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Summary of Purpose
Until the successive European Union (EU) enlargements in May 2004 and January 2007, the World Bank’s support to ten Southeast, Central European and Baltic accession countries for the past several years focused on assisting them in meeting their pre-accession reform needs. Currently, the World Bank cooperates closely with the European Commission (EC) in assisting the new Member States, among other, in building their capacity to use EU structural and cohesion funds. For the remaining candidate countries (Croatia, Macedonia and Turkey), the Bank assists with complementary projects and provides analytical and advisory to support reforms that facilitate accession to and integration with EU. Looking ahead, the World Bank will continue its efforts to provide relevant assistance to the in the new EU member states, candidate and the potential candidate countries of the Western Balkans (Albania, Bosnia and Herzegovina, Serbia, Montenegro and Kosovo). This note describes the modalities of Bank support and details regarding ongoing partnership activities with the EU.
This note focuses on World Bank assistance to Bulgaria and Romania as an example of support to new member countries as well as to Croatia and Turkey as examples of support to EU candidate countries. Similar support is provided by the World Bank to Macedonia and the potential candidate countries of the Western Balkans. The latter countries are currently at various stages of negotiating so-called Stabilization and Association Agreements (SAA), which serve as precursors for eventual EU membership negotiations. Cooperation with the European Commission (EC) and link up with EU funds focuses on EU structural funds for new EU member countries and the Instrument for Pre-Accession (IPA) for EU candidate and potential candidate countries. Aside from cooperation with the EC, a number of programs are co-financed with the key European financial institutions, i.e. the European Investment Bank (EIB), the European Bank for Reconstruction and Development (EBRD) and the Council of Europe Development Bank (CEB).

Cooperation in the potential candidate countries of the Western Balkans between the World Bank and the EC as well as with the European IFIs is facilitated by the Joint European Commission/World Bank Office for Southeast Europe (JO), based in Brussels. The JO also serves as the secretariat of the IFI Advisory Group (IFI AG), which is chaired by the EC, and includes other than the World Bank, EIB, EBRD and CEB, also IFC, Black Sea Trade and Development Bank, KfW (Germany) and the Stability Pact for Southeast Europe.
Memorandum of Understanding with the European Commission
The World Bank and International Finance Corporation (IFC) have been closely cooperating with the European Commission and several Europe-based international financial institutions through a Memorandum of Understanding (MoU) concluded in 1998, focused on cooperation in the EU candidate countries of Central and Eastern Europe. Parties to the Memorandum include the European Investment Bank (EIB), the European Bank for Reconstruction and Development (EBRD), the Nordic Investment Bank, the Nordic Environment Finance Corporation, the Council of Europe Development Bank, and the Black Sea Trade and Development Bank.

Based on a proposal by the EC, MoU signatories agreed during a meeting in Brussels on June 6, 2005 to amend the MoU, which now covers cooperation in two areas (i) Economic Development of the New EU Member States of Central and Eastern Europe, Cyprus and Malta, and (ii) Accession Preparation for the EU Candidate and Potential Candidate Countries.
As regards EU support for EU candidate and potential candidate countries, the MoU notes:

“EU assistance initiatives, particularly in the form of grants, will play an important catalytic role and, where possible, will be combined with financing from the IFIs and other sources, including the private sector, with the view to increasing and better targeting financial support for these countries’ requirements.” 
Priority areas for support include:
· The development of the financial and enterprise sector (including small- and medium-sized enterprises) and its adjustment to pre-accession requirements; 

· Environmental protection measures (and, where appropriate, nuclear safety); 

· Major infrastructure development;

· Support for sustainable agriculture;

· Rural and regional development;

· Social development at large, including education, health, and social housing;

· Cross-border and regional co-operation, including with neighbouring countries;

· Assistance to strengthen institutions and a regulatory framework that supports the countries’ adoption of the EC “acquis”; 

· Upstream support (e.g. non-project but strategically important analytical studies and project preparation) to the national authorities of the candidate and potential candidate countries, and for regional initiatives. 

