la Promotion et la Defense des
Droits de 'Homme, Centre pour LEnviornment et
le Developpement, and Environmental Defense
www.environmentaldefense.org/documents/2134

_Chad-Cameroon.pdf

Traversing People’s Lives ; How the World Bank is
financing community disruption in Cameroon
Report and DVD. 2002, CED/Friends of the Earth
Cameroon
www.foei.org/publications/pdfs/traversing.pdf

Pulp Mills: from Monocultures to Industrial
Pollution World Rainforest Movement, April 2005
www.wrm.org.uy

The harbour in Jakarta.
© Janneke Bruil.
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USEFUL RESOURCES

OTHER RESOURCES

Mining: why international financial institutions
must stop drilling, piping and mining

Friends of the Earth International, 2003
www.foei.org/publications/pdfs/handsoff.pdf

IFlwatchnet Connecting organisations that
monitor international financial institutions
www.ifiwatchnet.org

Eyes on IFls The information hub for independent
films and video resources on International
Financial Institutions.

www.ifiwatch.tv

Pumping Poverty Speakers Tour DVD, Friends of
the Earth International, 2005
www.ifiwatchnet.org/eyes/item.shtml?x=44730

Twelve Reasons to Exclude Large Hydro from
Renewables Initiatives
http://www.foei.org/publications/pdfs/12Reasons-

eng.pdf

World Commission on Dams Report
www.dams.org

Extractive Industries Review Report:
http://ifcin1.ifc.org/ifcext/eir.nsf/Content/Home

CASE STUDIES
CONTACT DETAILS

Centre for Environment and Development (CED) /
Friends of the Earth Cameroon

B.P. 3430 Yaoundé, Cameroon

Tel: +237 222 38 57

Fax: +237 222 38 59

E-mail: infos@cedcam.org
www.dfrica-environment.org/ced/

Cepedes

Rua Paulino Mendes Lima, 53 - 22 andar,
45820-440 - Eunapolis - BA Brazil

Tel: +55 73 3281-2768

Email: cepedes@cepedes.org.br

Citizens for a Better Environment

Obote Avenue, PO Box 23202, KITWE, Zambia
Tel: +260 (97) 797514

Fax +260 (2) 223221

Environmental Defense

1875 Connecticut Ave, NW, Suite 600,
Washington, DC 20009, USA

Tel: +1800-684-3322

Email: members@environmentaldefense.org
www.environmentaldefense.org

Equipo Pueblo

Francisco Field Jurado 51,

Col. Independencia, Deleg. Benito Juarezm,
Mexico DF, CP 03630, Mexico

Tel.: +52 (5) 5390055/5390015

Fax: +52 (5) 6727453

E-mail: pueblodip@equipopueblo.org.mx
www.equipopueblo.org.mx

FASE/Espirito Santo

Rua Graciano Neves, 377 - 20. Pav. — Centro,
29015-330 - Vitéria — ES, Brazil

Tel: +55 27 33226330 or 32237436(fax)
Email: fasees@terra.com.br

FOCARFE

3494 Yaounde Messa, Cameroon

Tel: +237 998.41.58 / +237 728 71 16
e-mail : focarfe@yahoo.com
www.aedev.org/focarfe/

Freedom from Debt Coalition

11 Matimpiin St., Central District,

Quezon City, Philippines 1100

Telefax: +63 (2) 9246399

Email: mail@freedomfromdebtcoaliton.org
www.freedomfromdebtcoalition.org

Towards Ecological Recovery & Regional Alliance
409 Soi Rohitsuk Praharajpampen Road,

Huay Kwang, Bangkok 10320, Thailand

Tel : +66-2-6910718-20

Fax : +66-2-6910714

Email: fer@terraper.org

www.terraper.org

WALHI

Wahana lingkungan hidup Indonesia

(The Indonesian Forum for the Environment/
Friends of the Earth Indonesia)

JI. Tegal Parang Utara No. 14, Jakarta Selatan
12790, Indonesia

Tel: +62 (21) 79193363

Fax: +62 (21) 7941673

email: walhi@walhi.or.id

www.walhi.or.id

World Rainforest Movement

International Secretariat, Ricardo Carrere,
Maldonado 1858, Montevideo 11200, Uruguay
Tel: +598 2 413 2989

Fax: +598 2 410 0985

E-mail: wrm@wrm.org.uy

wwwwrm.org.uy
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On the streets of Accra, Ghana.
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