The MoU also refers to cooperation in the context of EU structural funds and the joint structure that the Regional Policy Directorate-General and EIB have set up to assist the Member States in preparing quality projects and project files. In the context of Structural Funds operations and as appropriate, the MoU states that the Commission may involve the IFIs in its discussions with national authorities on the terms and conditions for the implementation of co-financing opportunities, taking into account regional development and investment priorities identified by these authorities.
The World Bank’s Overall Role in the New European Union member states as well as in EU candidate and potential candidate countries
Over the past 20 years, the World Bank has provided substantial assistance to ten of the twelve countries that joined the EU in May 2004 and January 2007, reflected in the acronyms EU8 and EU10, the latter including the new member states Bulgaria, and Romania, as well as Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic, and Slovenia. (The situation for Cyprus is somewhat different, as the Bank extended assistance to the country only up to the mid-1990s.)  Since the late 1980s, aid to these countries has included lending totaling US$11.1 billion for 143 operations; and technical assistance (TA), for economic and social transformation and convergence. Slovenia, the Czech Republic, Estonia, Latvia, Lithuania and Hungary have since graduated from World Bank borrower status. Poland and Slovakia continue to be eligible for Bank financing if they so wish.
The World Bank has to date provided sizeable support to Bulgaria (US$ 1.821 billion) and Romania (US$ 5.4 billion), the two countries which joined the EU in 2007, as well as to Croatia (US$ 2.2 billion) and Turkey (US$ 17 billion) to assist them in their efforts to meet the EU accession requirements.
 Detailed examples of support for these countries are highlighted later in this paper. Strategic plans ensure that Bank support is closely integrated into overall country development plans, with accession to the EU being the prime development objective. (see Box 1).
World Bank lending for the new member states as well as the EU candidate and potential candidate countries supports growth and employment, competitiveness, social inclusion, and poverty reduction – all areas where the institution can bring unique global experience and advice to bear. To this end, the Bank is striving to respond to middle-income country demands which the EU10 and the candidate/potential candidate countries belong to. There is also greater use of national procurement standards and fiduciary controls in the design and implementation of Bank-supported projects. Termed as a move toward ‘Country Systems,’ this change was approved recently by the World Bank’s Board of Executive Directors. In Romania, the use of programmatic approaches for the Social Inclusion (FY06) and Transport Sector Support (FY07) operations has helped complement the financial and technical assistance provided by the EU, and an increased reliance on country systems. Other examples where country systems have been applied include the First and Second Poland Road Maintenance and Rehabilitation Projects, and the Poland Hard Coal Mine Closure Project, which were based on a sector-wide approach, or SWAp. In a SWAp, the Bank contributes funding to an entire sector, rather than to a stand-alone project. This usually requires a jointly agreed sector strategy or framework and involves co-financing from the Government as well as other donors. SWAps are gaining increasing acceptance by the European Commission (EC) and other European partner institutions.  Moreover, the Bank has introduced options to use national procurement procedures in newly proposed specific investment loans, depending on the capacity of implementing agencies and the ability of relevant authorities to demonstrate that transparency and efficiency of public procurement system are being strengthened.
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Evolving Forms of Collaboration with the new EU Member States and EU Candidate Countries
The modes of Bank assistance to these countries has evolved beyond traditional lending and technical assistance. In addition to lending, recent collaboration has included: 1) financial and advisory services, 2) the sharing of pilot efforts and lessons of successful reforms, and; 3) support for the development of PPPs. 

I.  Analytical and advisory services.  Examples of this include: 

· Cross-country analytical work, such as the EU8+2 quarterly economic reports which can be found on the World Bank’s Europe and Central Asia website, http://www.worldbank.org/eca; the latest EU8+2 report was issued in late May 2007;
· A programmatic public financial management study covering health financing, tertiary education financing, pension reforms, public private partnership arrangements, public administration reform, decentralization, and tax reform;

· Living Standards Assessments in Poland;

· A Knowledge Economy Assessment in Poland and Romania;

· “Judicial Systems in Transition Economies: Assessing the Past, Looking to the Future,” June 2005;

· Support for Corporate Governance in the Financial Sector through analytical work and workshops in the Czech Republic and Slovak Republic;
· The Business Environment and Enterprise Performance Survey, or BEEPS, which polls business managers and enterprise owners and has been conducted every three years since 1999. Done jointly with EBRD, it is a key tool for gauging the investment climate from the firm perspective.
II. Sharing of Pilot efforts and lessons of successful reforms.  Examples include:

· Pilot partnerships with the Czech Republic in the financial sector have promoted a better understanding of global financial architecture.
· Reports on the Observance of Standards and Codes (ROSC) as well as joint activities of ROSC and the Road to Europe-Program of Accounting Reform and Institutional Strengthening (REPARIS) are helping regulators as well as accountants in the private sector benchmark their countries against the relevant provisions of the acquis.  
· The Center of Excellence in Finance (CEF) in Slovenia is benefiting the Western Balkans, other countries in Eastern Europe, and the Caucasus in the area of public finance management.
· An EU8 Conference allowed countries to share experiences in higher education financing, science and technology, and quality assurances in higher education. 

· A joint diagnostic program with the EC’s Directorate-General for Employment and Social Affairs on “Enabling a Better Environment for Corporate Social Responsibility in Central and Eastern European Countries” covering Estonia, Hungary, Latvia, Lithuania, Poland and Slovak Republic. 

· A recent EU8+2 Regular Economic Report was presented in a press conference organized in the  Romania’ s country office, with the report presentation done via videoconferencing by the Bank Warsaw office and with the participation of the EU Brussels Office and the Bank’s offices in Croatia and Bulgaria. 

· A regional workshop, supported by the Bank-Netherland water partnership, was organized in Romania in June 2007, to share experience on / discuss the options and solutions for implementing and sustaining the Water Users’ Associations. 

III. Support for the development of Public-Private Partnerships (PPPs).  Examples include:

· Technical assistance was provided to the Government of Poland to finalize new PPP Law regulations.
· 2nd Generation PPP study in the road sector in Poland - A Hybrid PPP scheme was developed using EU funds as public contribution, based on a recommendation in a regional study under Infrastructure, Economics, and Finance.

· Various seminars and workshops have taken place at the Slovenia Center for Excellence training workshop and the Hungary Trans Europe Motorway (TEM) Seminar.
· A regional conference on Public Private Partnerships was held in Prague (“Prague PPP Platform”).

· Various seminars and workshops on road infrastructure financing have been held in Croatia.
IV. Flexible support for emergency situations.  The improved lending policy flexibility, introduced by the new CPS, has allowed the Bank to quickly respond to emerging government priorities through an additional emergency operation (Avian Influenza). 
World Bank Lending for EU Accession and Integration
Bank lending is designed to help further convergence and complement access by EU acceding and candidate countries to EU funds. A significant amount of World Bank assistance is channeled through policy-based lending, technical assistance (TA), and sector programs. Within this, one of the key vehicles of support is policy-based lending through Programmatic Adjustment Loans (PALs), which often pave the way for reforms essential for EU membership. World Bank help also comes through TA in connection with a wide range of operations related to EU accession requirements. Another mode of support is through sector programs, where World Bank support is leveraged through co-financing with the EC and other donors—a "syndication" approach.  
Policy-Based Lending through Programmatic Adjustment Loans (PALs)
There has been close collaboration with the EC on PAL policy content to ensure alignment with the EU accession and EU integration agenda in areas such as public administration and judicial reform, business registration, regulatory framework issues, and privatization. PALs in all countries have also included health and pension system reforms to modernize the financing of these sectors and to better manage the fiscal burden imposed by them.  
PAL discussions with the Croatian authorities started around the time of the EU’s April 2004 green light for an invitation to accession negotiations (see Table 1, page 7 for details of Croatia’s broader program). The first Croatia PAL was approved by the Bank’s Board in September 2005 and the Second PAL was approved in May 2007. The program focused on reducing the size of and upgrading the efficiency of the public sector as well as improving the business climate.  Turkey has also implemented a series of Programmatic Public Sector and Financial Sector Reform programs, initially in response to the financial crisis of early 2001, which have since shifted and evolved to focus on preparing Turkey for EU accession (see box, page 8). 
Bank country teams have held “country days” (e.g. “Croatia Day", and “Western Balkans Day”) with the EC and, separately with government counterparts, often in the context of the completion of Country Assistance Strategies (CASs) or Country Partnership Strategies (CPSs) as well as Country Economic Memoranda (CEMs) that provide the analytical underpinning for reforms to be undertaken for EU accession.  Since the opening of negotiations, Croatia team has also practiced holding in-country thematic consultations with the EC Delegation. Similarly, World Bank country offices hold regular meetings with their EC counterparts in respective EU member, candidate and potential candidate countries.
The Bulgaria PAL program was successfully completed, with PAL III approved by the World Bank's Executive Board on June 2, 2005. Areas of particularly close collaboration with the EC include insolvency, public administration reform, judicial reform, and deinstitutionalization of children. The PAL series is followed by a series of three Programmatic Human Development DPLs, the first of which was approved on March 21, 2007 and the second one is currently subject to intensive preparation.  The Programmatic Human Development Policy Loans series is supporting the Government of Bulgaria to meet some of the challenges of EU accession and convergence to EU standards.  In particular the DPL program will support the adoption and implementation of policies to (i) improve the institutional framework in the labor and social sectors to more closely align their policies with EU standards; and (ii) improve the efficiency of the health, education, and social protection systems to maintain a fiscally sustainable expenditure framework and improve access to basic social services.  The policies supported by the DPL series are not fully reflected or guided by the adoption of the acquis communautaire and other accession processes because of the EU’s “subsidiarity principle” in the area of human development where member countries rather than the EU at large are at the front line. However, the human development agenda remains relevant for the accession agenda, because of its close links with fiscal sustainability, social inclusion and access to services, issues that have been highlighted by the European Union (EU) in the various assessment reports of candidate countries.  The first phase of the program was approved by the Board of the Bank in March 2007 and preparation of the second phase is currently under way.
Priorities in the first phase of Romania’s new CPS corresponded to the EU accession period requirements. The CPS second phase covers the post-accession period. Romania’s strategy is predicated on the pro-active response to changes in government priorities and the gradual “use of Country Systems”. The new (May 2006) CPS focuses on the following key policy areas relevant to EU integration: 
Structural and institutional reforms, centered on the judicial and governance areas. The reforms, initiated through PAL I are being continued though a Judicial Reform Project. (approved in FY06) financed by a EUR 110 million loan, which helps the Government increase the efficiency of the courts and improve the accountability of the judiciary.

Reform and long term sustainability of Public Expenditures. Specific policy components of ongoing energy, mine, judicial, transport sector projects (Electricity Market, Mine Closure and Socio-Economic Regeneration, Judicial Reform, Transport Sector Support) provide assistance / support reforms for financial sustainability / subsidy reduction in the respective sectors. Policy notes on Public Expenditure and Institutional Review (delivered), Municipal Finance (delivered), Private Pension Funds Regulatory Framework (planned for FY08) provided / will provide guidance in the respective areas. Ongoing TA – as needed by the government – is being provided through a Dutch Grant and a Private and Public Sector Institution Building Loan Project. In FY08 a planned Human Development DPL (now reconsidered as social protection and education SILs) will, if embraced by the government, target the financial sustainability in the education, health, social protection areas. 

Social inclusion of vulnerable groups and poverty targeting. A Social Inclusion Project (FY06) is helping upgrade policies and institutions impacting the elderly, disabled, and socially excluded, to meet EU standards and practices.

Regional and Local Integration and capacity building at local level supported through a  Current Rural Development Loan,  and a planned Rural and Regional Development Loan.

Policy preparedness for EU integration is also supported through the ongoing Electricity Market (electricity market liberalization and transparency areas), MAKIS (sanitary, veterinary, food safety and labs accreditation areas), Knowledge Economy (communication area), Transport Sector Support (road and railway interoperability) and the proposed Integrated Nutrient Pollution Control Project (water and wastewater EU environmental directives) and Farm Restructuring Project (support through the phasing out of Romania's national agricultural (support) policy and the national implementation of the EU's Common Agricultural Policy). 

Table 1: Croatia - Complementarity between EU Accession Agenda and Bank Program 

	Priority Areas for Croatia’s Accession Agenda
	Croatia FY07-FY08 IBRD and GEF Program

	Transition and Institution Building (IPA Component I)
	PAL II
PAL III a/
Revenue Administration Modernization
Judicial Reform

	Cross-Border Cooperation (IPA Component II)
	Trade and Transport Integration
Rijeka Gateway II
Energy a/, b/
Neretva and Trebisnjica River Basin Management (GEF)
Assistance to local companies to enhance their domestic and international competitiveness (IFC)

	Regional Development (IPA Component III)
	Trade and Transport Integration
Inland Waters
Rijeka Gateway II
Environment a/, b/
Agriculture Pollution Control (GEF)
Neretva and Trebisnjica River Basin Management (GEF)
PEP-SE Infrastructure to facilitate PPP in infrastructure

	Human Resources Development (IPA Component IV)
	Sustainable Health Systems 

	Rural Development (IPA Component V)
	Inland Waters
Coastal Cities Pollution Control II a/
Agriculture Pollution Control Project (GEF)


Box 2.  World Bank Assistance to Turkey’s EU Accession Efforts
Turkey has implemented a series of Programmatic Financial and Public Sector Adjustment Operations (PFPSAL series), initially in response to the financial crisis of early 2001, which have since shifted and evolved as a key element to assist Turkey in its efforts toward EU accession. In 2006 and 2007, the Bank’s programmatic policy-based support has focused on continued public sector reforms and measures to support the creation of more and better jobs. 

The Programmatic Public Sector Development Policy Loans (PPDPLs) aim at: (i) maintaining an enabling macroeconomic framework; (ii) supporting fiscal adjustment and improved public financial management, in particular through the reform of the social security system, including pensions, health insurance, and social assistance, and the continuation of public finance reforms; and (iii) extending social protection through the introduction of universal health insurance and improved targeting of social assistance.  The preparation of the PPDPL operations has been based on the continued dialogue with the authorities under the PFPSAL series on public sector reforms, economic and sector work, including previous Country Economic Memoranda, the Poverty Assessment, the Labor Market Study, and technical assistance in modeling the impact of different pension and health insurance reform scenarios.  The Public Expenditure Review has provided further analytical basis for the formulation of policies that improve the quality of fiscal adjustment. 

The Programmatic Competitiveness and Employment Generation Development Policy Loans (CEDPLs) are designed around five pillars and are supported by an extensive analytical and advisory program. The five pillars are as follows: (i) maintaining an enabling macroeconomic framework; (ii) improving the investment climate – including a large program of privatization of SOEs; (iii) setting the foundations for overhauling labor market regulations; (iv) increasing access to investment capital, and (v) promoting the generation of knowledge and innovation, the adoption of new technologies, and upgrading the education and skills of the labor force.
The preparation of the CEDPL series has been based on dialogue with the authorities and on economic and sector work, including the Country Economic Memorandum on EU accession, the Investment Climate Assessment, joint World Bank-IMF Financial Sector Assessment Program, etc.

Both series of DPLs have been designed with the Turkish authorities and in collaboration with the EC. 
Technical Assistance
Many Bank operations have benefited from complementary grant financing by the EU’s earlier PHARE program and other sources of funding for technical assistance. This support has been critical to achieving the institution building objectives of the loans, which cover a range of sectors, including energy, cadastre/land registry, and child welfare. Country-specific project examples are shown below to illustrate the richness of the collaboration with the European Commission: 
Romania:

Public & Private Sector Institution Building Loan (ongoing):  This is significantly leveraged by the EC's TA grant support, the continuation of which is important to help Romania’s EU convergence in critical areas (public finance, energy, social inclusion). 
Electricity Markets Project (ongoing):  This includes EU co-financing for a TA component and an earlier EU/PHARE project. 

Social Inclusion Program (SIP) (ongoing): This project helps Romania implement its commitments under the EU’s Joint Inclusion Memorandum (JIM). The SIP’s Priority Interventions Program and Capacity Building for Roma Social Inclusion component support capacity building and pipeline preparation for the use of European Rural Development Funds, European Social Funds.

Municipal Services Project (ongoing) helps prepare priority water & wastewater projects in 11 counties to be financed by EU development funds and cohesion funds. 

Farm Restructuring (FY08 pipeline): strategy, policy, legal, and institutional studies will be financed in areas including, but not limited to: land consolidation, and rural physical planning; functioning of rural land markets, strategic options available in moving from CAP Single Area Payment Scheme to the EU mainstreamed Single Farm Payment Scheme in 2012, establishment of the legal framework for the approved strategies and policies.
Public Expenditure and Institutional Review) for EU Accession (PEIR) (completed)) has assisted in improving the planning and management of public resources in the early years of EU accession. Specifically PEIR has examined the evolution of the patterns of public expenditure over the National Development Plan period 2007-2013, with reference both to the special needs of accession and to the experience of the EU 25, and especially of the new member states. The PEIR has investigated the special budget planning problems posed by the prospect of absorbing the substantial grant money available under the EU Structural and Cohesion Funds. 
Bulgaria: 
Social Investment and Employment Promotion Project (ongoing): The project aims at improving the standard of living of people who are locked in persisting “pockets” of poverty in Bulgaria, concentrated regionally, among long-term unemployed, and among specific ethnic minorities.  On March 21, 2007 the World Bank’s Board approved additional financing in the amount of US$19.3 million (EUR 15 million), which will help finance the costs associated with scaled-up activities and additional implementation time, which would allow the project’s implementing agency, the Bulgaria Social Investment Fund, to adapt its programs and procedures to use other sources of funding for its activities, possibly EU Structural funds.

Second Trade and Transport Facilitation Project (ongoing):  The project was approved by the World Bank Board on March 21, 2007 for the amount of US$52.8 (EUR 40.9) million. The project will facilitate trade by improving the physical capacity and working conditions, efficiency and quality of services at selected European Union border crossings with particular focus on the Trans-European Transport Network.  It will be achieved through: a) upgrading the infrastructure and equipment, b) construction of an access road of about 3.4 km linking a planned motorway with a border crossing point, c) enhancing exchange of information between border agencies at border crossing points through the provision of TA and training services as well as software, hardware and other high-tech communication equipment and vehicles and d) enhancing the capacity of the trade community.
Road Infrastructure Rehabilitation Project (proposed FY’07): The project would assist Bulgaria to reduce road transport costs by improving the condition and quality of its roads network during the first years of EU accession, and by improving the capacity to implement road investment programs. The project will finance the maintenance and rehabilitation of selected Class I, II, and III roads.  In addition, the project includes significant technical assistance designed to improve the capacity of the National Road Infrastructure Fund (NRIF) to prepare well-articulated multi-year maintenance and rehabilitation programs through the development and use of improved road management systems, and to strengthen NRIF’s capacity to manage effectively road maintenance, rehabilitation, and investment programs.
Municipal Infrastructure Development Project (proposed FY’08): The project would: a) help Bulgaria absorb EU funds through a Technical Assistance sub-component where municipal level investments would be prepared and EU grant funds would be sought to finance these investments; b) rehabilitate the water supply network in six water companies through which water losses would reduce and Technical Assistance would be provided to the water companies so that they operate more efficiently and provide service in line with EU directives; and c) complete the construction of 3 water supply dams and rehabilitate 1 other dam to provide security of water supply to the population and reduce the risk of water shortages.
Social Inclusion Project (proposed FY’08): The project would help promote the government’s social inclusion agenda by supporting the first phase of a nationwide school readiness program which would be gradually rolled out and is expected to receive financing by the European Social Fund (ESF). Focusing on early childhood development (ECD) services for children until age3 and from age 3-6 from marginalized backgrounds, including Roma, which are reflected in the government’s Operational Program Human Resources Development, the programming document for the ESF, the project would help leverage EU funds and develop and test an innovative multi-sectoral intervention to combat the intergenerational circle of exclusion. It would also support an impact evaluation of the ECD measures
Regional Development Project (proposed FY’09): The project would aim to support Bulgaria in the absorption of EU Regional Development Fund (ERDF) and to continue the agenda in the development on the land cadastre.  The project would include: a) cadastre and real estate registration; b) improvements in national planning systems; c) capacity building at municipal and regional levels; and d) establishment of a flexible fund to facilitate project preparation and pre-finance projects.
Croatia:

Court and Bankruptcy Administration (completed): The recently completed project aimed at modernizing selected commercial courts and increasing competence of judges, other staff of commercial courts and bankruptcy trustees, as a pilot for broader judicial reform efforts. The core deliverable has been a developed Integrated Case Management System (ICMS), which was successfully completed and piloted at Pula Municipal Court. Roll out of the ICMS in other pilot courts is expected in the future. The project was closely coordinated with the EU partners, including CARDS project teams to achieve synergy with the objective of bringing the judicial system in line with the EU standards. 

Living Standards Assessment (completed): As Croatia prepares to join the European Union, the Government has been working on the EU Joint Inclusion Memorandum (JIM), a National Regional Development Strategy and National Action Plan for Employment to address the issues of poverty and regional disparities. The Living Standards Assessment Report offers data and analysis relevant for these tasks shedding light on the strategic priorities facing the government and some of the main trade-offs involved. Among high priority areas to address is improving the quality and effectiveness of social safety nets by improving the targeting of social benefits. The report had a peer reviewer from the Delegation of the EC in Croatia. 

Real Property Registration and Cadastre Project (ongoing): This project had strong donor support and collaboration since its preparation. The EU has directly supported the project and Croatia’s overall cadastre and land registry reform program through three Bank-administered trust funds (EUR 4.9 million, EUR 1.96 million and EUR 4.4 million, respectively). These trust funds have allowed Croatia to fully integrate the funds from the EU and the Bank loan into one program, although the EU funds are designated for particular parts of the overall program. This has also allowed the government to use one set of procurement and financial management rules. Regular reporting, communication, and coordination among the Bank team, the EC Delegation office in Zagreb, and the project partners ensure that the funds are used appropriately. Joint Bank/EU supervision missions are held twice a year. 

Agricultural Acquis Cohesion Project (ongoing): The project is aimed at developing sustainable systems and capacities within the Ministry of Agriculture, Forestry and Water Management to ensure timely compliance with EU acquis conditions in the rural sector. At the EU request, the Bank was able to mobilize the Advance for Project Preparation as to enable financing the preparation and setting of SAPARD Agency institutional arrangement. 

Social and Economic Recovery Project (ongoing): The project has enabled financing the preparation of Regional Operational Programs (ROPs) in five counties in the areas of special state concern, as to support the EU Regional Development requirements for Croatia. In addition, the project will assist in building capacity for participatory regional development and for the absorption of pre-accession funds. 

Inland Waters (approved): Newly approved project is aimed at increasing service coverage of water supply and wastewater collection and treatment in inland part of Croatia, to enable meeting the EU directives on water and wastewater. The technical assistance component will assist in building investment pipeline that would be eligible to receive future EU funds, thus facilitating the absorption of EU grants by Croatia. 

Coastal Cities Pollution Control II (proposed): The project is in an early stage of preparation and is subject to Croatia’s reaching CAS high case scenario. It would aim to further improve the quality of Croatia’s coastal waters to meet EU ambient quality standards. The technical assistance component would aim at financing the preparation of projects for future financing by the EU’s Structural Funds and Cohesion Fund or co-financing by the other IFIs. 

Public Finance Review (ongoing): The main objective of the study is to better understand the fiscal consolidation challenges for Croatia given its accession efforts and explore ways to increase public sector efficiency, using experience from the reform efforts of new EU member states. The project would aim at providing recommendations to the government on the avenues to ensure debt sustainability and fiscal adjustment, and explore ways to increase public sector efficiency. 
Report on the Observance of Standards and Codes (ROSC) for Accounting and Auditing (A&A)  (ongoing): The study  aims at assessing regulatory and institutional framework in view of acquis  requirements on financial reporting and auditing, and follow up on implementation of A&A international standards. The work on the study was carried out jointly by the Bank and the EU, through participation of an official from the EC’s DG Internal Market directorate in the Bank’s task team. 

Revenue Administration Modernization Project (negotiated): The project would aim at increasing the efficiency, transparency and accountability of revenue administration, through enhancing voluntary taxpayer compliance, strengthening institutional and human capacity, and promoting professional ethics, equity and fairness. The project would consolidate the database structure and facilitate information sharing with various social insurance agencies, which will help the social welfare system to focus more efficiently to the needy. 

EU Convergence Report (proposed): The main objective of the study will be to better understand the current factors and obstacles for faster productivity growth in Croatia given its EU accession and integration efforts; as well as to explore the ways to ensure sustainability of long-term growth through increasing flexicurity and generation of higher-value added, given the experiences of the EU and OECD star performers. 

Judicial Reform (proposed): The project would aim at supporting the implementation of the Government’s Strategy of the Reform of the Judicial System.  It would support rationalization of the court network, increased efficiency of court proceedings and reduction of case backlog through reform of court administration and court financing. The project would further assist Croatia in fulfilling the EU accession requirements in judiciary through continued development of the Integrated Case Management System and development of statistical and performance monitoring systems for courts. 

Turkey:

Railway Reform Project (ongoing): The EU has been providing TA for the drafting of a new railway reform law which will be supported under the Bank loan by implementation of the law once enacted.
Sector Programs
Sector programs constitute the Bank’s newest form of collaboration with the EC in Bulgaria, Romania, Croatia, and Turkey. The programs aim to leverage Bank support through co-financing by the EC and other donors at the sector level, and to facilitate overall EU accession, economic growth, and human development efforts. 
This approach is well under way in Romania's transport and energy sectors and is being launched in the municipal services/water sector there as well. A three-year reform program in the social sectors is anticipated, with reforms in all three sectors—health, education, and social protection/labor—implemented gradually over the period. Bank/EC collaboration on sector programs in Croatia has focused thus far on education and agriculture, with a SWAp for the former approved by the World Bank Executive Board in September 2005. As Croatia progresses in its accession and reform agenda, the Bank plans to also engage at the sector program level on health, energy, and transport. 

In Bulgaria, the areas of collaboration will be in the infrastructure, municipal services, and the social sector - these are the areas targeted by the Bank's proposed lending program. In addition, the World Bank’s advisory and analytical (AAA) work in several areas is also coordinated with the EC, in particular the first Public Finance Policy Review (PFPR) focusing on absorption of EU funds (completed), followed by a second PFPR focused on accelerating Bulgaria’s convergence. Other pieces of AAA include Judicial Public Expenditure and Institutional Review, Energy Sector Advisory emphasizing EU compliance, OECD benchmarking exercise, a programmatic poverty assessment and Regulatory Impact Assessment.  Greening Investment Support TA (proposed) would aim to support Bulgaria to meet the time bound energy and environmental commitments to the EU in renewable energy, energy efficiency, emissions from power plants, etc. The proposed activity is intended to expand Bulgaria’s options for managing its emissions under the Kyoto Protocol and thereby manage possible surplus emission credits to its best advantage.
In Turkey, sector approaches in the Energy Community of South East Europe context and in the municipal services areas are being coordinated closely with the EC. In the financial sector, regular country-level Investment Climate Assessments, Financial Sector Assessment Programs (FSAPs), and FSAP Updates provide insight into a country’s economy and help guide the World Bank’s program in that country.
Romania:

Transport Restructuring Project and Transport Sector Support (ongoing): the projects are anchored by the Government’s Transport Sector Operational Program (TSOP) which reflects the transport priority investments and their financing sources beyond Cohesion and Structural Funds. The Transport Support Project uses a program based approach, which implies an annual agreement by the Government and the Bank of specific activities to be financed and included in the program for the following year. 

Health Sector Reform Adaptable Program Loan 2 (ongoing): The project was approved by the World Bank Executive Board in December 2004. The project provides emergency medical care, rural primary health care, and more accessible services of increased quality and with improved health outcomes for those requiring maternity and newborn care. The EIB is working with the Government of Romania to co-finance a substantial portion of the project costs 
Bulgaria:

Comprehensive Water and Wastewater Sector Financing Study (completed):  In close cooperation with the EU and other IFIs, this study developed a comprehensive financing plan for Bulgaria’s water and wastewater sector. It touches on issues related to tariffs, effective use of EU grants, and when to tap the central budget for certain investments. The Bank and the Commission will continue the joint dialogue with the Government to discuss implementation of the recommendations of the report.  

Croatia:

Education Sector Development Program (ongoing): This US$85 million loan was approved by the World Bank’s Board in September 2005, and implementation started in March 2006. The loan will support strengthening the quality of teaching and learning in Croatian classrooms. Much of the focus is on primary and secondary curricula, school-leaving examinations, and moving to single- shift schools to strengthen quality. The loan complements efforts by the EC. Through successive EU Community Assistance for Reconstruction, Development and Stability (CARDS) projects under implementation between 2003 and 2007, the EC is providing financial support of EUR 7.6 million to continue development of secondary vocational education and training and adult learning. The Program is available to co-finance the efforts of additional donor partners in education, should the Government so decide as structural funds become eventually available. 
Turkey:
As part of its dialogue, the Bank has adjusted its assistance program to support the government’s EU accession objectives. Besides the regular consultations in Ankara, a programmatic EU accession Country Economic Memorandum series has been the main vehicle for Bank engagement on EU issues, the first such report was published in 2006. Other analytical work on accounting standards, banking laws, regional development, rural finance and capacity building, and environment management is being undertaken in close collaboration with the EC. At the project level, for the time being the key word is “complementarity” rather than “co-financing” of operations (e.g. Secondary Education Reform), although a number of projects are being worked on involving joint Bank-EIB financing. The World Bank Institute is o supporting face-to-face learning events between Turkish officials, the EC, and new member states to facilitate Turkey’s planning for accession negotiations.
Regional:
First-phase (ongoing) and Second-phase (under preparation) of the Energy Community of South East Europe Adaptable Program Loan: The Bank is working closely with the EC as well as with EIB and EBRD to support development of Southeastern Europe’s Energy Community.  A $1 billion regional facility was approved in January 2005: Two loans from that facility were approved for Romania and Turkey. The second phase Energy Community project is under preparation in Romania, aiming to develop Romania’s hydro power generating capacity to provide peaking power and ancillary services to the regional/European electricity markets. By 2014, Romania will have to invest about $1 billion in desulphurization so that its lignite and coal-fired power stations will meet the EU's environmental standards within the time frame agreed with the Commission. The Government is seeking Bank financing for part of these investments.  

Trade and Transport Facilitation in Southeast Europe II (TTFSEE) Projects (proposed):  There is much room for cooperation, especially at the country level. A high level meeting of the potential member countries for the Projects was held June 16, 2005 in Zagreb, with the EC participating. The Infrastructure Steering Group (ISG) and the successor IFI Advisory Group (IFI AG), headed by the EC will play a key role in ensuring proper screening and review of such programs. Bulgaria has started preparing another TTFSEE project, and Croatia has initiated work on improving the Port of Ploce as the exit point of Corridor Vc through Bosnia and Herzegovina, through the ongoing Trade and Transport Integration Project, which was approved in November 2006
Cooperation on Agriculture and Rural Development
EU agricultural policy has posed several challenges for the new member states. Many of them have not taken full advantage of the Special Accession Programme for Agriculture & Rural Development (SAPARD) and post-accession funds because of capacity constraints. Phyto-sanitary and food safety requirements are especially challenging and were underestimated by several new member states. EU accession programs require different approaches to inter-ministerial coordination which require time to develop (e.g. Turkey is still working on these).
On the other hand, World Bank and EU cooperation present several opportunities. Poland has a large Bank-supported rural development program assisting with rural infrastructure, employment, and social development. Croatia has a new investment operation focusing on compliance with the EU agricultural acquis (e.g. farmer registration, establishment of paying agencies, food safety agencies, and phyto-sanitary monitoring; see chapter on TA). The Romania program envisions an agricultural project and a rural/regional project that would focus on land consolidation, land markets, and absorption of EU funds.
The late May 2007 edition of the EU8+2 quarterly report - World Bank’s Europe and Central Asia website, http://www.worldbank.org/eca - has a special section dealing with the CAP.
Cooperation on Environment (including ‘brown’ environmental issues)
The EU’s acquis communautaire as regards the environment sector poses several challenges to the new member states. Countries need financial support for investments and capacity building, and compliance with the heavy investment portion of the acquis (wastewater treatment, hazardous and solid waste management) poses a special challenge for lower-income EU candidate/potential candidate countries.  
In response to these challenges, the EC now commissions detailed studies on the costs of complying with the EU environmental acquis in the candidate countries, which help guide and prioritize investments. The EC has worked with the Regional Environment Centre (REC) and Ministries of Environment in EU candidate/potential candidate countries in identifying priorities, but investments that Ministries of Environment consider being of priority may not always be the most financially sustainable. The Bank has put in place an ongoing environment TA (in the form of advisory services) in Croatia and is discussing with the Romanian Government an Environmental TA project – both these initiatives are linked to the countries’ EU obligations and are closely coordinated with the EC.
Progress and Cooperation:

In Croatia and Romania, the Bank and other IFIs are investing substantially in municipal services for the environment. In Romania, investments have been made in municipal services and transport. In Croatia, a GEF-financed Neretva and Trebisnjica River Basin (NTRB) Management Project has been prepared in view of improving water   resource management at the Neretva and Trebisnjica river basins and the transboundary level. The project would, among other, aim to maintain and conserve water-dependent ecosystems and associated biodiversity according to the requirements of the EU Water Framework Directive and reduce water pollution to the NTRB through high-priority investments in three municipalities and one industrial sector in Bosnia and Herzegovina.
The World Bank supports broad-based investment programs, using “country systems” in these sectors for fiduciary and safeguards compliance. Broad agreement has been reached on consistency between EU and World Bank systems, with areas of difference (mostly minor) also agreed upon. 

Bank investments and non-lending support are helping candidate countries develop improved approaches to environmental management. Support in many countries is helping countries pilot compliance with the EU Nitrates directive through the Global Environmental Facility (GEF)-supported Danube/Black Sea (DABLAS) program, through improved agricultural practices, wetland restoration, and wastewater treatment. In Croatia, a GEF-funded project (Agricultural Pollution Control) is under an advanced stage of preparation, with aim to assist the country implement the mentioned directive, in co-financing with the EU and other donors (project cost estimate US$15.0 million). 
The future offers increasing opportunities to work together, with each institution applying its strengths. For example, the EC’s expertise in public administration is ideal for capacity building, the WB’s global practice in “public good” investments lends itself to issues such as natural disaster risk mitigation, and the EBRD focuses on investments that have more direct financial returns. The Infrastructure Steering Group (ISG) and its successor structure, the IFI Advisory Group, which was established under the Stability Pact for Southeastern Europe and for which the Joint Office for Southeast Europe of the European Commission and the World Bank provides the secretariat, has expanded its mandate to cover the environment, providing a good forum for cooperation. The focus has been initially on municipal water and wastewater, but cooperation can be extended to areas such as flood management, natural resource management, and control of industrial pollution. 
Box 1: Country Assistance Strategies and Country Partnership Strategies





Country Assistance Strategies (CASs): Country Assistance Strategies are typically four-year plans that provide an overarching framework for Bank-assistance. Designed in collaboration client countries, CASs cover the current and anticipated economic situation, the country’s medium-term priorities, reforms needed to achieve key development goals, and a Bank program to support the reforms. CASs are prepared in consultation with diverse stakeholders, including donors, and civil society organizations.





Country Partnership Strategies (CPSs): Introduced in FY2003, CPSs are designed to accommodate the requirements of middle-income countries, including allowing the use of ‘country systems’ and other innovative instruments, such as Sector-wide Approaches. CPSs allow for more flexible support usually based on annual business plans.


 


Countries in ECA with CPSs include Bulgaria (approved May 2007), Poland and Romania (approved May 2006). Those with CASs include Croatia and Turkey. To read the documents, visit the World Bank’s Europe and Central Asia website, � HYPERLINK "http://www.worldbank.org/eca" ��http://www.worldbank.org/eca� and click on an individual country website.























� In most cases, these numbers are as of May 2007 and include total lending to the country.
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